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ABSTRACT

This study aims to analyze the effectiveness of the mudharabah and musyarakah financing models in Islamic
financial institutions. The method used is the Systematic Literature Review (SLR), which allows researchers to
evaluate and synthesize various relevant studies in order to obtain more comprehensive conclusions on the
topic. SLR is conducted by collecting articles that discuss mudharabah and musyarakah financing and
analyzing the factors that influence the effectiveness of both models. Literature searches are conducted
through academic databases such as Google Scholar, Scopus, and JSTOR, with selected articles filtered based
on predetermined inclusion and exclusion criteria. Relevant articles were published in the last five years and
focused on Islamic financing. Researchers conducted a thematic analysis of selected articles to identify
emerging themes related to the effectiveness of these two financing models. The results of the study indicate
that the mudharabah and musyarakah models are effective as alternative financing for the MSME sector,
allowing business actors to obtain capital without being trapped in interest obligations. However, the
effectiveness of this model is highly dependent on good risk management, clarity of profit and loss sharing, and
transparency and trust between Islamic financial institutions and customers. Therefore, Islamic financial
institutions need to improve their supervision and risk management systems to ensure the successful
implementation of this financing model.
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INTRODUCTION

Islamic finance has experienced very significant development in the last few
decades, becoming one of the sectors that has contributed greatly to the stability and
growth of the global economy. One of the main reasons behind the rapid development of
this sector is public awareness of the importance of ethical principles in financial
transactions, which not only prioritize profit alone, but also consider aspects of justice,
transparency, and sustainability. This is reflected in the various financing models
implemented by Islamic financial institutions operating in many countries, both Muslim
and non-Muslim majority (Usmani, 2002). In countries with a Muslim majority, Islamic
finance is the main choice because this system is based on the principles of Islamic
teachings that require every financial transaction to be free from elements of riba
(interest), maisir (gambling), and gharar (uncertainty or speculation) (Ahmed, 2004). In
addition, Islamic finance also encourages fair risk sharing between parties involved in the
transaction, which aims to realize more equitable social and economic welfare (Ariff,
1988).
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However, although the concept of Islamic finance is widely accepted in Muslim-
majority countries, non-Muslim countries are also starting to show great interest in this
system. This can be seen from the increasing number of countries such as the UK, Canada,
and Japan that are starting to adopt Islamic finance principles in their banking systems
and capital markets (Igbal & Molyneux, 2005). Islamic finance in these countries is not
only run by financial institutions that are oriented towards Muslims, but also by
institutions that operate in the global market and serve people with diverse cultural and
religious backgrounds (Zaher & Hassan, 2001). One of the basic principles that is the
foundation of the Islamic financial system is the implementation of a fair and transparent
financing system. This Islamic financing does not recognize interest (riba), which in the
conventional system is often a source of injustice because the high interest burden can
make it difficult for debtors, especially in countries with high inflation rates (Siddiqi,
2004). On the other hand, in Islamic financing, profits or losses are shared based on the
initial agreement between the fund provider and the fund recipient, in accordance with
the principle of profit-sharing. This is a form of justice guaranteed in Islamic law (Usmani,
2002).

Another advantage is that the sharia financing system encourages economic actors
to investin projects or businesses that have added value to society and do not harm other
parties. This is different from the conventional system which often prioritizes personal
gain without considering the long-term social and economic impacts (Mohammad &
Khan, 2020). For example, the mudharabah and musyarakah financing models applied in
sharia finance provide an opportunity for both parties to share profits and losses
according to their respective contributions, which ultimately forms a more harmonious
and mutually beneficial relationship (Alam, 2021). In addition, the principle of
transparency in sharia finance is also very important to ensure that all parties involved
in the transaction have a clear understanding of their rights and obligations (Farook,
2019). The contracts used in sharia financing must contain clear terms regarding the
distribution of profits and losses, as well as ways to resolve problems in the event of a
dispute. This distinguishes sharia finance from the conventional financial system which
is often not transparent in terms of hidden costs and conditions, which can be detrimental
to customers (Zaher & Hassan, 2020).

Along with technological advances and innovations in the financial industry, Islamic
finance has also undergone various transformations that facilitate public access to
financing services based on sharia principles. Various digital financing platforms based
on sharia are now available to the public, providing them with the convenience of
accessing financing without being tied to burdensome interest rates (Jaffar & Bakar,
2021). These innovations not only increase financial inclusion but also open up
opportunities for micro, small, and medium enterprises (MSMEs) to gain access to the
capital they need (Hassan & Nasr, 2022). With these developments, Islamic finance has
great potential to become a fairer and more inclusive alternative in supporting global
economic growth (Omar & Yusoff, 2023). Therefore, a deeper understanding of the
principles and models of Islamic financing, such as mudharabah and musyarakabh, is
essential to increase the effectiveness and sustainability of this sector (Sulaiman, 2020).
As global interest in Islamic finance increases, the next challenge is to ensure that Islamic
financial institutions are able to manage risks and implement these principles well in
order to provide greater benefits to the global economy (Jaffar & Bakar, 2021). Financing
based on the principles of mudharabah and musyarakah are two dominant methods in
[slamic financial institutions. Both of these financing models have characteristics that
allow for the sharing of risks and profits between banks and their customers.
Mudharabah is a form of cooperation between two parties where one party provides
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capital (shahibul mal) and the other party provides expertise or business (mudharib),
with a profit sharing agreed upon in advance (Alam, 2020). Meanwhile, musyarakah is a
collaboration where both parties include capital in a project or business with a mutually
agreed proportion (Siti, 2021). Both of these models are based on the principle of profit
sharing, which is different from conventional financing models that rely on interest
(Zaher & Hassan, 2020).

In practice, the mudharabah and musyarakah financing models have been adopted
by many Islamic financial institutions as an alternative to conventional financing
products. However, the effectiveness of implementing these two models in various
[slamic financial institutions is still an interesting topic of discussion (Alam, 2020). Some
I[slamic financial institutions have experienced success using these two models, while
others face challenges in their implementation, such as risk management and clarity of
profit sharing (Hassan & Nasr, 2022). One of the main challenges faced by Islamic
financial institutions in implementing the mudharabah and musyarakah models is the
uncertainty related to the distribution of profits and losses (Siti, 2021). In mudharabah,
the risk of loss is generally borne by the capital provider, while in musyarakabh, the risks
and profits are borne together according to the portion of capital provided. Uncertain
market conditions and global economic uncertainty often add complexity to the
management of this profit-sharing-based financing (Omar & Yusoff, 2023).

In several studies, it was found that the mudharabah and musyarakah models have
the potential to create an imbalance in the sharing of risks and profits. This is often caused
by the lack of clarity in the initial contract and agreement between the bank and the
customer (Alam, 2020). In addition, risk management in the sharia financing model is
also an important issue that needs to be considered, given the uncertainty that exists in
the implementation of projects or joint ventures (Hassan & Nasr, 2022). On the other
hand, there is evidence to suggest that both financing models can encourage more
inclusive and sustainable economic growth (Siti, 2021). In the sharia economy, the
mudharabah and musyarakah models provide opportunities for the small and medium
enterprise (SME) sector to obtain financing without having to be trapped in the trap of
burdensome interest rates. Thus, profit-sharing-based financing can support the
economic empowerment of the community in a more just and equitable manner (Omar &
Yusoff, 2023).

However, the effectiveness of the mudharabah and musyarakah models in Islamic
financial institutions is highly dependent on proper management from both parties. The
success of this financing model lies not only in its sharia principles, but also in the
application of the principles of prudence, transparency, and accountability in fund
management (Siti, 2021). Therefore, it is important to conduct a more in-depth analysis
related to the effectiveness of these two financing models in the Islamic financial sector
(Hassan & Nasr, 2022). Previous studies have shown that factors such as trust,
transparency, and risk management greatly influence the success of mudharabah and
musyarakah-based financing (Alam, 2020). Therefore, it is important to evaluate the
implementation of these financing models in various Islamic financial institutions and
identify the factors that influence their effectiveness in the context of Indonesia and other
countries (Omar & Yusoff, 2023).

This study aims to provide a clearer picture of the effectiveness of the
implementation of the mudharabah and musyarakah financing models in Islamic
financial institutions. By analyzing case studies and existing literature, this study is
expected to provide recommendations related to improvements in the implementation
of these two models, so that they can better support sustainable and inclusive economic
development. Based on this background, this study aims to analyze the extent to which
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the mudharabah and musyarakah financing models are effectively implemented in
[slamic financial institutions and what factors influence their success. This analysis is
expected to contribute to a better understanding of the advantages and challenges faced
by Islamic financial institutions in implementing profit-sharing-based financing models.

METHOD

This study uses a Systematic Literature Review (SLR) approach to analyze the
effectiveness of the mudharabah and musyarakah financing models in Islamic financial
institutions. This method was chosen because it allows researchers to evaluate and
synthesize various relevant studies in order to obtain more comprehensive and objective
conclusions regarding the topic being studied (Alam, 2020). SLR is a systematic and
structured process to identify, evaluate, and synthesize findings from various previous
studies in a particular field of research (Hassan & Nasr, 2022). In the context of this study,
SLR will be used to collect articles that discuss mudharabah and musyarakah financing in
I[slamic financial institutions, as well as analyze the factors that influence the effectiveness
of the model (Siti, 2021). The first process in SLR is a search for relevant literature
through various academic databases such as Google Scholar, Scopus, and JSTOR (Omar &
Yusoff, 2023). The selected articles will be filtered based on predetermined inclusion and
exclusion criteria. The inclusion criteria include articles published in the last five years
and discussing Islamic financing models with a focus on mudharabah and musyarakah.
Furthermore, the researcher will conduct a thematic analysis of the selected articles,
identifying various themes that emerge related to the effectiveness of these two financing
models (Alam, 2020). The results of this analysis will then be used to draw conclusions
regarding the challenges, opportunities, and key factors that influence the successful
implementation of the mudharabah and musyarakah models in Islamic financial
institutions (Hassan & Nasr, 2022).

RESULTS AND DISCUSSION

Based on the analysis of existing literature, many studies show that the
mudharabah and musyarakah financing models are not only effective in supporting
financial inclusion but also have a significant impact on economic empowerment,
especially for the small and medium enterprise (SME) sector which often has difficulty
accessing conventional financing (Siti, 2021). Both models focus on a fairer sharing of
risks and returns between Islamic financial institutions and customers, which is one of
the main aspects in the successful implementation of the Islamic financial system (Hassan
& Nasr, 2022). The biggest advantage of the mudharabah and musyarakah financing
models is their ability to provide opportunities for business actors who do not have
sufficient collateral or assets to obtain business capital (Omar & Yusoff, 2023).

The mudharabah financing model, which prioritizes profit sharing between
investors and business managers, allows small businesses to obtain capital without the
burden of interest obligations that can be a major burden in the conventional banking
system (Hassan & Nasr, 2022). The success of the mudharabah model depends on trust
and transparency between the two parties. In practice, this model is widely used for
financing the micro and small business sector because of its more flexible financing
structure (Alam, 2020). Capital providers (banks or Islamic financial institutions) will
share profits according to the percentage agreed in the contract, while losses will be
borne by the investors, unless the losses are caused by the negligence of the business
manager (Siti, 2021). Meanwhile, the musyarakah financing model also plays an
important role in increasing financial inclusion, especially in business sectors that
require large amounts of funding and are riskier (Omar & Yusoff, 2023). In musyarakah,
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both parties (banks and customers) jointly invest in a project or business and share
profits and losses according to the proportion of capital provided. Musharakah financing
is very effective in long-term projects that require significant capital commitment, such
as infrastructure, manufacturing, and real estate sectors (Hassan & Nasr, 2022). This
model emphasizes fair and more transparent risk sharing, which is in accordance with
I[slamic financial principles. As a form of financing that does not recognize interest,
mudharabah and musharakah provide an alternative for individuals or companies who
want to avoid usury practices, which can worsen their financial burden (Alam, 2020). For
example, in many developing countries, Islamic financial institutions that offer these
financing products have successfully reached the SME sector that previously could not
access traditional financing. Through mudharabah and musharakah, SME actors get the
opportunity to develop their businesses without having to depend on high-interest loans
that often trap them in a cycle of debt that is difficult to overcome (Siti, 2021).

In-depth research shows that Islamic financing based on mudharabah and
musyarakah has great potential in increasing financial access for individuals and groups
previously excluded from the conventional banking system (Hassan & Nasr, 2022). The
conventional banking system, which often relies on interest-based loans, has quite high
limitations in terms of accessibility, especially for the micro, small, and medium
enterprises (MSMEs) sector or individuals with low levels of financial literacy and no
asset collateral (Omar & Yusoff, 2023). Therefore, many business actors in developing
countries cannot access financing from traditional banks for these reasons (Siti, 2021).
[slamic finance, through the mudharabah and musyarakah financing models, overcomes
these obstacles by offering more flexible and inclusive financing solutions (Alam, 2020).
For example, in mudharabah, the financier (bank or Islamic financial institution) will
provide funds to the business manager, which will then be managed without any
obligation to pay interest. The profits obtained from the business are shared between the
two parties based on a fair initial agreement (Siti, 2021). This provides an opportunity
for individuals or groups with limited resources to start or develop a business without
having to face interest burdens that can be a barrier (Hassan & Nasr, 2022).

Likewise in musharaka financing, where both parties (bank and customer) invest
together in a business and share profits and losses according to their capital contribution.
This model reduces the financial burden that is usually imposed on borrowers in the
conventional banking system, which often traps customers in an endless cycle of debt
(Ahmad & Zakaria, 2022). In the musharaka model, risks and profits are shared
proportionally, which provides a sense of fairness for all parties involved, as well as
increasing the confidence of business actors in managing their businesses (Salim, 2021).
By providing an alternative to interest-free financing, the Islamic financial system attracts
more individuals who previously felt marginalized by the conventional system (Ibrahim
& Saad, 2023). This applies not only to MSMEs but also to individuals who may have
business potential but do not have sufficient collateral to obtain financing from
traditional banks (Al-Mazrooei, 2020). Islamic finance provides them with the
opportunity to start or grow their businesses without relying on burdensome interest-
bearing loans. Thus, sharia financing can be a significant driver for expanding financial
inclusion in various levels of society (Salim, 2021). On the other hand, this financing
model also has the potential to increase public trust in financial institutions, especially
sharia financial institutions. With fair and transparent principles, people are more
confident in accessing financial products that not only provide capital solutions but also
prioritize ethics and social responsibility (Ibrahim & Saad, 2023). This trust is very
important, because basically, financial inclusion is not only about providing access, but
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also ensuring that people feel safe and empowered in using financial services (Ahmad &
Zakaria, 2022).

In addition, many studies also show that the MSME sector supported by sharia
financing based on mudharabah and musyarakah has the potential to grow rapidly. This
financing not only provides capital but also fosters partnerships between financial
institutions and business actors (Ibrahim & Saad, 2023). The success of this model can be
seen from the sustainability of the funded business, which has a positive impact on
increasing competitiveness, job creation, and overall economic growth (Ahmad &
Zakaria, 2022). Therefore, sharia financing is not only a tool to facilitate capital needs, but
also an instrument that supports inclusive and sustainable economic growth (Salim,
2021). Furthermore, sharia financing based on mudharabah and musyarakah provides
an opportunity for those who do not have access to traditional sources of financing to
obtain capital without being trapped in unhealthy debt. This is very important for the
economy, because it accelerates the distribution of resources to sectors that can provide
direct benefits to society, such as the health, education, agriculture, and creative
industries sectors (Al-Mazrooei, 2020). Thus, more inclusive financial access has the
potential to improve the quality of life of many individuals, reduce economic inequality,
and encourage more equitable economic growth (Ibrahim & Saad, 2023).

The success of sharia financing in expanding financial inclusion also plays a role
in accelerating the development of sectors that previously received less attention from
the conventional financial system. With sharia-based financing, many sectors that were
previously considered unprofitable or high-risk, such as micro-enterprises and the
informal sector, can develop better (Ali & Kamal, 2021). This financing encourages
community participation in strengthening the local economy and increasing overall
economic participation (Hassan & Ibrahim, 2022). Overall, mudharabah and
musyarakah-based sharia financing provides wider access to individuals who were
previously unreached by the traditional banking system. With fairer, more transparent
principles, and a focus on risk and profit sharing, sharia financing provides opportunities
for more people to start and develop their businesses (Ahmed, 2020). This is an
important step in creating a more inclusive and sustainable economic ecosystem, where
all levels of society can actively participate in the economic development process.
Furthermore, the success of this financing can not only be measured in terms of
increasing the amount of financing disbursed, but also from its impact on job creation,
improving community welfare, and reducing poverty levels in developing countries (Al-
Fahad, 2023).

However, the effectiveness of these two financing models is also influenced by
several external factors, such as economic stability, the level of financial literacy of the
community, and regulations that support the development of Islamic finance. In many
countries, Islamic financial institutions that implement the mudharabah and musyarakah
models often face challenges in terms of risk management, especially in identifying and
measuring the risks associated with the projects or businesses being funded (Muda &
Kader, 2022). Therefore, a better risk management system and clearer policies are
needed to minimize potential losses that may arise, both from the side of capital
providers and business managers (Sulaiman & Wahab, 2021). In addition, transparency
in fund management and clear communication between Islamic financial institutions and
customers are also important elements in the effectiveness of these two models. Without
sufficient transparency, misunderstandings or dissatisfaction can arise from the parties
involved, which can ultimately harm the reputation of Islamic financial institutions and
reduce the effectiveness of this financing model (Ali & Rahman, 2020). Overall, there is a
lot of evidence to support that mudharabah and musyarakah financing can be very
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effective financing models in supporting financial inclusion and economic empowerment.
This financing allows Islamic financial institutions to provide fairer and more sustainable
financing solutions, which not only support the business sector but also play a role in
creating more equitable social welfare (Hassan & Ibrahim, 2022). Therefore, to maximize
its effectiveness, improvements need to be made in terms of regulation, risk management,
and increasing financial literacy for the community. Mudharabah financing which relies
on profit and loss sharing provides an opportunity for business actors to obtain capital
without any burdensome interest (Ahmed & Khan, 2021). This is a major advantage in
the Islamic financial system, because it ensures fairness in the distribution of results. Risk
Sharing Challenges: One of the biggest challenges in implementing the mudharabah and
musyarakah financing models is fair risk sharing. In mudharabah, although capital
providers are not directly involved in the business, they still bear all financial losses,
while in musyarakah, risk and profit sharing is carried out according to the capital
contribution of each party. The ambiguity in the initial agreement often leads to disputes
regarding the sharing of this risk (Al-Fahad, 2023). Risk Management: Research also
shows that risk management in the mudharabah and musyarakah financing models
requires a clear and structured mechanism. One of the factors that plays an important
role in the success of this model is the existence of good risk management,which can
minimize losses and maximize profits. Islamic financial institutions need to develop a
strict monitoring system to ensure that the projects or businesses being financed are
running according to plan. Economic Sustainability and SME Involvement: The success of
the mudharabah and musharakah models can be seen in the empowerment of the small
and medium enterprise (SME) sector. Profit-sharing financing allows SMEs to grow
without being tied to interest obligations that can burden them. In many cases, this
financing provides SMEs with the opportunity to increase production capacity and
expand their markets. The Influence of Trust and Transparency: Trust between Islamic
financial institutions and customers is very important in the mudharabah and
musharakah financing models. Fair and transparent financing, with clear profit sharing,
is one of the keys to success. Many studies have shown that a lack of transparency in fund
management can hinder the effectiveness of this model and trigger distrust between the
parties involved.

CONCLUSION

This study shows that the mudharabah and musyarakah financing models can be
effective alternatives in business financing, especially for the SME sector. This profit-
sharing-based financing provides an opportunity for business actors to obtain capital
without being trapped in interest obligations, which are often obstacles in conventional
financing models. However, the effectiveness of these two models is highly dependent on
good risk management, clarity of profit and loss sharing, and transparency and trust
between Islamic financial institutions and customers. Therefore, Islamic financial
institutions need to improve their supervision and risk management systems to ensure
more effective implementation of these two models.
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