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Abstract: This study examines the relationship between fiscal stimulus, Profit-
and-Loss Sharing (PLS) financing, and economic growth in post-pandemic
Indonesia through the lens of Maqdshid al-Syari‘ah. While fiscal stimulus can
accelerate economic recovery, its effectiveness depends partly on the capacity of
financial institutions to channel public resources into productive economic
activities. The study therefore investigates whether Islamic risk-sharing finance
complements fiscal intervention in supporting sustainable economic growth. Using
monthly time-series data for 2020-2025 obtained from Statistics Indonesia (BPS),
the Ministry of Finance, and the Financial Services Authority (OJK), the study
employs the Autoregressive Distributed Lag (ARDL) approach to estimate both
short- and long-run relationships among fiscal stimulus, PLS financing, and
economic growth. The findings indicate a significant long-run equilibrium
relationship among the variables. Both fiscal stimulus and PLS financing exert
positive effects on economic growth, suggesting that government intervention
and Islamic risk-sharing finance can operate as complementary mechanisms for
post-pandemic recovery. From a Maqdshid al-Syari‘ah perspective, their integration
promotes productive investment, wealth creation, and social welfare. The study
contributes to the literature by demonstrating how Islamic risk-sharing finance
can strengthen fiscal policy transmission to the real sector and support a more
inclusive and sustainable growth framework.
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Introduction

The impacts of the global pandemic and worldwide economic uncertainty are
hindering the growth of the Indonesian economy, the country’s investments, and the
country’s overall aggregate demand. Fiscal policy has become one of the principal
instruments used by governments to mitigate economic downturns and support economic
recovery.! Through public expenditure, subsidies, and financial support programs, fiscal
stimulus is expected to increase aggregate demand, enhance investment activities, and
stimulate real sector development. However, the effectiveness of fiscal stimulus depends
not only on its scale but also on the financial intermediation mechanisms through which
funds are transmitted to the economy.? As a result, the stimulus has been used to generate
economic growth through the financing, consumption, and capital investment of the
real sector.® However, the effectiveness of fiscal stimulus is rarely consistent and is
influenced by the type of economic structure, supply side, and the system of funds
distribution. Prior studies have shown a number of the impacts stimulus packages have
(or lack) on economic growth and the creation of new jobs. Bredemeier state fiscal
support is quite effective in the recovery of employment in the services sector, but in the
services sector, it is less effective.* On the other hand, the study by Fornaro finds that
when an economy is supply-constrained, large fiscal stimulus may cause inflation and
price inflation due to the delayed adjustment of the production capacity.®

For Islamic banking, particularly for PLS-based financing, the means of funds
distribution possess noteworthy differentiation, particularly for the PLS components of
mudhdrabah and musydrakah, which not only provide liquidity but also share risks with
the banks and debtors, which may result in variance of the impacts of economic growth.®
Previously, it has been established that the PLS-based financing modes have contributed
positively to the financing of MSME’s, enhanced their financing innovativeness and
financial resilience.” The impact of fiscal expansion on economic growth, in principle,
can be examined through a two-step mediation process with PLS financing of Islamic
banking as the mediator.

In Islamic banking, the transmission mechanism of fiscal expansion may differ
from that of conventional financial systems due to the existence of profit-and-loss-sharing
(PLS) contracts such as mudhdrabah and musydrakah. Unlike debt-based financing, PLS
financing emphasizes risk sharing, entrepreneurial partnership, and the direct linkage
between financial resources and productive economic activities. Consequently, the extent
to which fiscal stimulus can be transformed into economic growth may depend on the
capacity of Islamic banks to channel funds through PLS mechanisms.

From the perspective of Magdshid al-Syari‘ah, economic policies should not only
generate growth but also promote equitable wealth distribution, productive economic
activities, and sustainable social welfare. Among the objectives of Maqdshid al-Syari‘ah,
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the preservation and development of wealth (hifzh al-mdl) provide a relevant analytical
framework for evaluating whether fiscal resources are transformed into productive
investments that generate broad economic benefits. In this context, PLS financing
represents a financial mechanism that operationalizes maqdshid principles through risk
sharing, real-sector orientation, and inclusive economic participation. Therefore,
examining the mediating role of PLS financing allows this study to assess whether fiscal
stimulus contributes to economic growth in a manner consistent with Magqdshid al-
Syart‘ah objectives.®

Sponsored investment and efficient distribution of the investment risk, as proven
by a study of Ding et al.® as well as that of Elgin and Yalaman.!? Several empirical studies
in the literature show that the effects of fiscal stimulus differ based on economic sector
structure and policy framework, such as that of Acharya et al.!* Fiscal stimulus is even
more effective when directed using the frameworks that enhance investing capacity and
liquidity of the real sector, Abdel-Moneim and Rosenbloom'? and that of Tian et al.’?
Particularly, study of Meslier et al. highlights the most essential role that financial
institutions play in the provision of risk-sharing instruments, such as the contracting
mechanisms of Islamic banking.!* Uncertainty surrounds the ability of PLS-based
financing mechanisms in Islamic banking to convert the Indonesian government’s large-
scale fiscal stimulus to real economic growth. This makes it vitally important to include
the mechanisms of risk and profit sharing that differentiate PLS financing from typical
fund-raising

This study contributes to the literature in two ways. First, it investigates the mediating
role of PLS financing in the relationship between fiscal stimulus and economic growth,
thereby identifying a transmission channel that has received limited empirical attention.
Second, it integrates Magqdshid al-Syari‘ah as an analytical perspective to evaluate whether
the growth effects of fiscal stimulus are facilitated through a financing mechanism that
promotes productive investment, risk sharing, and socio-economic welfare. By focusing
on Indonesia, this study provides new evidence from one of the world’s largest Islamic
banking markets. Previous literature has been very exhaustive on the effect of fiscal
stimulus on economic growth. Additionally, there have been other studies that have
established the role of Islamic banking and the PLS finance scheme on investment and
entrepreneurship. However, there is still no sufficient evidence on how the fiscal stimulus
works through the Islamic banking system. Moreover, previous studies rarely incorporate
Maqdshid al-Syart‘ah as an analytical framework for understanding whether such financial
intermediation supports broader socio-economic objectives. Consequently, the interaction
between fiscal policy, PLS financing, and economic growth remains insufficiently
explored, especially in the context of Indonesia.
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Method

This study employs a quantitative approach. Data between 2020 and 2025 were
quartered and then interpolated into months through the Denton additive method and
the frequency conversion tool in EViews. The Denton method is able to preserve the
consistency of the original aggregates of the data and, in addition, is recognized as the
international standard for the temporal disaggregation of macro data.

Table 1. Operationally

Variables Code Indicator/Description

Economic Growth GDP Growth rate of Gross Domestic Product
(percentage)

Fiscal Stimulus STIMULUS Total realization of fiscal stimulus (trillion
rupiahs)

Profit-and-Loss PLS Total profit-and-loss-sharing-based

Sharing financing (mudhdrabah + musydrakah)

in Islamic banking (trillion rupiahs)

This study employs a quantitative approach using macroeconomic time-series data
covering the period from 2020 to 2025. Economic growth data (GDP growth rate) were
obtained from Statistics Indonesia (BPS), fiscal stimulus realization data were collected
from reports of the Ministry of Finance of the Republic of Indonesia, and Profit-and-Loss
Sharing (PLS) financing data (mudhdrabah and musyarakah financing) were obtained
from the Islamic Banking Statistics published by the Financial Services Authority (OJK).
Since the original data were available at quarterly frequency, they were converted into
monthly observations using the Denton additive interpolation method implemented in
EViews. This procedure preserves the aggregate consistency of the original series and is
widely used in macroeconomic temporal disaggregation. Before conducting the structural
analysis, several diagnostic tests were performed. Stationarity was examined using the
Augmented Dickey-Fuller (ADF) test, while autocorrelation was assessed using the
Breusch-Godfrey Serial Correlation LM test. These procedures were conducted to ensure
the reliability of the estimated relationships and to minimize the risk of spurious results.
The study focuses on examining the direct effect of fiscal stimulus on economic growth
and the indirect effect transmitted through Profit-and-Loss Sharing (PLS) financing.

The analysis is carried out through the following econometric stages:
1) Stationarity Test (Unit Root Test)

Using the Augmented Dickey-Fuller (ADF) test to ensure that the data are stationary.

T
i=1
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2) Determination of Optimal Lag

Using the Akaike Information Criterion (AIC) and Schwarz Criterion (SC) criteria.
The results show that the optimal lag = 2.

Bagedwor the@bimatioanesults, Phe ARDIPIswristesrasdiotlows; Stimulus,, &,

Results and Discussion

The following subsections present and interpret the empirical findings of this study;
which examine the dynamic relationships among fiscal stimulus, economic growth, and
Profit-and-Loss Sharing (PLS) financing in Indonesia’s Islamic banking sector. The VAR
model estimation and mediation mechanism examination begin with an analysis of the
basic data characteristics.

Descriptive statistics Analysis

This section presents the descriptive statistics of the variables used in the study,
namely GDP growth, fiscal stimulus, and Profit-and-Loss Sharing (PLS) financing.
Descriptive statistics provide an initial overview of the data behavior before proceeding
to the VAR estimation.

GOpDel 2. Descriptive $TRAFTIGE ANallysis PLS
Mean 4.230000 386.7540 12.40400
Median 5.002778 461.9095 12.36797
Maximum 5.510602 779.9569 12.75323
Minimum 1.327500 -64.03681 12.13534
Kurtosis 2.472584 1.339826 1.465043
Jarque-Bera 9.855256 7.171273 6.330857
Probability 0.007244 0.027719 0.042196
Sum 253.8000 23205.24 744.2400
Observations 60 60 60

Based on Table 1, the GDP variable has an average (mean) value of 4.23%, with a
minimum of 1.33% and a maximum of 5.51%. The fiscal stimulus variable records a
mean of 386.75 trillion rupiah, ranging from a minimum of —64.04 trillion rupiah to a
maximum of 779.96 trillion rupiah. Meanwhile, the PLS variable shows a mean value of
12.40 trillion rupiah, with the lowest value at 12.14 trillion rupiah and the highest at
12.75 trillion rupiah.

Unit Root Test
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To ensure the validity of the model in this study, a stationarity test was conducted
on three main variables, namely Stimulus, GDP (economic growth), and PLS (Profit-
and-Loss Sharing). This test is essential for determining whether the data are stationary;,
as non-stationary data may lead to spurious regression results in econometric analysis.

he Auogmented Dickev—FEulle AD estwas-emploved

Table 3. Unit Root Test

Augmented Dickey-Fuller test statistic -12.16485 0.0000
Test critical values: 1% level -3.550396
5% level -2.913549
10% level -2.594521
DGP t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -8.390367 0.0000
Test critical values: 1% level -3.552666
5% level -2.914517
10% level -2.595033
PLS t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -12.12666 0.0000
Test critical values: 1% level -3.550396
5% level -2.913549
10% level -2.594521

Based on the results of the ADF test above, all variables have t-statistic values that
are smaller (more negative) than the critical values at significance levels of 1%, 5%, and
10%. In addition, the probability value for all variables is 0.0000, which is less than 0.05.
This indicates that we reject HE and accept H , which means that all data are stationary.
The stationarity test results show that the variables of Minister Purbaya’s Fiscal Stimulus,
Economic Growth (DGP), and Profit-and-Loss Sharing (PLS) in the Islamic banking sector
in Indonesia are stationary at the level. Thus, the data meets the basic assumptions for
further analysis such as causality tests, regression, or mediation models. This condition
indicates that short-term fluctuations in the three variables tend to be stable and can
reflect consistent economic relationships between fiscal policy, economic growth, and
profit-sharing mechanisms in the Islamic banking system.

Correlation
STIMULUS PLS GDP
STIMULUS 1 Tabiesth7@osTelestion 0.6774968469584655
PLS  0.5481079906701986 1 0.7572811572338799
GDP  0.6774968469584655 0.7572811572338799 1

The correlation analysis reveals positive relationships among fiscal stimulus, Profit-
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and-Loss Sharing (PLS) financing, and economic growth. These results indicate that the
variables tend to move in the same direction during the study period, suggesting a degree
of interconnectedness between fiscal policy, Islamic financing, and macroeconomic
performance. Specifically, fiscal stimulus exhibits a moderate positive correlation with
PLS financing, with a correlation coefficient of 0.548. This finding suggests that increases
in fiscal stimulus tend to be accompanied by increases in PLS financing activities, although
the relationship is not excessively strong. Meanwhile, fiscal stimulus is positively correlated
with economic growth, with a coefficient of 0.677, indicating a moderately strong
association between fiscal policy support and economic performance. The strongest
relationship is observed between PLS financing and economic growth, with a correlation
coefficient of 0.757, suggesting that higher levels of profit-and-loss sharing financing
are associated with better economic growth outcomes. Overall, the correlation matrix
provides preliminary evidence of positive associations among fiscal stimulus, PLS
financing, and economic growth. However, these results only describe the strength and
direction of the relationships and do not imply causality. Therefore, further econometric
analysis is required to examine the dynamic and long-run relationships among the
variables.

Optimal Lag Selection

Based on the Akaike Information Criterion (AIC) and the Schwarz Criterion
(SC), the optimal lag length was determined to be 2. Establishing the optimal lag is a
critical step in econometric analysis, as it ensures that the model adequately captures the
dynamic relationships among variables while minimizing bias from specification errors.
The right lag helps describe the delayed effect of variables on short-term and long-term

ensh+ps—betweex+th%eeenem+c-ee;%eﬂem-s-bemg-analyzed7
LogL

0 -489.9601 naaple. 5 Detgrgipation of QpgimalLag ., 13519 16.99182

6.517461
1 -168.7041 26.68982* 1.627941*  6.162212* * 6.300589*

Based on the lag selection criteria presented in Table 4, the optimal lag length is
determined to be lag 1. This conclusion is supported by the Akaike Information Criterion
(AIC), Schwarz Criterion (SC), Hannan-Quinn Criterion (HQ), Final Prediction Error
(FPE), and Likelihood Ratio (LR) test, all of which indicate their optimal values at lag 1.
Specifically, the lowest AIC, SC, and HQ values are 6.162212, 6.517461, and 6.300589,
respectively. The selection of lag 1 implies that the current values of economic growth
(GDP), fiscal stimulus, and Profit-and-Loss Sharing (PLS) financing are adequately
explained by their values in the immediately preceding period. Therefore, lag 1 is adopted
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in the subsequent ARDL estimation to capture both the short-run dynamics and long-

run relationships among the variables. The use of the optimal lag structure also helps

ensure that the moge] is imonjo ile minimjzing potenti timation bias arisin
“ Ela}aie%z}ré%eusc -léso‘ggley glelﬁglgérﬁe%tgontﬁ\}[efelst ton bl 18108

from omitted r]ynnmir' effects

F-statistic 126.1512 Prob. F(2,51) 0.3200
Obs*R-squared 49.07921 Prob. Chi-Square(2) 0.6520

Test Equation:
Dependent Variable: RESID
Method: ARDL

Variable Coefficient Std. Error t-Statistic Prob.
GDP(-1) 0.000562 0.000440 1.277614 0.2072
PLS 42.60429 11.66542 3.652188 0.0006
PLS(-1) 40.03173 11.13626 3.594720 0.0007
STIMULUS 2.733453 0.598143 4.569902 0.0000
STIMULUS(-1) 3.031352 0.631322 4.801595 0.0000
C 31.45835 10.49006 2.998871 0.0042
RESID(-1) 0.882154 0.115404 7.644053 0.0000
RESID(-2) 0.109761 0.118799 0.923919 0.3599
R-squared 0.731851 Mean dependent var 2.25E-13
Adjusted R-squared  0.708772 S.D. dependent var 0.630273
S.E. of regression 0.275616 Akaike info criterion 0.385861
Sum squared resid 3.874185 Schwarz criterion 0.667561
Log likelihood -3.382911 Hannan-Quinn criter. 0.495826
F-statistic 36.04320 Durbin-Watson stat 1.124369

Prob (F-statistic) 0.000000

The ARDL model satisfies the assumption of no serial correlation, indicating that
the estimated model is statistically adequate for time-series analysis. This conclusion is
supported by the results of the Breusch-Godfrey Serial Correlation LM Test, which show
that the probability values of the F-statistic (0.3200) and Chi-Square statistic (0.6520)
exceed the 5% significance level. Consequently, the null hypothesis of no serial correlation
cannot be rejected, implying that the residuals are independently distributed over time.
The absence of serial correlation suggests that the dynamic specification of the ARDL
model is appropriate and that the model adequately captures the relationships among
fiscal stimulus, Profit-and-Loss Sharing (PLS) financing, and economic growth. As a
result, the estimated parameters are not affected by residual autocorrelation, thereby
enhancing the reliability of the model for subsequent long-run and short-run analyses.
These findings provide further support for the robustness of the empirical results and
confirm that the model meets one of the key diagnostic requirements for valid econometric
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inference. Table 7. ARDL Long Run Form and Bounds Test
Conditional Error Correction Regression

Variable Coefficient Std. Error  t-Statistic Prob.
C 912.8533 24.45321 37.33062 0.0000
GDP(-1)* 0.016249 0.001045 15.54637 0.0000
PLS(-1) 75.20895 1.986226 37.86525 0.0000
STIMULUS(-1) 1.674972 0.228076 7.343918 0.0000
D(PLS) 4070.100 27.14224 149.9545 0.0000
D(STIMULUS) 41.99706 1.351881 31.06566 0.0000

* p-value incompatible with t-Bounds distribution.

Levels Equation
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
PLS 4628.447 199.8246 23.16255 0.0000
STIMULUS 103.0797 17.94521 5.744136 0.0000
C 56178.07 2390.749 23.49810 0.0000

EC = STIMULUS (+4628.4471*PLS +103.0797*GDP + 56178.0687)

F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) I(1)
Asymptotic:
n=1000
F-statistic 12748.34 10% 2.63 3.35
k 2 5% 3.1 3.87
2.5% 3.55 4.38
1% 4.13 5
Finite
Sample:
Actual Sample Size 59 n=60
10% 2.738 3.465
5% 3.288 4.07
1% 4.558 5.59
Finite
Sample:
n=>55
10% 2.748 3.495
5% 3.303 4.1
1% 4.61 5.563
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This test is used to prove that there is an equilibrium relationship in the long run
between economic growth, Profit-and-Loss Sharing (PLS) financing and fiscal stimulus.
This test proves this relationship based on F-statistic value, which is equal to 12,748.34
and exceeds the upper bound critical value of 5.59 at the 1% level of significance.
Therefore, the hypothesis stating that the variables under consideration are not
cointegrated is rejected. The results of long-run estimation provide evidence of significant
effects of both types of fiscal policies (fiscal stimulus and Profit-and-Loss Sharing
financing) on economic growth. The coefficient of the Profit-and-Loss sharing variable
is 4,628.447 (p < 0.01). Hence, there is evidence of positive contribution of PLS financing
to economic growth. In turn, the positive effect of fiscal stimulus on the economy can be
seen from the coefficient of this variable, which is equal to 103.080 (p < 0.01). The
results obtained during Conditional Error Correction Regression analysis also confirm
the presence of positive effects of changes in PLS financing and fiscal stimulus on economic
growth. It can be concluded because the coefficients of these two variables in the

regression equation (D(PLS) and DSSTIMULUS) are statistically significant (p < 0.01).
Table 8. Method: ARDL

___Variable Coefficiet Std. Error t-Statistic Prob.*
ARUL

GDP(-1) 1.016249 0.001045 97.22880 0.0000
PLS 4070.100 27.14224 14.99545 0.0000
PLS(-1) 4145.309 25.93980 15.98050 0.0000
STIMULUS 41.99706 1.351881 31.06566 0.0000
STIMULUS(-1)  40.32209 1.421019 28.37547 0.0000
C 912.8533 24.45321 37.33062 0.0000
R-squared 0.776996 Mean dependent var 383.5944
Adjusted R-squared 0.752996 S.D. dependent var 329.2061
S.E. of regression  0.659333  Akaike info criterion 2.100970
Sum squared resid 23.04019 Schwarz criterion 2.312245
Log likelihood 55.97860 Hannan-Quinn criter. 2.183443
F-statistic 28.91892. Durbin-Watson stat 3.365018

Prob(F-statistic) 0.000000

*Note: p-values and any subsequent tests do not account for model selection.

Results from the ARDL model estimation show that fiscal stimulus and Profit-and-
Loss Sharing (PLS) financing are important determinants for fostering economic growth.
This is evident from the positive and significant coefficients for the two variables and
their lags at the 1 percent level of significance. The implication is that fiscal policy
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intervention and Islamic risk-sharing financing positively affect economic performance
in Indonesia. From the analysis, the GDP(-1) variable has a positive and significant
coefficient showing that economic growth is persistent such that past growth affects
present economic growth conditions. Moreover, the fact that PLS and PLS(-1) are positively
and significantly related suggests that an increase in profit-and-loss sharing financing
fosters productive economic activities leading to sustained economic growth. In a similar
manner, the significance of STIMULUS and STIMULUS(-1) implies that fiscal stimulus is
positively associated with economic growth. Furthermore, the goodness-of-fit statistics
serve to prove that the model is adequate. With the coefficient of determination of 0.776996
and the adjusted coefficient of determination of 0.752996, approximately 75.3% of
variations in economic growth are attributed to fiscal stimulus and PLS financing. Also,
the model is found to be statistically significant due to the significance level (probability
value) of the F-statistic of 0.0000. Thus, it can be concluded that there is empirical evidence
of the contributions of fiscal stimulus and PLS financing towards economic growth. This
supports the notion that PLS financing acts as a good transmission mechanism for fiscal
policy to affect the real economy.

Discussion

This study provides evidence that the relationship between fiscal policy and economic
growth in Indonesia cannot be fully understood through a conventional expenditure-
based perspective. Rather than functioning as an automatic driver of economic expansion,
fiscal stimulus appears to depend on the quality of financial intermediation through
which public resources are transformed into productive economic activities. The findings
indicate that the effectiveness of government intervention is determined not only by the
magnitude of fiscal allocation but also by the institutional mechanisms that connect
fiscal resources with the real sector. Consequently, fiscal policy should be viewed as a
catalyst whose impact depends on the capacity of financial institutions to allocate public
funds into productive investments that generate sustainable economic value. Indeed,
some previous studies have pointed out into this direction; most relevant being that of
Alexander et all.,'® Elgin and Yalaman,'® Chanza,!” Elbanna,'® Fahamsyah,!® Farihana
and Rahman,? Haruna et all.,?! Ibrahim and Fajri,*> Toumi and Hussainey,? Sayeed and
Islam,?* Fahamsyah et all.,?> Naouar et all.,?® and several others.?

The empirical results identify Profit-and-Loss Sharing (PLS) financing as the principal
transmission channel through which fiscal stimulus contributes to economic growth.
This finding suggests that fiscal resources become economically productive when they
are transformed into partnership-based financing that supports business expansion and
entrepreneurial activities. Unlike conventional debt-based financing, PLS financing is
founded on risk-sharing principles, allowing financial institutions and entrepreneurs to
jointly share business risks and returns. Such a mechanism strengthens the relationship
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between the financial sector and the real economy because financing is linked directly to
productive activities rather than speculative transactions. This goes in the same directions
as previous studies of Elbana et al.,?® Toumi and Hussainey,?” and Meslier et al.*° These
findings are consistent with previous studies demonstrating that adequate fiscal support
enhances the capacity of Islamic banks to expand equity-based financing, thereby
reinforcing investment, employment creation, and long-term economic resilience. Most
importance of those previous studies are that of Arnott and Pickard,! Bai,> Abdel Moneim
and Rosenbloom,? Silalahi and Diawati,* Muthitacharoen,® Li and Wang,® and Hollander.”
This mechanism enables financial resources to be allocated toward business expansion,
productive ventures, and real-sector development, thereby generating a more sustainable
contribution to economic growth. This have been demonstrated in multiple contexts by
studies such that of Alexandre, Fenando, and Basso,® Rubén Dominguez-diaz,’ Eriqat
and Badwan,'®© Antonio et all.,'' Ahmed and Zabai,'? and Abdel-Moneim and
Rosenbloom.’ Consequently, the study indicates that Islamic banking institutions can
play a broader developmental role beyond financial intermediation by acting as catalysts
for transforming public policy initiatives into tangible economic outcomes.

From a macroeconomic perspective, these findings contribute to the ongoing debate
regarding the effectiveness of fiscal stimulus in post-crisis recovery periods. The evidence
suggests that fiscal expansion alone may not be sufficient to stimulate growth when
transmission channels are weak or disconnected from productive sectors. Instead, growth
effects become stronger when fiscal resources are complemented by financial systems
capable of directing liquidity toward investment-generating activities. This finding
reinforces the view that economic recovery requires not only government spending but
also efficient institutional arrangements that ensure the productive circulation of funds
throughout the economy.

The study also offers an important contribution to Islamic economics literature by
demonstrating that the developmental function of Islamic finance extends beyond
compliance with Sharia principles. The role of PLS financing observed in this study reflects
the operationalization of Maqdshid al-Syari‘ah, particularly the objective of hifzh al-mdl
(the preservation and development of wealth). Through risk sharing, equitable
participation, and real-sector orientation, PLS financing facilitates the productive
utilization of economic resources while minimizing speculative activities. In this regard,
economic growth is not viewed merely as an increase in aggregate output but as a process
that generates broader societal welfare (maslahah) through more inclusive and productive
economic participation. The novelty of this study lies in its integration of fiscal policy
analysis, Islamic banking intermediation, and the Maqdshid al-Syari‘ah framework within
a unified empirical model. While previous studies have generally examined fiscal stimulus
and Islamic finance separately, this research demonstrates that Islamic banking
particularly through PLS financing can serve as an institutional bridge linking government
policy interventions with real-sector economic performance. This finding enriches the
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literature on fiscal policy transmission mechanisms and provides empirical support for
the proposition that Islamic financial institutions can contribute meaningfully to national
economic development.

From a broader macroeconomic perspective, these findings contribute to the
ongoing debate regarding the effectiveness of fiscal stimulus during periods of economic
recovery. Previous studies have produced mixed conclusions regarding the direct impact
of fiscal expansion on growth because the effectiveness of government intervention largely
depends on institutional quality and financial market conditions. The present findings
provide additional evidence that fiscal policy becomes more effective when supported by
financial systems capable of directing liquidity toward investment-generating activities.
Accordingly, sustainable economic recovery requires not only expansionary fiscal policy
but also efficient financial intermediation that strengthens productive investment and
improves resource allocation across the economy.

Beyond its macroeconomic implications, this study contributes to the Islamic
economics literature by demonstrating that the developmental role of Islamic finance
extends beyond compliance with Sharia principles. The mediating role of PLS financing
reflects the practical implementation of Maqdshid al-Syari‘ah, particularly the objective
of hifzh al-mal (the preservation and development of wealth). Within Islamic economics,
wealth should circulate through productive economic activities that generate value for
society instead of remaining concentrated in speculative or unproductive transactions.
Through partnership-based contracts such as mudhdrabah and musydrakah, PLS financing
enables public resources originating from fiscal stimulus to be transformed into productive
investments that strengthen entrepreneurship, business expansion, and employment
creation. Consequently, economic growth generated through PLS financing represents
not merely higher aggregate output but also a more sustainable process of wealth creation
consistent with Islamic economic principles.

Furthermore, the findings also reflect the realization of al-‘adl (economic justice)
and mashlahah (public welfare), two fundamental objectives of Maqgdshid al-Syari‘ah.
The risk-sharing characteristics of PLS financing create a more equitable relationship
between financial institutions and entrepreneurs by distributing risks and returns fairly
among economic actors. This financing model expands access to productive capital,
particularly for businesses that may encounter difficulties obtaining conventional
financing, thereby promoting greater financial inclusion and reducing economic
disparities. As productive investment expands, the benefits of economic growth become
more broadly distributed across society, contributing to social welfare rather than merely
increasing aggregate economic indicators. Therefore, the significance of PLS financing
extends beyond financial performance by promoting inclusive development that aligns
economic efficiency with ethical and social objectives. The novelty of this study lies in
integrating fiscal policy, Islamic banking intermediation, and the Maqashid al-Syari‘ah
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framework within a single empirical model. Previous studies have generally examined
fiscal stimulus and Islamic finance as separate research domains, focusing either on
macroeconomic policy effectiveness or on the performance of Islamic banking institutions.

This study demonstrates that Islamic banking, particularly through Profit-and-Loss
Sharing financing, functions as an institutional bridge linking government fiscal
intervention with real-sector economic performance. By identifying PLS financing as the
transmission mechanism through which fiscal policy influences economic growth, this
research extends both fiscal policy literature and Islamic economics by providing empirical
evidence that Islamic financial institutions constitute an essential component of sustainable
economic development. From a policy perspective, the findings imply that future fiscal
recovery programmes should move beyond short-term liquidity injections and prioritize
strategic collaboration with Islamic financial institutions. Government fiscal support
should increasingly encourage the expansion of PLS-based financing through mudhdrabah
and musydrakah contracts, particularly for micro, small, and medium enterprises (MSMEs)
and other productive sectors that generate employment and long-term economic value.
Strengthening cooperation between the Government, Bank Indonesia, the Financial
Services Authority (OJK), and Islamic banking institutions would improve the effectiveness
of fiscal policy by ensuring that public resources are allocated toward productive
investments. Such an integrated policy approach would enhance economic resilience
while simultaneously advancing the ethical objectives of Maqdshid al-Syari‘ah through
equitable wealth distribution, productive entrepreneurship, and sustainable societal
welfare.

Finally, future research may broaden this analysis by incorporating additional
macroeconomic indicators, extending the observation period beyond the post-pandemic
recovery phase, and conducting comparative studies across countries with different levels
of Islamic financial development. Further investigation may also examine how different
Islamic financing contracts contribute to fiscal policy transmission under varying
institutional environments. Such studies would provide deeper insights into the strategic
role of Islamic financial institutions as partners in fiscal policy implementation and
sustainable economic development while further enriching the empirical literature on
Islamic economics and public finance.

Conclusion

The research has proven that fiscal stimulus as well as PLS financing are crucial
factors influencing the economic development of Indonesia. As can be seen from the
results of ARDL estimation, fiscal stimulus has a positive influence on economic growth
in the short run as well as in the long run, suggesting that government intervention can
be considered a powerful tool for economic recovery after a pandemic. In turn, PLS
financing increases economic development due to more efficient use of financial
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resources. The results also imply that the impact of fiscal stimulus is effective in enhancing
the ability of Islamic banks to finance projects through PLS financing, thus strengthening
the connection between public policy and economic development. This dynamic reflects
the synergetic nature of fiscal policies and Islamic financial intermediary roles, where
the collaboration of both parties results in economic growth in a sustainable manner.
Fiscal policies and PLS financing do not work independently; rather, they complement
each other as instruments for investment and productive activities. Considering Magdshid
al-Syari‘ah principles, the findings suggest that the interaction between fiscal policy and
PLS finance plays an important role in the achievement of hifzh al-mdl (preservation and
development of wealth). This is achieved by means of investing in a productive way and
equal economic involvement. The use of risk sharing and a real economy orientation in
combination with inclusive growth helps not only increase economic production but
also improve welfare (mashlahah) of society as a whole. Thus, the paper provides empirical
justification of the role of Islamic financial institutions as a channel for the transmission
of fiscal policy effects.
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