Quarterly Journal of Value Chain Management, (2025), 5(3): 50-72

Online ISSN:

lournal of Value Chain Manage
2538-3256

iau.ir/journal/vem

Designing an Optimal Model of Ethical Governance System in Islamic
Financial Management with Emphasis on the Intellectual Horizon of Khwaja
Nizam al-Mulk (Fuzzy Logic Approach)

Javad Keyhan™!, Arash Mirtorabi?
1. Associate Professor, Department of Educational Studies and Curriculum Planning, Ur. C., Islamic Azad University,

Urmia, Iran. mojtaba.heydari5757@iau.ac.ir

2. PhD Student, Department of Statistics, Central Tehran Branch, Islamic Azad University, Tehran, Iran.
a.mirtorabi@hotmail.com

ABSTRACT

' The present study was conducted with the aim of designing a theoretical model
ﬁ:ﬁfﬁ:ﬁdzi 82: ;g;g of “Ethical Governance System in Islamic Financial Management Using the
Accepted: 4 Nov 2025 Thoughts of Khwaja Nizam al-Mulk Tusi” to explain the link between Islamic
Available Online: 18 Dec 2025 intellectual heritage and modern theories of financial governance. This study is
of an applied type and has a mixed approach (qualitative-quantitative). In the
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DO qualitative section, the research community included the book Siasatnameh and

28 scientific articles related to the thought of Khwaja Nizam al-Mulk, of which
12 articles were included in the final analysis based on the inclusion criteria. The
data were collected through the meta-synthesis method and coded using a three-
stage inductive content analysis approach. In the quantitative section, fuzzy
modeling was used to analyze the relationships between the identified
components. The findings showed that the six dimensions of "Islamic economic
justice", "financial and administrative ethics", "social accountability",
"competence", "economic sustainability and thrift" and "guarding the treasury"
constitute the structure of the ethical governance system, and among them, social
accountability, economic justice and competence have the greatest weight and
importance. The results of fuzzy inference also indicated the determining role of
accountability in financial transparency and institutional efficiency. Based on
the designed model, ethical governance in Islamic financial management is a
multidimensional and dynamic system in which ethics acts as the axis of
decision-making, legitimacy and efficiency. This research, by combining
classical Islamic ideas and modern analytical tools, provides a theoretical and
practical model for institutionalizing justice, accountability and transparency in
Islamic financial systems.
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Extended Abstract

Introduction

In recent decades, ethical governance has emerged as a critical concern in financial
management systems, particularly in societies facing challenges such as economic
inequality, institutional corruption, lack of transparency, and declining public trust.
These challenges are especially pronounced in Islamic societies, where financial
governance is theoretically grounded in ethical principles such as justice,
accountability, trustworthiness, and social responsibility. Despite the rich ethical
foundations embedded in Islamic teachings, a significant gap persists between
normative ethical ideals and their practical implementation within contemporary
financial institutions.

Islamic financial management is designed as an alternative to purely profit-driven
economic systems by emphasizing moral values alongside efficiency and
sustainability. It seeks to harmonize material prosperity with spiritual and social well-
being. However, empirical evidence indicates that many Islamic financial systems
lack coherent and operational models capable of translating ethical principles into
measurable and enforceable governance mechanisms. This deficiency has resulted in
fragmented practices and limited effectiveness in combating financial misconduct and
institutional inefficiency.

One of the primary reasons for this gap is the insufficient utilization of indigenous and
classical Islamic intellectual resources in developing modern governance frameworks.
While contemporary governance models offer advanced analytical tools, they often
fail to fully align with Islamic ethical and cultural foundations. Revisiting the
intellectual heritage of prominent Muslim thinkers provides a valuable opportunity to
bridge this divide. Among such thinkers, Khwaja Nizam al-Mulk Tusi occupies a
distinguished position due to his systematic integration of ethics, justice,
administration, and public finance in his seminal work, Siyasat-nama.

Accordingly, this study aims to design an optimal model of ethical governance in
Islamic financial management by integrating the intellectual framework of Khwaja
Nizam al-Mulk with modern analytical methods. By employing a fuzzy logic
approach, the research seeks to identify, structure, and prioritize the core dimensions
of ethical governance in a way that is both theoretically grounded and practically
applicable.

Theoretical Foundations

The theoretical foundation of this research is rooted in the intersection of Islamic
ethical philosophy, financial governance theory, and decision science. Ethical
governance, in the context of Islamic financial management, refers to a system in
which financial decisions, institutional structures, and managerial practices are guided
by moral values such as justice ( ‘adl), accountability (mas uliyyah), trust (amanah),
and social responsibility. These principles are deeply embedded in Islamic economic
thought and are viewed as prerequisites for legitimacy and sustainability.
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Khwaja Nizam al-Mulk’s political and administrative philosophy represents an early
and comprehensive articulation of ethical governance. In Siyasat-nama, he
emphasizes justice as the foundation of political stability, accountability as the
safeguard against corruption, merit-based appointment as the basis of administrative
efficiency, and protection of public wealth as a moral obligation of rulers. His thought
aligns closely with contemporary concepts such as good governance, ethical
accountability, and institutional integrity, suggesting a strong conceptual overlap
between classical Islamic governance and modern governance theories.

From an analytical perspective, ethical governance is inherently multidimensional and
dynamic, involving qualitative values that are often difficult to measure using
conventional quantitative methods. Fuzzy logic provides an appropriate
methodological foundation for addressing this complexity, as it allows for the
modeling of imprecise concepts and graded relationships among variables. By
integrating fuzzy systems with ethical governance theory, this study establishes a
conceptual framework capable of capturing both normative values and operational
interdependencies within Islamic financial governance.

Methodology

This research adopts an applied mixed-methods approach combining qualitative and
quantitative techniques. In the qualitative phase, data were collected from Siyasat-
nama and a systematic selection of academic studies related to Khwaja Nizam al-
Mulk’s thought and Islamic ethical governance. Using meta-synthesis and three-stage
inductive content analysis, key concepts and dimensions were extracted, coded, and
categorized.

In the quantitative phase, the identified dimensions were modeled using a fuzzy expert
system. Six main input variables were defined: Islamic economic justice, financial
and administrative ethics, social accountability, merit-based selection, economic
sustainability and thrift, and safeguarding public treasury. Triangular membership
functions and Mamdani fuzzy inference were applied using MATLAB software. A
total of 729 fuzzy rules were developed to analyze the interactions among variables
and determine their relative importance. No human participants were involved;
therefore, informed consent was not applicable.

Discussion and Results

The findings reveal that ethical governance in Islamic financial management is
structured around six interrelated dimensions. Among these, social accountability
emerged as the most influential factor, indicating its decisive role in enhancing
financial transparency and institutional efficiency. This result is consistent with both
Khwaja Nizam al-Mulk’s emphasis on public oversight and contemporary governance
theories that regard accountability as the cornerstone of institutional legitimacy.
Islamic economic justice ranked second in importance, reflecting its role as a
structural mechanism for fair resource distribution, prevention of corruption, and
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reinforcement of social trust. Merit-based selection was identified as the third most
significant dimension, highlighting the critical link between ethical integrity and
managerial competence. The remaining dimensions—financial and administrative
ethics, safeguarding public wealth, and economic sustainability—played
complementary roles in reinforcing the ethical governance system.

Overall, the fuzzy inference results demonstrate that ethical governance operates as
an integrated and dynamic system in which moral values and managerial effectiveness
mutually reinforce one another.

Conclusion

This study proposed an optimal model of ethical governance in Islamic financial
management based on Khwaja Nizam al-Mulk’s intellectual framework and fuzzy
logic analysis. The results confirm that accountability, justice, and meritocracy form
the core pillars of ethical financial governance. By combining classical Islamic
thought with modern analytical tools, the proposed model offers a practical and
theoretically grounded framework for institutionalizing ethics in Islamic financial
systems.
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