ZAWA: Management of Zakat and Waqf Journal

https://ejournal.uinmybatusangkar.ac.id/ojs/index.php /zawa

Cash Waqf-Based Community
Empowerment in Indonesia: An Islamic
Social Finance Perspective

M. Hidayat Ediz'; Nur Rasyidah Kamaruzaman?, Yosi Aryanti®
ISTAI Solok Nan Indah, Indonesia

2Universitas Sultan Zainal Abidin, Malaysia

3STIT Ahlussunnah Bukittinggi, Indonesia

@hidavatediz@gmaﬂ.com *

Abstract
Cash waqf is a strategic instrument of Islamic social
finance with considerable potential to promote
community empowerment and enhance social welfare in
Indonesia. This study aims to analyze the role of cash
waqf in community empowerment through its
management mechanism and implementation across
various sectors. This study employed a qualitative

Article Information: method using a content analysis approach to examine
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Accepted June 28, 2026 indicate that cash waqf is managed through Islamic

Financial Institutions Receiving Cash Wagqf (LKS-PWU),
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emponernient, Isamic swial franee, - PrOductively without reducing their principal value. The

nazhiv, wagf management returns generated from the management of cash waqf are
allocated to community empowerment initiatives in the
education, healthcare, social, and economic sectors,
including  gard  al-hasan-based ~ financing  for
microenterprises. The study implies that strengthening
the governance of cash waqf and enhancing collaboration
between #naghirs and Islamic financial institutions can
maximize the contribution of cash waqf to sustainable
community empowerment and social welfare in
Indonesia.

INTRODUCTION

Poverty remains one of the major development challenges faced by many
countries, including Indonesia. This issue extends beyond low income to
encompass limited access to education, healthcare, employment opportunities, and
economic resources, all of which affect the overall quality of life (Matejevic et al.,
2023; Przysucha, 2022; Supriyadi & Kausar, 2017). Although the government has
implemented various poverty alleviation programs, their effectiveness remains
constrained by the multidimensional nature of poverty (Gerson, 2021; Supriyadi &
Kausar, 2017). Therefore, addressing poverty requires a comprehensive approach
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that involves collaboration between the government and other stakeholders (Padur
& Purre, 2022; Zawilidska et al., 2023).

Community empowerment has become one of the key strategies for
enhancing the capacity of individuals and communities to achieve sustainable
livelihoods (Akinsete et al., 2022; Gupta & Gupta, 2023; He & Jiao, 2023).
However, limited financial resources often hinder the implementation of
community empowerment programs. This condition highlights the need to
optimize sustainable alternative financing sources, particularly those derived from
Islamic social finance instruments, such as zakat, znfaq, sadagah, and waqf (Asrida et
al., 2023; Uyun, 2015).

Among these instruments, waqf possesses distinctive characteristics because
it preserves the principal asset while utilizing its returns for public benefit. Along
with the development of the Islamic economic system, waqf has evolved beyond
immovable assets, such as land and buildings, into the form of cash wagqf, which
enables endowed funds to be managed productively and generate sustainable
socioeconomic benefits (Ayad et al., 2025; Fuadi, 2024; Shinkafi et al., 2017). In
Indonesia, cash waqf has been legally recognized through the 2002 Fatwa of the
Indonesian Council of Ulama and Law Number 41 of 2004 on Waqf, which regulate
the collection, management, and distribution of cash waqf through Islamic
Financial Institutions Receiving Cash Waqf (Lemwbaga Kenangan Syariah Penerima
Wakaf Uang-1. KS-PWU).

Furthermore, the increasing demand for sustainable financing mechanisms
highlights the importance of positioning cash waqf as a complementary instrument
to government-led social welfare programs (Fanani & Abduh, 2023; Hassan &
Rahman, 2018). Unlike conventional philanthropic funds, cash waqf is
characterized by the preservation of its principal value, allowing its investment
returns to generate long-term  socioeconomic benefits. Consequently,
understanding the governance and implementation of cash waqf is essential for
optimizing its contribution to inclusive and sustainable development. By examining
cash waqf from the perspective of community empowerment, this study seeks to
provide a more comprehensive understanding of its strategic role within the
broader framework of Islamic social finance in Indonesia (Pitchay et al., 2014;
Sugara et al., 2019).

Previous studies have demonstrated that cash waqf has considerable potential
to supportt socioeconomic development by financing education, healthcare services,
microenterprise development, and other community welfare programs. Productive
cash waqf management has also been recognized as an effective mechanism for
strengthening the role of Islamic social finance in reducing social inequality and
improving public welfare (Susila et al,, 2022; Wahyudi & Widiyanti, 2022).
Nevertheless, existing studies have predominantly focused on the legal,
institutional, governance, and economic aspects of cash waqf, while limited
attention has been given to its role as an instrument for community empowerment
through the analysis of regulatory frameworks and relevant literature.

Despite the growing body of literature on cash waqf, scholarly discussions
have largely emphasized its legal foundations, institutional governance, fundraising
strategies, and economic potential. Studies have also explored the integration of
cash waqf with Islamic financial institutions and its contribution to poverty
alleviation through productive investment schemes. However, relatively few studies
have comprehensively examined how the management of cash waqf can be
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translated into practical community empowerment initiatives across multiple
sectors, including education, healthcare, social welfare, and microeconomic
development. This indicates that the relationship between cash waqf management
and community empowerment remains insufficiently explored within the existing
literature.

Based on this gap, this study aims to analyze the role of cash waqf as an
instrument for community empowerment in Indonesia by examining its
management mechanisms, regulatory framework, and implementation across
various empowerment sectors. The findings are expected to enrich the literature on
Islamic social finance and provide practical insights for strengthening cash waqf
governance to support sustainable community empowerment and social welfare
development in Indonesia.

METHODS

This study employed a qualitative method using a content analysis approach.
The data were obtained from relevant sources, including laws and regulations,
scholatly articles, books, academic journals, and institutional documents concerning
cash waqf and community empowerment in Indonesia (Bengtsson, 2016; Dalglish
et al., 2021; Engkizar et al., 2025, 2026; Langputeh et al., 2023). These sources were
selected based on their relevance to the research objectives. The data were analyzed
through the processes of identification, classification, interpretation, and synthesis
to develop a comprehensive understanding of the management mechanisms of cash
waqf, its regulatory framework, and its implementation in supporting community
empowerment programs (Dafa et al., 2022; Kara, 2023). The findings were then
presented using a descriptive-analytical approach to explain the role of cash waqf
as an Islamic social finance instrument in promoting community empowerment and
enhancing social welfare in Indonesia.

RESULT AND DISCUSSION
Cash Waqf and Community Empowerment

Wagf is one of the Islamic social finance instruments that possesses unique
characteristics by integrating both spiritual and social dimensions within a
sustainable mechanism. From a spiritual perspective, waqf represents an act of
worship (ta'abbudi) performed to seck the pleasure of Allah through the dedication
of one's wealth. From a social perspective, however, waqf functions as a mechanism
for redistributing wealth and promoting social welfare through continuous public
benefit. Throughout the history of Islamic civilization, waqf has played a significant
role in supporting educational institutions, healthcare services, religious facilities,
social protection, and public infrastructure. Consequently, waqf should not merely
be understood as an act of religious philanthropy but also as a sustainable
development instrument that contributes to improving community welfare
(Mursyidah, 2022).

The evolution of contemporary socio-economic needs has encouraged the
transformation of waqf management from conventional forms into more adaptive
models that respond to modern economic dynamics. While traditional waqf has
primarily consisted of immovable assets such as land and buildings, the
development of Islamic economics has introduced the concept of cash waqf as an
innovative form of waqf management. Cash waqf broadens public participation
because it no longer depends on ownership of high-value physical assets.
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Individuals can participate as wakif regardless of the amount contributed, making
cash waqf more inclusive and capable of mobilizing financial resources from a wider
segment of society. This characteristic positions cash waqf as one of the most
promising Islamic social finance instruments for supporting economic
development and community empowerment (LLubis, 2020; Mursyidah, 2022).

The content analysis conducted in this study indicates that the primary
advantage of cash waqf lies in its management flexibility. Unlike conventional waqf,
whose benefits are often limited to the direct utilization of physical assets, cash waqf
enables collected funds to be invested in productive Sharia-compliant financial
instruments. The investment returns are subsequently distributed to the
beneficiaties (manguf 'alaih) while preserving the principal amount of the wagqf. This
mechanism ensures that the generated economic benefits remain sustainable over
time. Consequently, cash waqf functions not only as an instrument of Islamic
philanthropy but also as a sustainable social financing mechanism capable of
generating long-term socio-economic benefits (Kasdi, 2016; Saadati, 2010).

In Indonesia, the development of cash waqf has been supported by a
comprehensive legal framework. The Indonesian Council of Ulama (MUI) Fatwa
issued in 2002 legalized the practice of cash waqf, provided that the principal value
remains preserved. This legal foundation was further strengthened through Law
Number 41 of 2004 on Wagqf, which regulates the collection, management,
development, and distribution of cash waqf funds. According to this regulation,
cash waqf must be collected through Islamic Financial Institutions Receiving Cash
Waqf (LKS-PWU), rather than being transferred directly from the donor to the
nazhir. This regulatory framework reflects the government's commitment to
establishing a professional, accountable, and Sharia-compliant governance system
that enhances public confidence in cash waqf management (Waluyo, 2017).

The existing regulatory framework not only provides legal certainty for cash
waqf implementation but also clarifies the responsibilities of wakif, nazhir, LIKS-
PWU, and the Indonesian Waqf Board throughout the management process. The
findings of this study demonstrate that institutional strengthening constitutes a
crucial prerequisite for effective cash waqf governance. Clear regulations ensure
transparency in fund collection, safeguard the preservation of the waqf principal,
and provide clear mechanisms for distributing investment returns to beneficiaries.
Therefore, the institutional framework established through these regulations serves
as the foundation for developing cash waqf as a sustainable Islamic social finance
instrument capable of generating long-term economic and social benefits (LLubis,
2020; Waluyo, 2017).

Cash Waqf Management Mechanism in Indonesia

The findings of the content analysis indicate that the effectiveness of cash
wagqf as an instrument for community empowerment is largely determined by the
governance system applied throughout the processes of fund collection,
management, and benefit distribution. Unlike conventional waqf, which is generally
administered based on the endowed physical assets, cash waqf requires a more
comprehensive institutional framework involving multiple stakeholders, including
wakif (donors), nazghir (waqf managers), Islamic Financial Institutions Receiving
Cash Waqgf (LKS-PWU), the Indonesian Waqf Board (BWI), and government
authorities. The involvement of these institutions is intended to ensure that waqf
funds are managed professionally, transparently, accountably, and in accordance
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with Sharia principles, thereby maximizing their socio-economic benefits for society
(Waluyo, 2017; Lubis, 2020).

Law Number 41 of 2004 on Waqf provides a clear legal foundation for the
collection mechanism of cash wagqf in Indonesia. Under this legal framework, wakif
are required to channel their waqf contributions through officially authorized
Islamic Financial Institutions Receiving Cash Waqf (LKS-PWU) rather than
transferring the funds directly to the naghir. This mechanism represents an
institutional governance model designed to safeguard wagqf assets, enhance the
credibility of waqf management institutions, and minimize the risk of fund
mismanagement. The existence of intermediary institutions with well-established
administrative and supervisory systems has contributed to a more structured cash
waqf management process while simultaneously strengthening public trust in waqf
institutions (Man, 2015; Waluyo, 2017).

Once the funds have been received by the LKS-PWU, the naghir assumes
responsibility for managing and developing them through various Sharia-compliant
investment instruments. The findings reveal that the fundamental principle of cash
waqf management is the preservation of the principal value, meaning that the
original waqf capital must neither diminish nor be diverted for purposes
inconsistent with the objectives of wagf. Consequently, investment decisions
should prioritize relatively low-risk and sustainable financial instruments capable of
generating stable long-term returns. This approach demonstrates that cash waqf
management is not merely profit-oriented but is fundamentally designed to ensure
the sustainability of benefits distributed to the beneficiaties (mauguf 'alaih) (Kasdi,
2010).

In accordance with the provisions of the Waqf Law, 90% of the net returns
generated from cash waqf investments must be allocated to the designated
beneficiaries, while a maximum of 10% may be used to cover the operational costs
of the nazhir. This allocation mechanism reflects that the primary objective of cash
waqf management is not institutional profit generation but the creation of
sustainable social benefits. From the perspective of Islamic economics, this model
embodies a balance between financial efficiency and the realization of mwaqasid al-
shariah, particularly the protection of wealth (bifz al-mal) while simultaneously
promoting broader public welfare (masliahah) (Kasdi, 2016; Aziz, 2017).

The analysis further demonstrates that the professionalism of the nazhir
constitutes one of the most critical determinants of successful cash waqf
management. Beyond collecting and distributing waqf funds, #aghir are expected to
possess competencies in investment planning, risk assessment, Sharia-compliant
portfolio management, and institutional governance to ensure that all management
activities comply with both Islamic principles and national regulations. Therefore,
strengthening the capacity and professionalism of human resources involved in
waqf management has become an essential prerequisite for maximizing the
potential of cash waqf in Indonesia. Without adequate managerial competence,
even substantial waqf funds may fail to generate optimal economic and social
impacts (Lubis, 2020; Waluyo, 2017).

In addition to the professionalism of aghir, collaboration with Islamic
financial institutions plays a pivotal role in strengthening cash waqf governance.
The appointment of several Islamic banks as LKS-PWU through the Decrees of
the Indonesian Minister of Religious Affairs Numbers 92-96 of 2008 reflects the
government's commitment to establishing a modern and integrated wagqf
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management system within the Islamic financial industry. Such collaboration
facilitates fund mobilization, enhances transaction security, broadens public access
to cash waqf services, and supports the development of productive Sharia-
compliant investment instruments. Consequently, cooperation between nazhir and
Islamic financial institutions not only improves managerial efficiency but also
reinforces the sustainability of community empowerment programs financed
through cash waqf returns (Man, 2015).

Opverall, the findings of this content analysis suggest that cash waqf
management in Indonesia has experienced significant progress, particularly in terms
of its regulatory framework and institutional development. Nevertheless, several
challenges continue to hinder its optimal implementation, including limited public
literacy regarding cash waqf, insufficient managerial capacity among some nazhir,
and the limited diversification of Sharia-compliant investment instruments capable
of generating sustainable returns. Therefore, strengthening institutional
governance, enhancing the professionalism of #azhir, promoting innovation in waqf
fund management, and expanding inter-institutional collaboration are essential
strategies for maximizing the role of cash waqf as an Islamic social finance
instrument that supports sustainable development and community empowerment
in Indonesia (Lubis, 2020; Kasdi, 2016; Aziz, 2017).

The Role of Cash Waqf in Community Empowerment

The findings of the content analysis reveal that community empowerment
constitutes the primary objective of cash waqf development in Indonesia. Unlike
conventional social assistance programs, which are predominantly consumptive in
nature, cash waqf is designed to enhance the capacity of individuals and
communities, enabling them to improve their quality of life independently and
sustainably. Accordingly, the primary objective of cash waqf management extends
beyond providing financial assistance to disadvantaged groups; it also seeks to
create broader access to education, healthcare services, entrepreneurial
opportunities, and skills development programs that strengthen economic self-
reliance. This approach is consistent with the concept of community
empowerment, which positions society as an active agent of development rather
than merely a passive beneficiary of social assistance (Aziz, 2017; Saadati, 2010).

From the perspective of national development, the utilization of cash waqf is
also consistent with Article 34 of the 1945 Constitution of the Republic of
Indonesia, which mandates the state's responsibility to develop a comprehensive
social security system and empower disadvantaged and vulnerable communities.
The findings indicate that cash waqf serves as a complementary financing
instrument that supports government programs aimed at enhancing human capital
and strengthening community-based economic development. Consequently, cash
wagqf should not be viewed as a substitute for government intervention but rather
as a mechanism that reinforces public development initiatives through the active
participation of communities, Islamic philanthropic institutions, and the Islamic
financial sector in promoting inclusive social welfare (Aziz, 2017; Lubis, 2020).

The education sector represents one of the most frequently identified areas
for cash waqf implementation in the literature. Returns generated from cash waqf
investments can be utilized to support the establishment and development of
educational institutions, provide scholarships for students from economically
disadvantaged families, improve educational facilities, and enhance the welfare of
educators. The allocation of cash waqf to education extends beyond short-term
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financial assistance, serving instead as a long-term investment in human capital
development. By improving access to quality education, cash waqf contributes to
strengthening intellectual capacity, enhancing employment opportunities, and
ultimately reducing the cycle of poverty in a sustainable manner (Saadati, 2010;
Kasdi, 2010).

In addition to education, healthcare has emerged as another strategic sector
for the utilization of cash waqf returns. The analysis indicates that waqf funds may
be allocated to finance free healthcare services, medical assistance for low-income
communities, maternal and child healthcare programs, healthcare infrastructure,
and nutritional support for vulnerable populations. These initiatives demonstrate
the significant contribution of cash wagqf to improving public health by expanding
access to essential healthcare services. Improved health conditions, in turn, enhance
labor productivity and contribute to broader socio-economic welfare (Saadati,
20106).

Within the social sector, the findings indicate that cash waqf can support
various community development initiatives aimed at strengthening social capacity.
Such initiatives include vocational skills training for unemployed individuals,
entrepreneurship development programs for youth, social rehabilitation for
marginalized groups, and capacity-building programs designed to help vulnerable
communities adapt to changing socio-economic conditions. These initiatives
demonstrate that cash waqf functions not merely as a charitable instrument but also
as a catalyst for social transformation that promotes a more productive, self-reliant,
and competitive society. Consequently, the success of community empowerment
programs should be assessed not only by the amount of financial assistance
distributed but also by measurable improvements in beneficiaries' capabilities and
overall quality of life (Aziz, 2017; Lubis, 2020).

The most substantial contribution of cash waqf can be observed in the
economic sector through the promotion of productive community-based
enterprises. The findings indicate that cash waqf funds can be utilized to finance
micro-enterprises through the gardbul hasan scheme, an interest-free financing
mechanism intended to support small-scale entrepreneurs in developing their
businesses. However, the effectiveness of this financing model largely depends on
complementary interventions, including business mentoring, managerial training,
entrepreneurial capacity building, and improved access to marketing networks. In
other words, cash waqf-based economic empowerment extends beyond the
provision of financial capital by incorporating continuous capacity-building
initiatives that enhance business productivity and long-term competitiveness. This
comprehensive approach positions cash waqf as a sustainable economic
development instrument focused on fostering self-reliance rather than merely
providing short-term financial assistance (Kasdi, 2016; Saadati, 2010).

Furthermore, the analysis demonstrates that the successful implementation
of cash waqf is highly dependent upon effective collaboration among the
government, the Indonesian Waqf Board (BWI), naghir, Islamic financial
institutions, Islamic philanthropic organizations, and the wider community. Such
collaboration facilitates more effective cash waqf management throughout the
entire process, including fund mobilization, investment development, and benefit
distribution. Inter-institutional cooperation also creates opportunities to integrate
cash waqf into national community empowerment programs, thereby expanding its
social impact to a broader segment of society. Accordingly, strengthening cross-
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sector collaboration represents a strategic priority for enhancing the effectiveness
and sustainability of cash waqf management in Indonesia (Man, 2015; Waluyo,
2017).

Opverall, the findings suggest that cash waqf possesses substantial potential as
an Islamic social finance instrument for promoting community empowerment. This
potential lies not only in its capacity to mobilize public funds but also in its
sustainable management mechanism, which preserves the principal value while
generating continuous socio-economic benefits through productive investments.
When managed professionally, transparently, and in accordance with Sharia
principles, cash waqf can make significant contributions to improving educational
outcomes, expanding healthcare access, strengthening social development, and
promoting community-based economic empowerment. Therefore, optimizing cash
waqf management represents a strategic approach to supporting sustainable
development and enhancing social welfare in Indonesia.

The Implications of Cash Waqf Management for Community Welfare

The findings of the content analysis indicate that cash waqf occupies a
strategic position as an Islamic social finance instrument capable of promoting
sustainable community welfare. Unlike conventional social assistance programs that
primarily provide short-term relief, cash waqf is founded upon the principle of
preserving the principal value (preservation of principal), thereby ensuring that the
economic benefits generated from productive investments can be continuously
distributed over the long term. This distinctive characteristic enables cash waqf to
function not only as a mechanism for wealth redistribution but also as a sustainable
social financing instrument that creates lasting socio-economic benefits.
Consequently, cash waqf has considerable potential to strengthen social protection
systems while supporting the achievement of more inclusive and sustainable social
welfare (Kasdi, 2016; Saadati, 2010).

The analysis further demonstrates that the contribution of cash waqf to
community welfare largely depends on the effectiveness of its institutional
governance. Professional, transparent, and accountable management practices
enhance public confidence and encourage greater participation in cash wagqf
contributions, thereby increasing the volume of waqf funds available for productive
investment. Conversely, weak governance structures may undermine public trust,
reduce participation, and limit the overall impact of cash waqf programs. Therefore,
strengthening institutional capacity, implementing the principles of good
governance, and reinforcing supervisory mechanisms are essential to ensuring that
wagqf funds are managed productively in accordance with Sharia principles and the
prevailing legal framework (Waluyo, 2017; Lubis, 2020).

Beyond governance, the findings reveal that limited public literacy regarding
cash waqf remains one of the major challenges to its development in Indonesia. A
considerable proportion of the public continues to associate waqf exclusively with
immovable assets, such as land, mosques, or buildings, resulting in the
underutilization of cash waqf's significant potential. This situation highlights the
urgent need for broader public education regarding the concept, operational
mechanisms, benefits, and socio-economic impacts of cash waqf. Improving public
literacy is expected to expand participation in cash waqf while simultaneously
strengthening the culture of Islamic philanthropy as an integral component of
national development.
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The findings also suggest that the successful development of cash waqf
requires stronger collaboration among the government, the Indonesian Waqf Board
(BWD), nazhir, Islamic financial institutions, academic institutions, Islamic
philanthropic organizations, and the private sector. Such collaboration is essential
for expanding fund mobilization, improving investment management,
strengthening beneficiary assistance programs, and developing more innovative
community empowerment models. Cross-sector partnerships also facilitate the
integration of cash wagqf into national development initiatives, including poverty
alleviation, micro and small enterprise development, educational improvement, and
expanded access to healthcare services. Consequently, the benefits of cash waqf
extend beyond specific beneficiary groups and generate broader socio-economic
impacts across society.

Furthermore, the analysis indicates that optimizing cash waqf management
requires continuous innovation in fund management practices and the adoption of
digital technologies. The digitalization of waqf collection systems, the development
of electronic payment platforms, technology-based reporting systems, and
transparent investment management can significantly improve operational
efficiency while expanding public access to cash waqf participation. Digital
innovation also enhances institutional accountability by enabling donors and
stakeholders to monitor the development and utilization of waqf funds more
transparently. Therefore, digital transformation has become a strategic component
in improving the effectiveness, transparency, and sustainability of cash waqf
management within the digital economy (Lubis, 2020; Waluyo, 2017).

Overall, the findings of this study confirm that cash waqf should no longer
be perceived solely as a religious philanthropic instrument but rather as a strategic
Islamic social finance instrument that contributes substantially to community
empowerment and sustainable economic development. Its successful
implementation depends upon a robust regulatory framework, the professionalism
of nazhir, effective institutional governance, improved public literacy, and strong
collaboration among relevant stakeholders. If these factors can be effectively
strengthened, cash waqf has the potential to become one of the key pillars
supporting inclusive development, reducing socio-economic inequality, and
enhancing the long-term welfare of Indonesian society.

CONCLUSION

This study concludes that cash waqf represents a strategic Islamic social
finance instrument with significant potential to promote sustainable community
empowerment and improve social welfare in Indonesia. The findings of the content
analysis demonstrate that the effectiveness of cash waqf depends on professional,
transparent, and accountable institutional governance supported by strong
collaboration among #azghir, Islamic Financial Institutions Receiving Cash Wagqf
(LKS-PWU), the Indonesian Waqf Board (BWI), government agencies, and the
broader community. By preserving the principal value of endowed funds while
investing them in Sharia-compliant financial instruments, cash waqf generates
sustainable returns that can support community empowerment across the
education, healthcare, social, and economic sectors. Nevertheless, its optimal
implementation continues to face challenges, including limited public literacy,
insufficient managerial capacity among some #naghir, and the need for greater
innovation in fund management. These findings highlight that strengthening
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institutional governance, enhancing human resource capacity, expanding cross-
sector collaboration, and accelerating digital transformation are essential for
maximizing the role of cash waqf in achieving inclusive and sustainable
development. This study contributes to the growing literature on Islamic social
finance by emphasizing that cash waqf should be positioned not merely as a
philanthropic instrument but as a sustainable financing mechanism capable of
supporting long-term socio-economic development and community welfare.
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