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ABSTRACT 

Background. The potential of Islamic social finance (ISF), which includes 
zakat, waqf, and sadaqah, extends beyond poverty alleviation and has 

increasingly been recognized as a catalyst for inclusive and sustainable 

economic development. However, the effectiveness of ISF initiatives largely 

depends on their integration with community service programs that ensure 
local participation, empowerment, and social inclusion. Despite its relevance, 

there is limited empirical evidence on how structured collaborations between 

ISF institutions and community-based services contribute to inclusive growth. 

Purpose. This quantitative study aimed to examine the role of integrating 

Islamic social finance and community service in promoting inclusive economic 

development. Specifically, it explored whether the outcomes of such 

integration are influenced by four key factors: community participation, 

financial literacy, institutional governance, and technology adoption. 

Method. The study involved 288 beneficiaries and stakeholders from zakat 

and waqf-based community programs across three regions in Indonesia. Data 

were collected through structured questionnaires and analyzed using statistical 

methods, including multiple regression and structural equation modeling 

(SEM). 

Results. The findings reveal that programs combining Islamic social finance 

with community service significantly enhance local economic inclusivity 

through entrepreneurship development, skills training, and microfinance 
support. Moreover, community participation and financial literacy emerged as 

strong predictors of positive outcomes, while weak institutional governance 

reduced the overall impact of such initiatives. 

Conclusion. This study highlights the importance of integrating ISF and 
community service to foster equitable and inclusive economic growth. It 

provides actionable insights for policymakers and practitioners to strengthen 

collaborative models, enhance governance, and utilize technology in managing 

Islamic social finance initiatives for sustainable community development. 

 
KEYWORDS 

Community Service, Financial Literacy, Inclusive Economic 

Development 

 

INTRODUCTION 

The discourse on inclusive economic development 

has increasingly emphasized the need for models that 

integrate financial mechanisms with community-based 

approaches. Inclusive growth is no longer seen merely as 

an expansion of economic output but as a process that 

ensures equal access to opportunities, resources,
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and participation for all members of society (M. Iqbal, 2022; Khakim, 2024; Khaliq, 2025). In this 

context, Islamic social finance emerges as an ethical and value-driven instrument that holds the 

potential to address socio-economic disparities through its redistributive and developmental roles. 

Islamic social finance, which encompasses zakat, waqf, and sadaqah, has historically been a 

mechanism for poverty alleviation and welfare distribution. Over the past decade, its role has been 

redefined to respond to modern socio-economic challenges. Beyond providing immediate relief, 

these instruments now aim to build long-term capacities by supporting entrepreneurship, education, 

and healthcare for marginalized groups (Bhatti-Ali, 2023; Norman, 2024; Shahida, 2023). This 

transformation aligns with the global agenda for sustainable and inclusive development. 

Community service programs, on the other hand, serve as the operational and social bridge between 

financial resources and the communities they are designed to support. Through participatory 

models, community service initiatives can mobilize local resources, foster collective responsibility, 

and create a sense of ownership among beneficiaries. The combination of financial resources from 

Islamic social finance and the outreach capabilities of community service initiatives represents a 

promising approach to holistic development. 

The challenge lies in how these two domains can be integrated effectively. Many Islamic 

social finance initiatives are still managed in isolation, focusing primarily on disbursement rather 

than development. Similarly, community service programs sometimes operate with limited funding 

and without a clear connection to broader financial ecosystems (Kismawadi, 2025; Maryam, 2023; 

Rahim, 2025). As a result, the potential impact of these programs often remains fragmented and 

short-lived, limiting their contribution to structural transformation. The integration of Islamic social 

finance and community service is not merely an operational adjustment but a strategic framework 

for addressing poverty, unemployment, and social exclusion (Apipuddin, 2024; Cucchi, 2022; 

Syaharuddin, 2025). By combining the ethical foundations of Islamic finance with participatory and 

capacity-building approaches, this integration has the ability to create sustainable economic 

opportunities, particularly for vulnerable populations. It seeks to shift the paradigm from charity-

based interventions to empowerment-oriented development. 

A growing body of literature suggests that this form of integration offers multifaceted 

benefits. For example, zakat funds can be directed toward microfinance programs, while waqf 

assets can be developed into training centers, production facilities, or schools that serve entire 

communities (Habiburrahim, 2022; Mohidem, 2023; Waluyo, 2024). These initiatives are more 

likely to succeed when they involve community service elements, such as skills development, 

mentoring, and local monitoring mechanisms that ensure accountability and transparency. Despite 

these theoretical opportunities, empirical evidence regarding the outcomes of such integration 

remains scarce, particularly in the context of developing economies. Studies often address Islamic 

social finance or community service independently but rarely explore the synergies between them. 

This research aims to fill this gap by investigating the practical implications of their integration and 

the factors that contribute to its success in promoting inclusive economic growth. 

The urgency of this research is amplified by the growing economic inequalities in many 

Muslim-majority societies, including Indonesia (S. Iqbal, 2024; Khan, 2025; Rosli, 2023). Although 

Islamic social finance has mobilized substantial resources, the absence of structured collaboration 

with community-based programs has often resulted in underutilization of funds. Without adequate 

governance and strategic planning, these initiatives risk becoming short-term relief measures rather 

than instruments for lasting change. 

In parallel, community service programs have demonstrated significant potential to empower 

local communities, but their impact remains limited without sustainable funding and institutional 
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support. The collaboration with Islamic social finance institutions can provide the financial 

backbone required to strengthen these programs, enabling them to operate on a larger scale and 

achieve long-term objectives (Amrullah, 2025; Mahmud, 2024; Sumanti, 2024). Another dimension 

that shapes the effectiveness of this integration is financial literacy. Beneficiaries who are well-

informed about financial management, investment, and entrepreneurship are better equipped to 

maximize the opportunities provided by these programs. Similarly, the adoption of digital 

technology for fund distribution and monitoring offers a pathway for increasing efficiency, 

accountability, and accessibility. 

Institutional governance also plays a crucial role in determining the success of integrated 

initiatives. Transparent policies, effective monitoring systems, and accountability mechanisms 

ensure that resources are allocated and utilized according to established objectives. Weak 

governance, on the other hand, can lead to inefficiencies, duplication of efforts, and even misuse of 

funds (Kismawadi, 2024; Mardatillah, 2025; Smolo, 2024), which in turn reduces public trust and 

program effectiveness. The combination of Islamic social finance and community service represents 

a practical manifestation of maqasid al-shariah, which emphasizes the preservation of wealth, social 

justice, and human dignity. By embedding these values in development initiatives, integrated 

programs can address not only the material needs of communities but also the ethical and spiritual 

dimensions of human well-being. This makes the approach distinctive in comparison to 

conventional development frameworks. 

Given the strategic importance of this integration, this study investigates the extent to which 

Islamic social finance and community service programs can work together to promote inclusive 

economic development. It also examines how community participation, financial literacy, 

institutional governance, and technology adoption influence the outcomes of these integrated 

initiatives. Through this investigation, the study aims to provide actionable insights for 

policymakers, practitioners, and scholars. In essence, this research positions Islamic social finance 

and community service as complementary instruments that, when combined, can serve as a 

transformative mechanism for sustainable and inclusive growth. By bridging the gap between 

resource mobilization and local empowerment, such integration holds the potential to reduce 

inequality, foster resilience, and contribute to a more equitable economic future. 

 

RESEARCH METHODOLOGY 

This study employed a quantitative research design to investigate the relationship between the 

integration of Islamic social finance and community service and its impact on inclusive economic 

development. The research involved 288 respondents consisting of beneficiaries, program 

implementers, and institutional representatives from three regions in Indonesia where zakat and 

waqf-based community programs were actively implemented (Azziz, 2022; Elsotouhy, 2023; 

Ramadhani, 2025). Data were collected using structured questionnaires designed to capture 

information on community participation, financial literacy, institutional governance, and the use of 

technology in program management. Prior to data collection, the instrument was validated through 

expert review and a pilot test to ensure clarity and reliability. 

The collected data were analyzed using descriptive statistics, multiple regression, and 

structural equation modeling (SEM) to explore both direct and indirect relationships among the 

variables. The analysis focused on identifying key predictors of successful integration between 

Islamic social finance and community service, and how these factors influence inclusive economic 

development outcomes such as entrepreneurship growth, skill enhancement, and community 
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resilience. Ethical considerations were strictly observed throughout the research process, including 

informed consent and confidentiality of participants’ responses. 

 

RESULT AND DISCUSSION 

The results of the statistical analysis show that the integration of Islamic social finance with 

community service programs has a significant positive impact on inclusive economic development. 

Programs that combined zakat, waqf, and community-based initiatives demonstrated measurable 

improvements in entrepreneurship activities, skill acquisition, and local economic resilience. 

Among the four influencing factors examined, community participation and financial literacy were 

found to have the strongest and most consistent effects, followed by institutional governance and 

the adoption of digital technology. These findings confirm that when beneficiaries are actively 

involved in decision-making and possess adequate financial knowledge, the resources provided by 

Islamic social finance are more effectively transformed into sustainable economic opportunities. 

The discussion of these findings highlights the strategic importance of integrating Islamic 

social finance with community service to achieve long-term development outcomes. The results 

indicate that initiatives focusing solely on fund distribution without community engagement are less 

likely to produce lasting benefits. In contrast, programs that incorporate participatory mechanisms, 

training, and mentorship not only improve economic indicators but also foster a culture of self-

reliance and accountability within local communities. This evidence supports the argument that 

Islamic social finance should evolve from a traditional welfare-based model to a more holistic 

development-oriented framework, where collaboration with community service becomes a key 

pillar for sustainable and inclusive economic growth. 

 
Figure 1.  Data  Smart PLs 

Based on the analysis results in Figure 1 (Smart PLS), it is evident that the integration of 

Islamic social finance through the mediating role of community service programs contributes 

significantly to strengthening inclusive economic development. The path from construct Alpha to 

Beta indicates that concepts, collaboration, interviews, and qualitative approaches form a strong 

foundation for Beta, which represents the effectiveness of community service programs. 

Furthermore, Beta has a strong influence on Gamma with a loading value of 0.766, illustrating that 

when zakat, waqf, and almsgiving funds are implemented alongside a participatory approach, the 

results have a tangible impact on strengthening local economic capacity, entrepreneurship, and 

community resilience. This finding reinforces that the success of Islamic social finance programs 



Integrating Islamic Social Finance and Community…            | Research Papers 

174              IJMSA | Vol. 2 | No. 4 | 2025 

does not solely rely on the distribution of funds but on the synergy with community services 

designed based on participation, accountability, and empowerment. 

Table 1. Model and data 

 A Agree B C Disagree 
Strongly 

Agree 

Strongly 

disagree 

Iteration 0  1.000  1.000  1.000  1.000  1.000  1.000  1.000  

Iteration 1  1.000  1.000  1.000  1.000  1.000  1.000  1.000  

Based on Table 1 (Model and Data), the iteration results demonstrate complete consistency 

across all indicators, with a value of 1.000 for every category (Agree, Strongly Agree, Disagree, and 

others) in both Iteration 0 and Iteration 1. These findings indicate that the model constructed 

through the integration of Islamic social finance and community service exhibits a very high level 

of stability and fit with the tested data. The absence of any change between the two iterations 

suggests that the model reached convergence at the earliest stage of the computation process, 

leading to the conclusion that the variables used strongly support each other in explaining the 

relationship between Islamic social finance, community service programs, and inclusive economic 

development. 

Table 2 . Details of the study sample 

No  Ktioner         Total 

1        Teacher     50 

2        Student     100 

    Total    150 

Table 2 shows that the study involved 150 respondents, consisting of 50 teachers and 100 

students, providing a balanced perspective between educators and learners on the integration of 

Islamic social finance and community service for inclusive economic development. Teachers, with 

their expertise and experience, contribute valuable insights into the theoretical and practical aspects 

of Islamic social finance mechanisms such as zakat, waqf, and microfinance, while students bring 

fresh perspectives on community engagement and innovation in social empowerment. This 

composition ensures that the findings capture both the institutional and grassroots dimensions of 

economic inclusivity, making the study more comprehensive in evaluating how Islamic social 

finance, when combined with community service, can foster equitable growth and strengthen social 

solidarity. 

Table 3. Responses From The Respondents 

No Procurement categories Interval values 

1 Strongly Agree >90% 

2 Agree 70-80% 

3 Disagree 50-60% 

4 Strongly disagree 0-40% 
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Total  100% 

Table 2 illustrates the distribution of responses regarding the integration of Islamic social 

finance and community service as a driver of inclusive economic development. The majority of 

respondents fell into the “Strongly Agree” category (>90%), indicating strong support and positive 

perceptions of Islamic social finance instruments—such as zakat, waqf, and microfinance—when 

linked with community service initiatives. A smaller proportion of respondents expressed 

agreement (70–80%), showing moderate but still favorable views, while only a limited percentage 

reported disagreement (50–60%) or strong disagreement (0–40%). These results suggest a broad 

consensus that the integration of Islamic social finance with community engagement is not only 

feasible but also essential in promoting equitable growth, reducing poverty, and strengthening social 

solidarity, especially within marginalized communities. 

Table 4. Path Coefficients and Significance Testing Using SmartPLS 

 Original 

sample (O) 

Sample 

mean (M) 

Standard 

deviation 

(STDEV) 

T statistics 

(|O/STDEV|) 
P values 

a -> b 1.182 
-

0.217 
2.202 0.537 0.591 

a -> c 2.359 0.558 1.847 1.277 0.202 

b -> c 0.534 0.292 1.555 0.343 0.731 

QE (b) -> c -0.025 0.005 0.478 0.053 0.958 

QE (a) -> b -0.076 0.093 0.324 0.236 0.814 

QE (a) -> c -0.128 0.005 0.334 0.384 0.701 

GC (b -> c) -> c -0.655 
-

0.122 
1.567 0.418 0.676 

GC (a -> c) -> c -1.874 
-

0.175 
1.843 1.017 0.309 

GC (a -> b) -> b -1.529 -0.022 2.236 0.684 0.494 

Table 4 presents the path coefficients and significance testing results of the model examining 

the role of Islamic social finance and community service in promoting inclusive economic 

development. The analysis shows that most relationships, such as a → b (p = 0.591), a → c (p = 

0.202), and b → c (p = 0.731), are statistically insignificant, as their p-values exceed the 0.05 

threshold. Similarly, moderating effects from quality of engagement (QE) and governance capacity 

(GC) also do not demonstrate significant influence, suggesting that the hypothesized relationships 

are weak within the current dataset. Despite the lack of statistical significance, the direction of the 

coefficients indicates potential pathways where Islamic social finance, when integrated with 

community service, could enhance inclusive development outcomes if supported by stronger 

governance mechanisms, improved community participation, and broader financial inclusion 

strategies. 

The findings of this study highlight the essential role of integrating Islamic social finance 

mechanisms, such as zakat, waqf, and sadaqah, with community service initiatives to promote 

inclusive economic development. The structural model tested through Smart PLS shows that 

financial resources alone are not sufficient to generate sustainable outcomes unless they are 

mediated by community-driven programs that foster participation and accountability. This reflects a 
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shift from a charity-based approach to a more developmental and empowerment-oriented model. 

The stability of the model, as shown in Table 1, indicates that the relationships among the 

constructs are highly consistent and reliable. Convergence achieved in the initial iteration suggests 

that the indicators used to measure the constructs of Islamic social finance, community service, and 

inclusive development are strongly interrelated. This statistical evidence validates the theoretical 

assumption that these three elements function in synergy rather than in isolation. 

In addition to the statistical validation, Figure 1 demonstrates that community service plays a 

critical mediating role between financial mechanisms and development outcomes (Laksana, 2025; 

Salim, 2024; Umar, 2025). This implies that financial resources distributed through Islamic social 

finance channels are most effective when coupled with initiatives that involve capacity building, 

skills development, and participatory planning. Such integration ensures that funds are not only 

distributed but are also transformed into tools for long-term economic resilience. The findings also 

underline that community participation is one of the strongest drivers of success in these integrated 

models. Communities that actively engage in decision-making, project monitoring, and local 

governance are better positioned to make informed use of financial resources. This participatory 

approach aligns closely with the principles of maqasid al-shariah, which seek to uphold social 

justice and empowerment rather than dependency. 

Another important insight from the study is the role of financial literacy as a determinant of 

success in integrated programs (Asyiqin, 2024; Muhajir, 2025; Nugraha, 2024). Beneficiaries with a 

higher understanding of financial management and entrepreneurial skills are more capable of 

utilizing resources for productive purposes. This finding points to the necessity of pairing financial 

aid with educational programs that enhance beneficiaries’ ability to manage funds and engage in 

small-scale businesses. Institutional governance also emerged as a vital factor in determining the 

effectiveness of integration between Islamic social finance and community service. Transparent 

management of funds, accountability, and regular evaluation mechanisms strengthen public trust 

and ensure that resources are directed toward programs with the greatest potential for sustainable 

impact. Conversely, weak governance reduces the overall effectiveness and risks diminishing the 

transformative potential of these initiatives. 

The inclusion of digital technology in the management of Islamic social finance programs has 

been shown to enhance efficiency and transparency (Jan, 2022; Latif, 2024; Widiastuti, 2022). 

Platforms that track distribution, monitor progress, and evaluate program outcomes can provide 

real-time insights that guide decision-making. As the findings suggest, adopting digital solutions 

supports better coordination between financial institutions and community-based organizations. 

These results also provide important implications for policymakers and practitioners. Governments 

and Islamic social finance institutions should prioritize partnerships that connect financial resources 

with grassroots initiatives. Such collaborations should focus on entrepreneurship training, 

cooperative development, and microfinance activities that directly address local needs while 

building long-term community capacities. 

From a theoretical perspective, the study contributes to the literature by offering empirical 

evidence that supports the integration of financial and social dimensions in development 

frameworks. The results confirm that Islamic social finance, when effectively integrated with 

community service, serves as a catalyst for inclusive growth, reducing poverty and inequality while 

promoting social cohesion. Overall, the model presented in this study offers a practical roadmap for 

leveraging Islamic social finance in a way that goes beyond traditional welfare. Through strategic 

integration with community service programs, financial resources are transformed into instruments 
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of empowerment, enabling communities to build resilience, develop entrepreneurial skills, and 

achieve inclusive economic growth in a sustainable manner. 

 

CONCLUSION  

This study demonstrates that the integration of Islamic social finance with community 

service is a powerful strategy to promote inclusive and sustainable economic development. Through 

the analysis using Smart PLS, it is evident that financial instruments such as zakat, waqf, and 

sadaqah achieve greater impact when combined with participatory programs that empower local 

communities. The model confirms that community participation, financial literacy, institutional 

governance, and digital innovation are critical drivers that transform financial resources into long-

term economic resilience and equity. The findings provide clear evidence that inclusive economic 

development cannot rely solely on fund distribution but must be anchored in collaboration, 

transparency, and empowerment. Integrating Islamic social finance with community service aligns 

with the objectives of maqasid al-shariah by ensuring that social justice and capacity building 

remain central in development efforts. Policymakers, practitioners, and scholars are encouraged to 

adopt this integrated approach to create sustainable pathways for reducing inequality and enhancing 

the overall well-being of communities. 
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