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ABSTRACT

Islamic economics and finance derive from immutable principles rooted in the rulings of the
Shariah legal code. And it is well known that Islamic finance industry consists of two parts,
profit-based sector which consists of banking, capital market, and takaful. And charity-based
sector which consists of Waqf, Zakat, and Sadagah. In the past, Zakat and Awqaf institutions
have played significant roles towards mitigating poverty in Islamic societies. Meanwhile, in
the current era of Islamic finance industry, Zakat and Awqaf institutions doesn’t perform well
since there is a lack of expertise, professional management, and liquidity issue. In addition,
profit-based sector also didn’t achieve the most important shariah goal which is to improve
the life of Muslims nations and achieve prosperity for them. However, since Islamic finance
industry consists of two sectors, and both sectors have its weaknesses, thus, the integration
between both sectors will lead to more success, especially when it comes to Wagf since there
are huge number of unutilized wagf. Thus, through integration between wagf and Islamic
financial institutions, we might see the light of success in Muslims nations. Although it is
very important for Islamic banks to achieves certain levels of charitable and social
responsibility, but based on our paper, we found that Islamic banks fail to achieves these
required levels. While on the other hand, we found that the Islamic charitable sector needs
lots of improvements and enhancements in terms of management, structures and lack of
liquidity. Based on this, we safely contend that wagf, either immovable or movable, can play
an important role in economic development and social uplift of Muslim societies by the
integration between the profitable and charitable sectors. In addition, cash-wagf, in particular,
can be used to develop a new model of banking and financial intermediary that can in due

time be used to replace the current interest based financial system.

Keywords: Charity-based sector, Takaful, Waqf, Zakat, Social responsibility
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