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ABSTRACT 

 This article analyzes the effectiveness and efficiency of financial performance of 

endownment institutions in Indonesia related to the elements of collection, management and 

utilization. This collection involves strategic innovation and technological innovation, 

includes good governance and intellectual capital, and empowerment includes financing and 

utilization. The research was conducted at endownment institutions, with a population of 192 

administrators and a sample of 128 administrators. Data were analyzed with descriptive 

analysis and partial least square (SEM-PLS) structural equation modeling. In general, the 

results of the study indicate that the effectiveness and efficiency of financial performance of 

endownment institutions in Indonesia are influenced by strategic innovation, technological 

innovation, good governance, intellectual capital, financing, and the use of endownmen. 

Keywords: Endownment Institutions, Financial Performance, Good Governance, Intellectual 

Capital, Innovation, Financing, Utilization. 

INTRODUCTION 

Religious endownment is one of the instruments of Islamic Social Finance (ISF), in 

addition to alms, and grants, which has been dominant as one of the pillars of the economy 

since the past. The nature of endownment law is voluntary, intending to be closer to God and 

provide broad benefits to others (Masyhadi, 2019). Recently, discussion about endownment 

has started to become a major concern by many parties. Endownmen, including productive 

endownmen, is a major component of ISF that cannot be separated from Islamic Commercial 

Finance (ICF) in the integrated Islamic Financial System (IFS). Endownment has an 

important role in the social and economic life of the community. The inherent nature of 

endowments will result in capital accumulation over a very long period of time, which will 

increase the financial capacity of individuals or management organizations, thereby 

contributing positively to improving people's welfare (Fadilah, 2015; Çizakça, 2000). The 

results of the use of endownment are not only limited to poverty reduction, creating economic 

growth, increasing socio-economic welfare and increasing holistic financial inclusion. In 

addition, productive endowments need and involve more parties, who, if managed by 

professional management, will be able to maintain financial system stability.  

Endownment in an economic system is important because endowments in Islamic 

finance always include and bind commercial finance and social finance, unlike conventional 

financial systems. In conventional secular economic systems, efforts to maximize profits are 

a logical goal. At present, the conventional secular economic system is dominated by 
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commercial finance without involving aspects of social finance (also environmental impact). 

Some proponent of sharia economy also noted that conventional commercial finance only 

focuses on commercial goals so that it is not aligned with the triple-bottom-line (economic, 

social and environmental) objectives of conventional social finance (Griffin & McKinley, 

1994). In addition, conventional commercial finance inherently shows instability (Rothbard, 

2008) because it uses a fractional reserve banking system. Furthermore, the concept of triple-

bottom-line in the conventional social financial system is possible to be achieved through a 

shift in social missions to reach the poor and improve the welfare of the community into more 

profitable commercially sustainable missions (Armendáriz et al., 2013) and 

commercialization (Hamada, 2010). Meanwhile, Islamic commercial finance inherently 

shows stability (Azis & Osada, 2010), partly because of the prohibition of usury and maysir, 

as well as risk sharing to launch productive investment, and endownment to drive the 

economy and encourage commercial and social investment. Furthermore, Islamic commercial 

finance invites the public to be more productive in participating in the real business sector, 

business activities based on ethical partnerships and well managed, so that Islamic social 

finance can simultaneously reach the triple-bottom-line as expected (Acarya & Guruh, 2009). 

Endowment funds in Indonesia have increased from year to year which is channeled 

to the poor and the program strengthens its production capacity (Acarya & Guruh, 2009). 

Meanwhile, the endownment sector has huge assets to be managed and has very promising 

prospects for further development. In this case, endownment assets in the form of land, 

schools, mosques, hospitals are estimated to be around Rp. 600 trillion (potential for wakaf 

money in excess of Rp. 60 trillion). However, until now, endownment has not been able to 

play an effective role in empowering the socio-economic sector of society (Budiman, 2011). 

The cause of the not yet maximal endownment in Indonesia as an instrument of community 

empowerment, according to Acarya & Guruh (2009), can be caused by several factors. The 

factors include the level of public literacy about endownment is very low, public trust in 

endownment management institutions is low, endownment has not become a community 

habit and has not become a lifestyle, lack of national endownment database, including data on 

endownment assets, no incentive for waqif, dualism of authority of the Indonesian 

endownment board as regulator and operator, position of the Indonesian endownment agency 

as operator and private endownment management agency, and manager has not become a 

career choice and weak professionalism of the endownment management institute (Acarya & 

Guruh, 2009). An optimal endownment management system cannot be carried out without 

sincere cooperation between the manager and endownment supervisor with all relevant 

authorities. In this case, an adequate system is needed to develop, implement, monitor, and 

enforce monitoring tools and policies regarding the management of endownment and optimal 

monitoring systems. Based on the endownment management system framework, this study 

focuses on the financial performance model of endownment institutions. The financial 

performance of endownment institutions can be said to be good or high if the activities of 

collecting, managing, and empowering endownment funds carried out by endownment 

institutions also run well and smoothly. First, the endowment of fundraising activities 

(fundraising) requires support and innovation breakthroughs. Meanwhile, management 

activities certainly require good governance and intellectual capital for endownment 

managers. Finally, empowerment activities cover aspects of financing and utilization 

(consumptive and productive). 
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LITERATURE REVIEW 

 

Agency Theory and Stewardship Theory 

Agency Theory, according to Jensen & Meckling (1976), begins with the separation 

between ownership and control of modern companies that issue shares. This separation, when 

combined with the inability to actually determine contracts, will give agents/managers the 

opportunity to pursue activities that will benefit themselves at the expense of their 

principals/owners. Jensen & Meckling (1976) state that differences in key interests cause 

managers to fail to maximize the welfare of principals. This failure is the most important cost 

resulting from the conflict of principals and managers and is known as an agency problem. 

Agency theorists view company management as an agent for shareholders who will act with 

awareness for their own interests, not as a wise and prudent and fair party for shareholders as 

assumed in the previous theory.  

This agency theory assumes that management cannot be trusted to act as well as 

possible in the interests of the public in general and shareholders in particular. Agency theory 

emerged based on the phenomenon of separation between company owners/shareholders and 

managers who manage companies (Kurniawan, 2017). In overcoming conflicts that occur 

within the company or rather to overcome this agency problem there are various systems that 

can be done, one of which is by implementing good corporate governance. The concept of 

corporate governance can be explained by the Theory of Stewardship, which assumes that 

human nature is inherently trustworthy, able to act responsibly and has integrity and honesty 

with others. If the assumptions in this theory are applied in company management, 

management theory sees management as a party that can be trusted to act as best it can in the 

public interest in general and shareholders in particular. 

Innovation of in Collection of Endowments 

Innovation plays an important role not only for business companies but also for non-

business institutions (Jong & Vermeulen, 2006). Innovation is a new element that is 

introduced in a network that can change, even if only for a moment, both the price, the 

culprit, the element or the node in the network (Cabral, 2003). Innovation is an important 

factor in business activities (Rosli & Sidek, 2013; Ali, 2019). According to Kuratko & 

Hodgetts (2004), innovation is the creation of wealth or new changes and an increase in 

existing resources to create new wealth. 

Schlegelmilch et al. (2003) argued that strategic innovation is a fundamental 

conceptualization of the business model and reshaping existing markets to achieve dramatic 

increases in value for customers and high growth for companies. This definition contains 

three main elements, namely the first element is the fundamental conceptualization of the 

business model, the second key element is reshaping the existing market and the third key 

element is a dramatic increase in value for customers.  

In addition, Thornhill (2006) states that innovation includes the creation of ideas, the 

development of inventions and finally the introduction of new products, processes or services 

to the market. By adopting the concept from Zimmerer and Scarborough (2005), Kreiser and 

Davis (2010), Okpara (2007), Avlonitisa (2007), this study used the innovation with 4 

dimensions, namely strategy innovation, product innovation, marketing innovation, and 

technology innovation. 
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Good Governance, Intellectual Capital and Endownment Management 

The term good corporate governance is widely known in the business world. There 

are several expert opinions about good corporate governance. The Cadbury Committee 

definition of corporate governance in 1992 was that corporate governance is a system where 

the company is directed and controlled. Furthermore, Shleifer & Vishny (1997) suggested 

that corporate governance is a way to give trust to suppliers of company funds that they will 

get a return on their investment. 

Corporate governance, in general, is defined as the rights, roles and responsibilities of 

the principals and agents of a company in line with the provisions that underlie the 

relationship between "company management, boards, shareholders and other stakeholders" 

(OECD, 2004: 11). In this case, a good corporate governance framework can help improve 

the overall credibility of a particular institution/company and increase the confidence of its 

stakeholders. An appropriate governance framework for endowments will not only contribute 

to bringing greater accountability and transparency into operations but will also play an 

important role in improving the long-term health of the institution itself (Dasuki & Lestari, 

2019). In order for endownment institutions to develop consistently and sustainably, 

integration is needed in one system related to aspects of efficiency, accountability, 

transparency, monitoring and control mechanisms. For this reason, the need for an 

appropriate governance framework for endowments cannot be ignored. 

Marwah & Bolz (2009) stress the importance of changing the endownment into a 

modern institutional/corporate structure. This change is in line with endownment 

characteristics related to longer endurance aspects. The specific characteristics of the 

endownment itself can be strengthened by a mechanism of good corporate governance 

(GCG). Foster & Garduño (2013) in this case emphasizes the similarity between the 

principles of Western world governance and sharia governance, especially those related to 

aspects of justice, transparency, and accountability. 

According to Bontis et al. (2000) states that in general, researchers identify three main 

constructs of IC, namely: human capital (HC), structural capital (SC), and customer capital 

(CC). Human Capital is a source of knowledge, skills and competencies that are very useful 

in the development of corporate value. Structural Capital is a means used to support optimal 

work for employees which includes the organization's ability to reach markets, software, 

hardware, databases, organizational structures, patents, trade marks, and all organizational 

capabilities in supporting employee productivity. Customer Capital is a series of knowledge 

from markets, customers, suppliers, governments and industry associations. By referring to 

the description from Tiswarni 92013), the endownment manager in this study refers to the 

party authorized by the endowment to administer, maintain, improve, develop, manage, and 

share endowments and benefits to the recipients, where the manager has several rights and 

obligations which is in accordance with Islamic sharia.  

Religious endowment management in Indonesia 

The Islamic commercial and social financial system or Islamic financial system in 

Indonesia is built on a number of regulatory frameworks that currently apply, including 

Islamic banking regulations, endownment regulations, and microfinance regulations. The 

practice of combining commercial and social Islamic finance supported by the role of 

endowment institutions and Islamic banks has been carried out in various countries. Some 

countries have developed endowments and are able to solve their socio-economic problems 

with endowments, such as Egypt, Singapore, Malaysia, Turkey, and Indonesia. In Indonesia, 

since the launch of the movement of endownment money by the President in 2010. the 
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collection of endownment money based on data from the Indonesian Endownment Board 

(BWI) until the end of 2015 reached Rp185 billion. As for endownment land assets, 

Indonesia has a endownment land of 4.3 billion square meters. Indonesia, with various 

endownment management organizations, began to develop productive endownment schemes. 

Collecting money for endowments is still far compared to the potential endowments 

of existing money, which is estimated to reach Rp. 7.2 trillion per year (Ministry of Religion, 

2014). With the notes of endownment land, assets that can be produced are still less than 10 

percent. In addition, the Government of the Republic of Indonesia has provided strong 

support for the development of endownment in this country. With the presence of Law No. 

41 of 2004 concerning endowments, in fact endowments are expected to make a meaningful 

contribution to the empowerment of endownment assets in Indonesia productively for the 

welfare of society in general. Basically, endowments are expected to contribute more to the 

socio-economic life of the community, not only to play a role in the aspect of ritual worship 

(Aisyah, 2014).  

Endownment managers and supervisors need to implement strong external controls 

and risk management to respond to a number of elements or prerequisites that have a direct 

impact on endownment management and optimal supervision in practice. At least, there are 

three prerequisites for an optimal endownment management system. First, A predetermined 

framework for the formulation of endownment management policies. All parties involved and 

responsible for the overall implementation of the endownment management system must be 

identified in a clear framework for the formulation of endownment policies. The framework 

of this endowment is set on endowments, laws, regulations, or other arrangements. The 

framework reflects the need to manage mechanisms for an optimal endownment management 

system. 

Second, well-developed public infrastructure. There are four elements of public 

infrastructure to support optimal management and supervision of endownmen, namely: (i) 

management and accounting standards and national accounting standards that are 

comprehensive and appropriate; (ii) an external audit system and independent accountants; 

(iii) availability of competent and professional Nazirs with transparent technical and Islamic 

ethical standards; and (iv) Availability of regional, economic and social statistics. 

Third, a clear framework model for the collection, investment, management and 

distribution of endownment activities. A clear framework model for all of these activities can 

help optimize the function of endownment as an instrument that can be utilized for the 

prosperity and welfare of the community. 

Hypothesis Development 

Financial performance refers to the act of carrying out financial activities. In a broader 

sense, financial performance refers to the extent to which financial objectives will, are or 

have been achieved (Hakim, 2017). This is the process of measuring the results of company 

policies and operations relating to monetary or financial aspects (Patra, 2009). Business-

oriented financial performance and financial performance in non-profit institutions have 

different characteristics. As one of the non-profit financial institutions, financial performance 

in endownment institutions in Indonesia also has different characteristics from the financial 

performance of business institutions because they have different goals, although there are 

some similarities. 

Financial ratios are very important for evaluating an organization's financial 

condition, but they may not be the most important measure of success in a non-profit 

organization. These institutions must be assessed in a more complex manner, which generally 

relates to aspects of efficiency and effectiveness (Shafii et al., 2009). Thus, endownment 
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institutions cannot be evaluated based on financial figures alone. For example, high current 

assets are dominated by cash and cash equivalents indicate that the institution may not 

mobilize its assets. 

Dewi et al. (2013) proposed a endownment measurement model using six ratios, 

namely: program efficiency ratios, operating cost efficiency ratios, rental activity margins, 

investment returns, fundraising efficiency ratios, and distribution efficiency ratios. As a non-

profit organization and institution that may get full support from the government, 

endownment institutions need to focus on aspects of efficiency. In addition, Epstein et al., 

(2009) proposed four categories of ratios that could represent the efficiency and sustainability 

of nonprofits through various program implementations, namely: administrative efficiency, 

program efficiency, fundraising efficiency, and other financial performance measures. 

Regarding aspects of financial performance, Atan et al. (2013) briefly states that financial 

indicators are used to measure efficiency and effectiveness, namely the ratio of performance 

efficiency and ratio of operating efficiency. Accordinly, the hypotheses proposes in this 

research are: 

 H1: Collection activities have a positive influence on financial performance 

 H2: Management activities have a positive influence on financial performance 

 H3: Empowerment activities have a positive influence on financial performance 

RESEARCH METHODS 

This is a quantitative approach using the questionnaire as the main instrument of data 

collection. Data were analyzed by deception analysis to describe the various characteristics of 

the variables studied. Verification analysis for testing the hypothesis of this research is 

Structural Equation Modeling Partial Least Square (SEM-PLS). The population of this study 

is 192 endownment managers in 192 endownment institutions in Indonesia. Samples were 

randomly selected and 128 selected. Questionnaires were distributed to 128 as respondents 

with Google forms. The questionnaire consisted of 81 items. 

The focus of research that is the object of research is based on some considerations. 

First, financial Performance Model, seen from the aspect of effectiveness and efficiency. The 

financial performance of endownment institutions can be said to be good or high if the 

activities of collecting, managing, and utilizing endowment funds carried out by endowment 

funds also run well and smoothly. Second, collection activities (fundraising) now require 

support and innovation breakthroughs. Third, management activities certainly require good 

governance and intellectual capital from the human resources manager of endownment. 

Fourth, empowerment activities include aspects of financing and utilization (consumptive and 

productive). 

In the model, financial performance (Y) is a latent endogenous variable that has two 

manifest variables: effectiveness and efficiency (21 items). Collection activity (X1) is a latent 

exogenous variable that has two manifest variables: strategy innovation and technology 

innovation (24 items). Management activity (X2) is a latent exogenous variable that has two 

manifest variables: good governance and intellectual capital (18 items). Finally, 

empowerment activities (X3) are latent exogenous variables that have two real variables: 

financing and utilization (18 items). 
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RESULTS AND DISCUSSION 

Descriptive analysis illustrates the average score of each manifest variable, which 

indicates that most manifest variables are adequate, while some manifest variables are in the 

high category and the low category. 

Table 1 

SCORES AND CATEGORY AVERAGES 

Latent/Manifest variable Mean Category 

Collection: 3.105 Adequate 

Strategy Innovation 3.003 Adequate 

Technology Innovation 3.27 Adequate 

Management: 2.906 Adequate 

Good Governance 2.513 Low 

Intellectual Capital 3.3 Adequate 

Empowerment: 3.108 Adequate 

Financing 3.818 High 

Utilization 2.398 Low 

Financial Performance 3.375 Adequate 

Effectiveness 3.505 High 

 Efficiency 3.243 Adequate 

 

Table 1 shows that all latent variables are in the adequate category. Based on the 

calculation of manifest variables, aspects of financing in empowerment and aspects of 

effectiveness in financial performance are relatively high, while aspects of good governance 

in management and aspects of utilization in empowerment are relatively low. This condition 

indicates that the application of good governance still confuses respondents. The respondents 

were also not very sure about the suitability of the use of endownmen. However, the 

financing aspect is relatively high, which reflects the application of the appropriate financing 

aspects. Most respondents believe that the effectiveness aspects of the financial performance 

of endownment institutions have achieved general endownment objectives. 

Hypothesis testing using SEM-PLS consists of two steps. The first step is the 

evaluation of the external model or measurement model, which includes the value of external 

loading (valid when an external loading is> 0.5 and ideally an external loading> 0.7). The 

measurement model is a model that connects latent variables with manifest variables. In this 

study, there are 4 latent variables with 8 manifest variables. The structure matrix of loading 

factors of all manifest variables can be illustrated in Table 2. 

 

The second step is the evaluation of the inner model (structural model), which 

includes the correlation value of latent variables, path coefficients, and R-square (R2), in 

terms of variants of endogenous constructs explained by exogenous constructs. This external 

load represents the absolute contribution of each manifest variable (dimension or indicator) in 

Table 2 

FACTOR STRUCTURE MATRIX OF LOADINGS 

Scale Items X1 X2 X3 Y 

Strategy Innovation 0.870    

Technology Innovation 0.879    

Good Governance  0.887   

Intellectual Capital  0.886   

Financing   0.888  

Utilization   0.907  

Effectiveness    0.932 

Efficiency    0.940 
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reflecting its latent variable. The results showed that all manifest variables have a loading 

path/coefficient> 0.50 which indicates that each manifest variable is significantly able to 

reflect the latent variables of collection, management, empowerment, and financial 

performance in endownment institutions in Indonesia. 

The result of R-square of 0.787 shows a significant effect of collection, management, 

and empowerment on financial performance, which means that 78.7% of the variance of 

financial performance can be explained by collection, management, and empowerment, and 

21.3% is influenced by other factors which is not researched in this model. This value also 

shows the importance of collection, management and empowerment to improve the financial 

performance of endownment institutions in Indonesia. The structural model can be illustrated 

in Figure 1. 

 

 

Figure 1  

STRUCTURAL MODEL 

Figure 1 explains the correlation coefficient, path coefficient, and R-Square. 

Basically, the structural model is to test hypotheses. The results revealed that all hypotheses 

were accepted. Hypothesis tests can be presented in Table 3. 

 

 

 

 

 

 

 

 

 

 

Based on the results of the study, it was found that collection activities have a positive 

and significant effect on financial performance. This shows that the higher the 

implementation of endownment collection (strategic innovation and technological 

innovation), the higher the effectiveness and efficiency of financial performance being 

carried out by endownment institutions in Indonesia. It was also found that management 

activities (good governance and intellectual capital) had a positive and significant influence 

on financial performance. This means that the higher the application of good governance and 

intellectual capital, the higher the effectiveness and efficiency of financial performance. 

Empowerment activities have a positive and significant impact on financial 

performance, which means the higher the implementation of financing and the use of 

Table 3 

RESULTS OF HYPOTHESES TESTING 

Model Coefficient t-statistic  

(p-value) 

Notes 

Collection  Financial Performance 0.454 
3,063 

(0.002) 

Significant 

Management  Financial 

Performance 
0.252 

2,199  

(0.028) 

Significant 

Empowerment  Financial 

Performance 
0.246 

2,089 

(0.037) 

Significant 
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productive endowments, the higher the effectiveness and efficiency of financial performance. 

The findings of this study reveal that some aspects are still low (good governance in 

management and utilization in empowerment). Endownment institutions must pay attention 

to these aspects to improve financial performance in general. Endownment institutions can 

maintain financing aspects in empowerment and effectiveness aspects in financial 

performance because their achievements are relatively high. 

CONCLUSION 

Endownment is one of the instruments of Islamic economics that has the potential to 

improve socio-economic well-being. Endownment can have a good role to help solve social 

and economic problems in the community if it can be managed productively and 

professionally. Endownment institutions in Indonesia seek to improve their financial 

performance through various models of productive endownment financing, ranging from 

planning, implementation, and evaluation. It is also related to financing, utilization, and 

empowerment of endownmen. At least, there are two main models of productive 

endownment financing, namely simple model and innovative model. 

The findings showed that the effect of elements of collection, management and 

empowerment on the financial performance of endownment institutions in Indonesia is 

relatively high. This model reveals that financial performance can be influenced, indirectly, 

by strategic innovation, technological innovation, good governance, intellectual capital, 

endownment financing, and the use of endownmen. Endownment managers must pay more 

attention to the implementation of good governance so that the effectiveness and efficiency of 

financial performance of endownment institutions in Indonesia can be better. Different 

perspectives on the use of endowments of each endownment institution can enrich scientific 

insights about the use of endowments, including productive endowments, in Indonesia. 

The purpose of productive endownment s is to improve economic welfare, social 

welfare, environmental welfare, spiritual well-being, and financial stability. Various criteria 

for so-called productive endowments involve various aspects. First, the endownment 

management body can consist of individuals, organizations, social legal entities, cooperative 

legal entities, and commercial legal entities. Second, endownment assets can be in the form 

of small business facilities, residential buildings, office buildings, large commercial centers, 

as well as mixed social & community centers. Third, financing can be done through cash 

endownmen, cash endownment and joint finance, Islamic banks, international institutions, 

and sukuk. Fourth, management can be done alone, a subsidiary, internal-external 

partnership, temporary external partnership, and permanent external partnership. Fifth, the 

expected benefits are related to profitability, increase in endownment assets, endownment 

reach, reach of endownment Alaih, and improvement of manager's reputation. Finally, sixth, 

compliance is related to sharia provisions, legal regulations for endownment management 

institutions, endownment regulations, land regulations, and differences in regulations. 
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