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Abstract:

Persistent poverty and socioeconomic inequality require public
policy instruments that promote inclusive economic participation
beyond conventional welfare approaches. This study aims to
examine community cooperatives as public policy instruments for
poverty alleviation and distributive social justice from the
perspective of Islamic economics. A qualitative conceptual
research design employing library research was adopted through
the systematic analysis of scholarly literature, policy documents,
and official publications, followed by thematic content analysis. The
findings identify three integrated dimensions: community
cooperatives institutionalize distributive social justice through
participatory governance, strengthen multidimensional poverty
alleviation by expanding access to capital, markets, employment,
and entrepreneurship, and operationalize maqasid al-sharrah by
protecting wealth, welfare, knowledge, and future generations.
This study contributes an integrated conceptual framework
connecting public policy, community cooperatives, distributive
justice, and Islamic economics while recommending governance
strengthening, transparency, and community participation to
enhance policy effectiveness.
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INTRODUCTION

Poverty and socioeconomic inequality remain among the most persistent
development challenges confronting countries worldwide despite sustained economic
growth and extensive public welfare interventions. Unequal access to productive
assets, financial services, employment opportunities, and market participation
continues to restrict inclusive prosperity, particularly among rural communities
(Mercader et al., 2021; Mufti Afif et al., 2025; Parish, 2023). These structural disparities
not only reduce household welfare but also weaken social cohesion and limit
sustainable economic development. The World Bank and the United Nations
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consistently emphasize that poverty alleviation requires institutional mechanisms that
promote equitable resource distribution and community empowerment, rather than
relying solely on redistributive fiscal policies (Donohue et al.,, 2022; Pane, 2025).
Consequently, community-based economic institutions have attracted increasing
attention as strategic public policy instruments for achieving distributive social justice.

Indonesia reflects many of these structural challenges despite continuous
improvements in national poverty indicators. Statistics Indonesia (BPS) reported that
the national poverty rate declined to 8.47% in 2025, representing approximately 23.85
million people living below the poverty line (Fuadi et al., 2021). Nevertheless, substantial
disparities remain between urban and rural areas, particularly regarding access to
capital, productive markets, agricultural value chains, and economic opportunities.
Rural producers frequently experience weak bargaining positions because
intermediaries and informal lenders dominate market distribution, while limited
institutional capacity constrains local economic development (Aliyi et al., 2021; Costa et
al., 2024). Responding to these conditions, the government introduced the Red and
White Village Cooperative Program through Presidential Instruction Number 9 of 2025
to strengthen community-based economic empowerment.

Previous studies have extensively discussed cooperatives as mechanisms for
strengthening local economies and promoting collective welfare. Katuk et al. (2024) and
Rospriandana et al. (2023) argued that cooperatives embody distributive justice
through participatory economic ownership inspired by Mohammad Hatta's economic
philosophy. Haris et al. (2024) and Munir (2023) further demonstrated that cooperative
principles are consistent with maqasid al-sharTah, particularly in promoting social
welfare and equitable wealth distribution. More recently, Zainuddin et al. (2025)
emphasized the strategic contribution of Islamic cooperatives to community economic
resilience, while Yudha et al. (2025) highlighted cooperatives as instruments of people's
economic empowerment. However, these studies primarily examine institutional
performance or Islamic cooperative management, providing limited explanation of
cooperatives as comprehensive public policy instruments that simultaneously integrate
distributive justice, poverty alleviation, and Islamic economic principles.

The establishment of Indonesia's Red and White Village Cooperatives represents
a significant policy innovation because it repositions community cooperatives from
conventional business organizations into strategic instruments of national
socioeconomic transformation. Unlike previous cooperative models that focused
mainly on financial intermediation, this initiative integrates rural production,
agricultural distribution, microenterprise development, digital transformation, food
security, and local governance within a unified institutional framework (Andy, 2024,
Martins, 2024; Ohiya et al., 2023). Nevertheless, scholarly discussions remain
fragmented, with limited attention devoted to understanding how this policy
simultaneously advances distributive social justice and poverty alleviation through the
normative framework of Islamic economics. Therefore, examining this policy from an
integrated public policy and Islamic economic perspective offers important theoretical
and practical contributions.
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Despite the government's ambitious target of establishing approximately 80,000
village cooperatives nationwide, questions remain regarding the policy's capacity to
achieve its intended socioeconomic objectives. Existing discussions predominantly
focus on implementation strategies, legal aspects, or institutional governance. At the
same time, insufficient attention has been given to evaluating the conceptual
relationship between community cooperatives, distributive social justice, and poverty
alleviation. Furthermore, challenges including governance quality, managerial capacity,
transparency, political intervention, cooperative literacy, and long-term sustainability
may reduce the effectiveness of this public policy. These unresolved issues indicate the
necessity for a more comprehensive conceptual analysis that explains the policy's
theoretical foundations and expected social implications within the broader framework
of Islamic economics.

This study argues that community cooperatives can function as effective public
policy instruments for poverty alleviation when supported by distributive justice
principles and Islamic economic values emphasizing equity, collective responsibility,
and public welfare. Specifically, the study conceptualizes Indonesia's Red and White
Village Cooperative Program as an institutional mechanism that integrates public policy
objectives with maqasid al-sharTah, particularly the protection of wealth (hifz al-mal),
human welfare (hifz al-nafs), knowledge (hifz al-'aql), and future generations (hifz al-
nasl). Accordingly, this research contributes by developing an integrated conceptual
framework connecting public policy, community cooperatives, distributive social justice,
poverty alleviation, and Islamic economics, thereby extending previous cooperative
literature beyond institutional and managerial perspectives toward a comprehensive
policy-oriented analysis.

RESEARCH METHOD

This study employed a qualitative conceptual research design to examine
community cooperatives as public policy instruments for poverty alleviation and the
realization of distributive social justice from the perspective of Islamic economics
(Gietzen et al., 2023). Rather than generating primary empirical data, the research
sought to develop a comprehensive conceptual understanding by critically interpreting
existing scholarly knowledge, public policy documents, and normative Islamic economic
principles. A qualitative conceptual approach is appropriate because the study aims to
explain relationships among public policy, community-based cooperatives, poverty
alleviation, distributive justice, and maqadsid al-sharrah within a coherent theoretical
framework.

The research was conducted using a library research approach in which data
were obtained from various secondary sources. These included peer-reviewed journal
articles, academic books, government regulations, official reports, policy documents,
and publications issued by national and international institutions. Particular attention
was given to documents related to Indonesia's Red and White Village Cooperative
Program, including Presidential Instruction Number 9 of 2025, publications from the
Ministry of Cooperatives and SMEs, Statistics Indonesia (BPS), and literature addressing
poverty, distributive justice, community empowerment, cooperative economics, and

132 Islamic Finance and Economic Insights, Vol. 02 No. 03 (2026) : 130-141



Islamic economic thought. The literature selection prioritized credibility, relevance, and
contemporary publications while incorporating seminal references that provide the
theoretical foundations of cooperative and Islamic economic studies.

Data were collected through systematic literature identification, screening,
classification, and documentation (Mundi et al., 2025). The search process employed
combinations of keywords including community cooperatives, village cooperatives,
public policy, poverty alleviation, distributive social justice, Islamic economics, maqasid
al-shartfah, and Red and White Village Cooperatives. Retrieved literature was
subsequently organized according to thematic categories, enabling the identification of
recurring concepts, policy objectives, theoretical perspectives, implementation
challenges, and knowledge gaps relevant to the research questions.

The collected data were analyzed using thematic content analysis (Braun et al.,
2021). The analysis consisted of four sequential stages: data familiarization, open
coding, thematic categorization, and conceptual interpretation. During the coding
process, recurring ideas were grouped into broader analytical themes, including public
policy instruments, community economic empowerment, distributive social justice,
poverty alleviation, cooperative governance, and Islamic economic values. These
themes were then interpreted by integrating contemporary public policy perspectives
with the normative framework of maqasid al-sharTah, particularly the principles of hifz
al-mal, hifz al-nafs, hifz al-'aql, and hifz al-nasl, to construct a coherent conceptual
explanation of community cooperatives as instruments of inclusive development.

To enhance the trustworthiness of the conceptual analysis, the study adopted
source triangulation and analytical triangulation. Source triangulation was achieved by
comparing findings across academic publications, government policy documents, and
official statistical reports, while analytical triangulation involved interpreting the
evidence through multiple theoretical lenses, including public policy, distributive social
justice, cooperative economics, and Islamic economics. This approach strengthens the
credibility and consistency of the conceptual arguments while providing a
comprehensive framework for understanding how community cooperatives can
contribute to sustainable poverty alleviation and equitable socioeconomic
development.

RESULT AND DISCUSSION
Result

These findings collectively demonstrate that community cooperatives extend
beyond conventional economic organizations by functioning as public policy
instruments capable of reducing structural poverty, strengthening distributive social
justice, and institutionalizing Islamic economic values within community-based
development. Rather than emphasizing financial performance alone, the cooperative
framework integrates economic participation, collective ownership, equitable resource
distribution, and public welfare into a comprehensive governance mechanism for
sustainable rural development.
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Community Cooperatives Function as Public Policy Instruments for Distributive
Social Justice

The conceptual analysis indicates that community cooperatives have evolved
into strategic public policy instruments designed to strengthen distributive social justice
through institutionalized community participation. Unlike conventional market-based
approaches that rely predominantly on private capital accumulation, community
cooperatives redistribute productive resources through collective ownership,
participatory governance, and equitable benefit-sharing mechanisms. This institutional
arrangement enables local communities to participate directly in economic decision-
making while simultaneously reducing structural inequalities associated with unequal
access to capital, markets, and productive assets.

The findings further demonstrate that the Indonesian Red and White Village
Cooperative Program reflects a significant policy transformation in which cooperatives
are positioned not merely as business entities but as integral components of national
socioeconomic development. Through government facilitation, community
participation, and decentralized governance, cooperatives become institutional
channels connecting public policy objectives with local economic empowerment.
Consequently, economic development is increasingly implemented through
collaborative governance rather than centralized redistribution, thereby strengthening
community resilience and social cohesion simultaneously.

Furthermore, distributive social justice emerges not solely through financial
redistribution but through expanding equal economic opportunities across rural
communities. Community cooperatives facilitate broader access to productive
financing, market participation, entrepreneurial development, and collective resource
management, allowing households to improve their economic capacity while
maintaining social solidarity. These mechanisms indicate that distributive justice is
institutionalized through inclusive participation rather than temporary welfare
assistance, creating a more sustainable pathway toward equitable socioeconomic
development.

Equitable Resource
Distribution

Distributive Social
Justice

Shared Resources
Collective Economic
Community
Community Ownership)
Decision-Making
Ownership
Participation
Skill Development

Member Invclvement)
Community
Strengthening

Figure 1. Community Cooperatives as Public Policy Instruments for Distributive Social
Justice
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Figure 1 illustrates that distributive social justice is generated through the
interaction between public policy and community-based institutional governance
rather than through isolated economic interventions. Public policy establishes the
regulatory foundation supporting community cooperatives, while cooperative
institutions operationalize these policies by expanding collective ownership,
strengthening community participation, and enhancing local economic empowerment.
The convergence of these institutional dimensions creates a distributive mechanism
that enables productive resources to circulate more equitably throughout rural
communities.

The figure further demonstrates that community cooperatives perform a dual
governance function. On one hand, they implement governmental poverty reduction
strategies through institutional empowerment; on the other, they strengthen social
cohesion by encouraging democratic participation in economic activities. Consequently,
community cooperatives transform public policy objectives into sustainable distributive
outcomes that extend beyond conventional income redistribution toward long-term
community resilience and inclusive development.

Community Cooperatives Strengthen Multidimensional Poverty Alleviation
Mechanisms

The comparative analysis demonstrates that poverty cannot be adequately
understood solely through income deprivation but should instead be interpreted as a
multidimensional phenomenon encompassing restricted access to productive capital,
market participation, employment opportunities, entrepreneurial capacity, and
institutional support. Consequently, community cooperatives address multiple
structural determinants of poverty simultaneously rather than focusing on a single
economic dimension.

Unlike conventional poverty alleviation programs that primarily emphasize
financial assistance, community cooperatives integrate financing services, collective
marketing, employment generation, entrepreneurial education, and profit-sharing
mechanisms within one institutional framework. This integrated approach enables
rural households to improve productive capacity while strengthening long-term
economic resilience.

Table 1. Community Cooperatives as Multidimensional Poverty Alleviation Mechanisms
Expected Socioeconomic
Outcome

Poverty Dimension Cooperative Intervention

Limited access to Cooperative financing and savings . ) .
P & & Higher business productivity

productive capital services
Weak market access Collective marketing and distribution  Stronger bargaining position
Limited employment . . : .
. ploy Cooperative business development Local job creation

opportunities
Low entrepreneurial Financial literacy and business o

. o Human capital improvement
capacity training

. . Collective ownership and profit- More equitable income
Income inequality . T
sharing distribution
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Table 1 demonstrates that each structural dimension of poverty corresponds to
a specific cooperative intervention capable of generating measurable socioeconomic
improvements. Cooperative financing addresses capital constraints experienced by
rural entrepreneurs, while collective marketing strengthens producers' bargaining
positions by reducing dependence on intermediaries. Simultaneously, cooperative
business units create local employment opportunities, whereas entrepreneurship
education enhances managerial competence and financial literacy among community
members.

The findings further indicate that these interventions generate mutually
reinforcing outcomes. Improved access to finance stimulates productive investment,
stronger market access increases household income, expanded employment
opportunities reduce economic vulnerability, and collective ownership promotes more
equitable income distribution. Consequently, community cooperatives contribute to
sustainable poverty alleviation by addressing structural barriers to inclusive economic
participation rather than merely increasing household income.

Islamic Economic Principles Legitimize Community Cooperatives as Inclusive
Development Institutions

The thematic analysis reveals that community cooperatives closely correspond
with the normative objectives of Islamic economics, particularly the realization of
maqdsid al-sharrah. Rather than functioning solely as economic organizations,
cooperatives embody institutional mechanisms that integrate distributive justice,
collective responsibility, and public welfare into community economic development.
This conceptual alignment demonstrates that Islamic economic principles provide both
ethical legitimacy and normative direction for contemporary cooperative governance.

The analysis further indicates that community cooperatives contribute directly to
the protection of wealth (hifz al-mal) by expanding equitable access to productive assets
while reducing dependence on exploitative financial practices. Simultaneously, they
strengthen hifz al-nafs through employment creation, improved household income, and
enhanced food security, thereby improving overall social welfare. Cooperative
participation also promotes hifz al-'agl by encouraging financial literacy,
entrepreneurship, and organizational learning. At the same time, stronger household
economic resilience contributes to hifz al-nasl through improved educational
opportunities and long-term family welfare.

These thematic relationships indicate that community cooperatives
operationalize the Islamic values of al-'adl (justice), ta'awun (cooperation), and
maslahah (public welfare) within practical public policy implementation. Consequently,
poverty alleviation is interpreted not only as economic improvement but also as the
realization of holistic human well-being encompassing financial security, social
solidarity, educational development, and intergenerational prosperity.

Finally, the findings demonstrate that integrating Islamic economic principles
into community cooperative governance expands conventional public policy evaluation
beyond economic performance indicators. Policy effectiveness is increasingly
measured through its capacity to strengthen distributive justice, reduce structural
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inequalities, enhance community participation, and maximize collective welfare.
Accordingly, Islamic economics provides a comprehensive evaluative framework
through which community cooperatives can be understood as inclusive development
institutions that simultaneously advance economic efficiency, social justice, and
sustainable public welfare.

Discussion

The findings indicate that community cooperatives function not merely as
economic organizations but as institutional instruments capable of operationalizing
distributive social justice through public policy. This finding is consistent with Mundé
(2024), who argued that cooperatives embody the democratic economic philosophy
envisioned by Mohammad Hatta, and with Jones (2024) and Purwanti et al. (2020), who
emphasized the role of cooperatives in strengthening people's economic
empowerment. However, this study extends previous literature by conceptualizing
community cooperatives within an integrated public policy framework rather than
treating them solely as community business entities. Theoretically, this broadens
cooperative studies by linking distributive justice with institutional governance.

The study further demonstrates that poverty alleviation through community
cooperatives should be understood as a multidimensional institutional process rather
than an income-support mechanism alone. This finding supports the arguments of
Yusuf et al. (2022) and Harsanto et al. (2024), who emphasized the contribution of
cooperatives to MSME development, and Muthoifin et al. (2024), Rizki et al.( 2023) and
Alamanda et al. (2022), who highlighted the importance of improving access to Islamic
financial services for marginalized communities. Nevertheless, the present study differs
by integrating access to finance, employment creation, market participation,
entrepreneurship development, and collective ownership into a single analytical
framework. This broader perspective contributes theoretically to multidimensional
poverty studies while providing practical guidance for designing comprehensive
poverty alleviation policies based on community institutions.

Another important finding is that distributive social justice emerges through
institutional participation rather than through temporary redistribution policies. Earlier
studies generally interpreted distributive justice from the perspective of equitable
income allocation or welfare programs (Abdullayev et al., 2025; Munthe, 2025; Shaikh,
2023). In contrast, the present findings suggest that justice is achieved by expanding
community participation in economic ownership, collective decision-making, and
productive resource management. This interpretation complements previous
discussions on participatory development while introducing community cooperatives
as governance mechanisms that institutionalize distributive justice (Bayhantopcu et al.
2024; Malotana, 2025). Theoretically, the study enriches public policy literature by
integrating participatory governance with distributive justice.

The findings also confirm that the principles of maqasid al-sharrah provide a
comprehensive normative foundation for evaluating community cooperative policies.
This observation finds that both scholars concluded that cooperative institutions reflect
Islamic principles of justice, cooperation, and collective welfare. Nevertheless, this

Islamic Finance and Economic Insights, Vol. 02 No. 03 (2026) : 130-141 137



research advances previous scholarship by demonstrating that magqgasid al-sharrah
functions not only as an ethical guideline but also as an evaluative framework for
assessing the effectiveness of contemporary public policy. Theoretically, this expands
Islamic economic discourse into public policy evaluation, while practically it encourages
governments and cooperative institutions to incorporate Islamic governance principles
into organizational management and policy implementation.

Overall, this study contributes to the growing discourse on inclusive
development by proposing community cooperatives as integrated public policy
instruments that simultaneously address poverty alleviation, distributive social justice,
and Islamic economic objectives. Unlike previous studies that examined these
dimensions separately, this research develops a unified conceptual framework
connecting public policy, cooperative governance, distributive justice, and maqdasid al-
sharrah. This integration represents the principal theoretical contribution by extending
cooperative literature beyond organizational performance toward governance-
oriented policy analysis. From a practical perspective, the findings provide policymakers
with a holistic framework for strengthening cooperative institutions capable of
generating sustainable economic resilience, equitable resource distribution, and long-
term community welfare within contemporary rural development strategies.

CONCLUSION

This study concludes that community cooperatives constitute strategic public
policy instruments capable of simultaneously advancing poverty alleviation and
distributive social justice through community-based economic empowerment and the
normative principles of Islamic economics. The principal insight derived from this
research is that sustainable poverty reduction depends not only on financial assistance
but also on institutional participation, collective ownership, and equitable access to
productive resources. The study contributes theoretically by integrating public policy,
distributive justice, community cooperatives, and maqadsid al-shari’ah into a unified
conceptual framework that extends existing cooperative literature beyond
organizational perspectives. Nevertheless, this conceptual study is limited by its
reliance on secondary sources and the absence of empirical validation. Future research
should employ qualitative case studies or quantitative approaches to examine the
implementation, governance effectiveness, and socioeconomic impacts of community
cooperatives across different regional contexts.
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