BANKING FOR THE POOR

The Role of Islamic Banking in Indonesia as Microfiance Institution through
Koperasi

By: M. Iman Sastra Mihajat
Master Student in Finance at International Islabhiversity Malaysia
Email: isastra83@gmail.com / sas_inggris@yahoo.com

Phone: (+60) 17 2542253

Abstract

Asian crisis has been attacked Indonesia in 1998-1#nd followed by
second crisis of subprime mortgage 2008, whichcafédl industries and
sectors worldwide either directly or indirectly efts, the effect of these
crisis the percentage of poverty in Indonesia hesnbincrease so, many
cases we showed in TV and read in a newspapermderuof suicide has
increase due to poverty. This crisis implies that¢urrent economic system
does not support anymore in alleviating povertyeréfore, need a new
scheme of financing to be proposed to Islamic Barlkdonesia. We need a
new scheme to use to finance the poor and disamssl$diamic bank can
participate on doing so without compromising thesues of institutional
viability and sustainability through Islamic waytherwise it will bring into
the same effect (crisis). Therefore, the main dhbjecof this paper is to
suggest Islamic bank to us&dperasi in each region (every Rukun
Tetangga (RT) or Rukun Warga (RW)) to channel thredfto the needy via
building human capacity through social intermediat@nd designing group-
based lending programmes that are proven to beftéetive tools to reduce
transaction costs and lower exposure to numeroasdial risks in relation
to provide a credit to rural poor. In strengthenihig model, the author will
use ‘ashabiyah concept that recommend by Ibn Kimaldwroup-member.
The author also will provide the structure and chag in details how it is
works.
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1. Introduction

Indonesia is one of the biggest countries’ popoietiin the world. At the same time, the
issues of poverty and unemployment are the greatestenges faced by Indonesian
government, a large number of studies on povedigcate that exclusion of the poor from
the financial system and service is a major fadontributing to their inability to
participate in economic development. Islamic Basloae of Islamic financial institution
that basically based on shariah rules and prinagmleouraged becoming a leader on
channeling fund to the poor people, low income acdnomic level of life. The role of
Islamic bank here as a Microfinance institutionttbhanneling fund to the poor via
koperasithrough social intermediation and group-baseditengrogram from a plenty a
sources, not only from bank itself as internal sesrbut can also can be taken from
zakat, cash waqf, and sadagah as an external source

In order to have a good economy and social lifanssencourages people to do
business and entrepreneurship, because one hadithiomed that more than ninety
percent of al-rizqu given to entrepreneur. Theadsuthat the poor people have no capital
(money) to start business and no link to finansevices. Therefore, we face the issue
miss information between poor and bank especialgniic bank as proposed to take a
role as an Islamic microfinance institution to chaithe fund to the poor.

Microfinance means “programme that extend smalhdo@ very poor people for
self employment projects that generate income lowahg them to take care of
themselves and their families” (Rahman, 2007). Miocance is one of a powerful tool
and instrument that can alleviate poverty. It mgamowision of financial services to poor
and low-income people whose low economic standirgludes them from formal
financial system to access such as, credit, verdapéal, savings, insurance, remittance
is provided on a micro-scale enabling participatiointhose with severely limited
financial means. The provision of financial sergic®® the poor helps to increase
household income and economic security build assstisreduce vulnerability; creates
demand for other goods and services (especiallgitiont education, and health care);
and stimulates local economies (Obaidullah and kka08).

Since the poor having difficulty to access to fimed due to non-qualify person, we
have to have a good scheme to propose to Islamik theat might be used to overcome
the issue. Therefore, the objective of this papéo ipropose to Islamic bank in Indonesia
to take a role in microfinance for funding the paord small (micro) entrepreneurs
without charging interestripa) but apply profit and loss sharing scheme in every
contracts. In the first part will discuss about rafthance and prohibition of Islam in
micro credit, second part will discuss the issuepolverty and unemployment in
Indonesia and why microfinance needed in this déase will discuss how microfinance
will take over by Islamic bank by introducing Kopsr scheme, the sources of fund and
what are the barriers in this structure. The patsr discuss the issue @afshabiyyahto
overcome the issue of untrustworthy in this graeming. Finally the paper concludes by
encouraging the Islamic bank in Indonesia to ugedtheme as microfinance product in
current system.



2. Issue of Poverty and Unemployment in Indonesia

The issue of poverty and unemployment has beenyallvacome an enemy to the society
worldwide. These two issues always become logpfesidents’ candidates and head of
the state who wants become a leader have to takdlese two in order to get sympathy
from majority of people, because if these two isssettled, all the people become happy
and indicate that his/her leadership success.

According to Mihajat (2010), In Indonesia, this twements from my humble
understanding, observation, and analysis increa=sar Yy year, even though the
government claim it decrease depend on how mucinttene per month they measure
to decide whether this family poor or not. Accoglio BPS (Badan Pusat Statistik), the
data of poverty in Indonesia decrease from 19984y3% to 2005 by 15.97%, and
increase a bit in 2006 by 17.75% and decrease(id 26.58 and 2008 by 15.42%. (Look
at table 1.1)

Table 1.1

A Number and Percentage of Poverty in Indonesia

By Region, 1996-2008
Year
A Number of Poverty (million) Percentage of Poverty (million)
Urban | Rural Urban and | Urban | Rural Urban and

area Rural Area area Rural Area
1) 2) 3) 4) 5) (6) ()
1996 | 9,42 | 24,59 34,01 13,39| 19,78 17,47
1998 | 17,60 | 31,90 49,50 21,92 25,72 24,23
1999 | 15,64 | 32,33 47,97 19,41 26,03 23,43
2000 | 12,30 | 26,40 38,70 14,60 22,38 19,14
2001 | 8,60 29,30 37,90 9,76 24,84 18,41
2002 | 13,30 | 25,10 38,40 14,46 21,10 18,20
2003 | 12,20 | 25,10 37,30 13,57 20,23 17,42
2004 | 11,40 | 24,80 36,10 12,13| 20,11 16,66
2005 | 12,40 | 22,70 35,10 11,68 19,98 15,97
2006 | 14,49 | 24,81 39,30 13,47 2181 17,75




2007 | 13,56 | 23,61 37,17 12,52 20,37 16,58

2008 | 12,77 | 22,19 34,96 11,65 | 18,93 15,42

Source: Badan Pusat Statistik (BPS), No. 43/07XTh.1 Juli 2009.

The development of a number of poverty in Indomesn March 2008 is 34.96
million people (15.42%) compare to poverty on Ma2€i99 decrease by 2.43 million or
32.53 (14.15%). The number of poor people in rarah decrease significantly compare
to urban area, from March 2008-March 2009 poor [eeop rural area reduce by 1.57
million people but in urban area only reduce by6M8llion (Look at table 1.2).

Table 1.2
Poverty Line, Quantity and Percentage of Poor peopl
According by RegionMarch 2008-March 2009
Region/Year | Poverty Line (Rp/Capita/Month) | Quantity of Percentage of
Poor People Poor People
Food Non- Total (Million)
Food

1) 2 3) (4) ®) (6)
Urban

March 2008 | 143897 | 60999 | 204 896 12,77 11,65
March 2009 155909 66214 | 222123 11,91 10,72
Rural

March 2008| 127 207 | 34624 | 161831 22,19 18,93
March 2009 | 139331 | 40503 |179835 | 20,62 17,35
Urban+Rural

March 2008| 135270| 47366 | 182636 34,96 25,4
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March 2009 | 147 339 52 923 200 262 32,53 14,15

Source: Badan Pusat Statistik (BPS), No. 43/07XTh July first 2009.

The Indonesian battles are to reduce unemploymert poverty, many
programmes and actions has been done by governimereduce these two, such as
giving BLT (bantuan langsung tungto the poor people even though this action froyn m
opinion its not the right way, we have another et we can do such as combination of
Sukuk zakatandwagqfthat | want to proposed in this paper on doinggmtoand business
activity that can generate income for local govezntmand increase GDP for national
income.

Base on CIA World Factbook data, the unemploymate in Indonesia from 2006 is
12.50% and decrease in three years in 2010 is D62 (Look at table 1.3 and chart
1.1)

Table 1.3
Year Unemployment Rank Percent Date of
Rate Change | Information

2003 10.60 92 2002 est.
2004 8.70 111 -17.92 2003 est
2005 9.20 82 5.75 2004 est
2006 11.80 121 28.26 2005 est.
2007 12.50 133 5.93 2006 est
2008 9.10 115 -27.20 2007 est
2009 8.40 115 -7.69 2008 est
2010 7.70 80 -8.33 2009 est

At the other hand, there is good intention from puesident (SBY) who has
planning namely the five-year development plRelita in reducing poverty and
unemployment, many economists’ expert doubt thay@mmme to be achieved. At the
same time national economic development growthnlg @% per year, lower than the
threshold of poverty to 8%, reduce unemploymerd tat5%, so it is not easy to achieve
the objective of this programme. To realize thisgpamme, a summin October 29 and
30 has been held in Jakarta organized by the Chaofb€ommerce and Industry,
attended by over 1000 people, a summit with thenth®aking a Prosperous, Judicious
and Democratic Indonesla It brought together financial experts, businessm
government officials and officers leading the coynDuring the opening ceremony,
SBY emphasized that "any hurdles to boost econ@aitormance should be seriously

2 See orwww.indexmundi.com/indonesia/unempyment_rate.h&oéess on 10/04/2010.
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tackled." This statement to show how serious hi@a @&lleviating poverty and reducing
unemploymentAsianews.com, October 2009).

Therefore, the main objective in this paper to hetpd propose a model of
microfinance that based on shariah to Islamic bankcatering these two issues
(unemployment and poverty) that basically bringom social problem in the society.

3. Microfinance and Islamic Banking

Islam is a comprehensive religion covers all sesctdrhuman life, individual and social,

material and moral, economic and politic, legal auottural, national and international

and soon. Since the objective of microfinance ishannel the fund to the poor whose
need capital to do business and Islam encourageglepéo do business to increase
economic growth and help the poor to achieve thradas of equality of income so Islam
and microfinance has the same objective.

However, the current practices of microfinancdudimg grameen bank founded by
Muhammad Yunus is basically base on riba. Therefdhes paper proposing
microfinance has to be base on profit and lossirsfpand real economic activity. Since
Indonesia is one of the largest Muslim’ country time world and poverty and
unemployment still high, the emergence of micraficea will become tool to alleviate
poverty and reduce unemployment. According to Rah(B807) the main aim of Islamic
banking and finance is to provide the Muslim socieith an Islamic alternative to
conventional banking system that basediba. Riba can be classified into at least two
main types, namely credit riba (riba al-nasi'ahd asurplus riba (riba al-fadhl) (al-
Zuhayli, 2006). Credit riba is any delay in settmhof a due debt, regardless whether
the debt of goods sold or loan. Muslim jurists defriba al-nasia’ah in loans as bringing
to the lender a fixed increment after an interviatime, or extension of time over the
fixed period and increase of credit over the ppatiOn the other hand, surplus riba (riba
al-fadhl) is the sale of similar items with dispgrin amount in the six canonically
forbidden categories of goods: gold, silver, whbatjey, salt, and dry dates. This riba is
appear by way of excess over and above the quanrititye commodity advanced by the
lender to the borrower. Riba can also exist ifehisreither inequality or delay in delivery
of goods offered. In Islam, we can delay eitherdgofsalam) or price (BBA) we cannot
delay on price and goods at the same time.

As explained by Qureshi (1991), Imam FakhruddiziRa his bookal-Tafsir al-
Kabir emphasizes that there are basically 3 reasonthéounlawfulness ofiba’. The
first reason is where the creditor's can ensureniteme from the interest paid by the
debtor that will lead to the exploitation and ligim reduced circumstances which is a
massive inequity. Charging excess or surplus irhaxging one commodity against the
other will lead to the exploitation of the borroweiThe borrowers would have to pay
back the interest on top of the principal. Thislwmlake the lenders better off at the
expense of the borrowers. In addition, the strolmgmdemnation of interest-based

3 www.asianews.coprsaturday, october 31, 2009, access on 9/04/2010.
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transactions is intended to uphold equity and thetegtion of the poor (i.e. the
borrower). In other words, interest oiba’ supports the possibility for wealth to
accumulate in the hands of a few, and therebyatvshthat man’s concern for his fellow
men is decreased.

Secondly, since interest oiba’ is predetermined and the creditor is certain to
receive the interest imposed, it may prevent theglitor from being involved in any
occupation because it is certainly easy to receiceme from the interest on a loan
[Qureshi 1991]. In this situation, the creditor hmed made any effort or undergone any
hardship in acquiring income and this will hindée tprogression of worldly affairs.
Finally the unlawfulness afba’ is due to an end of mutual sympathy, human goesiin
and obligations because the practiceribf’ may lead to borrowing and squandering
[Qureshi 1991].

As an alternative toiba’, the profit and loss sharing arrangements are agldn
ideal mode of financing in Islamic finance. It ispected that this profit and loss sharing
will be able to significantly remove the inequitaldistribution of income and wealth and
is likely to control inflation to some extent [Siddi 2001]. Furthermore, the profit and
loss sharing may lead to a more efficient and ogit@tiocation of resources as compared
to the interest-based system. Since the depositerfikely to get higher returns leading
to richness, it is hoped that progress towards-rsgfince will be made through an
improved rate of savings. Thus will ensure justie#ween the parties involved, as the
return to the bank on finance is dependent on gezational results of the entrepreneur
[Siddiqui 2001].

Consequently, the theory of Islamic finance givee to the development of
Islamic banking where the functions of a bank do vary between conventional and
Islamic banks. However, the operations, philoso@nd objectives differ significantly
between the conventional and Islamic Banks [Ziaad#i®91]. Conventional bank
operates its business in the capitalist system evhiez root of the system is based on
interest andriba’. On the other hand, the Islamic bank provides dblkition to the
Muslims in terms of principles, instruments anduessin dealing with banking business
activities where the operations of the activities ldased on the principles of tBhari'ah
that avoid the issue of riba, gharar, and gamiing@ncouraging profit and loss sharing
instrument (Ahmad and Ahmad, 2009).

4. The Role of Islamic Banking

The development of Islamic banking in Indonesiarease significantly over the year
since the demand of Islamic banking by the custsensehuge and enthusiastic. However,
there is one missing component that does not talke donsideration by Islamic bank
which is microfinance for the poor.

There are reasons why bank reluctant to give @imanto the poor, one of the
important elements is trust. The basis of trusedep on two critical elements: first is the



applicant’s reputation as a person of honor; arabrse is the availability of enough

capital or collateral against which claims can kedein case of default (Dusuki, 2008).
According to Dusuki (2008), the essence of conesati profit-maximization banks as

financial intermediaries providing financial sem$cto people hinge upon two elements.
As formal lenders, risk-averse banks would onlylimgl to lend if these two elements

serving as a basis of trust exist in their recipfoelationship with clients (as borrowers).
For instance, the bank is able to assess the teputaf borrowers based on bank’s
intimate knowledge embedded in the clients persamaounts as well as other

documented history of past borrower behavior. A¢ g8ame time, the clients have
material value such as properties or any valuab$etaserving as collateral to pledge
against risk.

Another element that taking into considerationttyy bank is “too poor” to save.
Those elements make the poor has difficulty to sscthe credit from the bank.
Therefore, this paper proposes a microfinance mtaédslamic bank and use shariah
compliant contract based on group lending to awwadal hazard risk.

5. Microfinance Model

The most famous model up to date is the grameek inalel of microfinance that found
by Muhammad Yunus in 1983 on principles of trust aalidarity. Muhammad Yunus - a
Professor in Economics from the University of Gigting, Bangladesh - has found a
brilliant idea for the best solution in helping theor out of their poverty, which then
grows over the world. It initially began in JobBangladesh and later known as Grameen
Bank, the largest bank in Bangladesh and probdiaybtggest micro credit organization
in the world. Grameen Bank provides micro credithiie poorest of the poor in rural
Bangladesh without any collateral. At Grameen Bangdit is a cost effective weapon to
fight poverty and it serves as a catalyst in theral development of socio-economic.

Until 2002, Grameen Bank model has been replicaggtier modified or kept
original, by 400 replicators in 22 countries of id&, 19 in Asia, 3 in Oceania, 15 in
America, and 7 in Europe. This proves the successfuGrameen Bank as poverty
alleviation program and has been internationallgepted by different countries and
cultures. Remarkable achievements have been saridVith mostly 100% of
repayment record, the program has also been ahilagmve the life quality, provide
better food, better education, as well as bettasimg for the poorer community.

Grameen Bank Replication (GBR) program in Indoaesas initially started in
Bogor, West Java by Karya Usaha Mandiri (KUM) irB29This initiative was followed
in 1993 by Mitra Karya East Java (MKEJ) in Malaggst Java. Both organizations have
pioneered the GBR story in Indonesia as over 15 &Bdve taken part in different places
in the country since 1997. In Sumatra, Grameen Bao#lel was replicated by Yayasan
Pokmas Mandiri (YPM). Now YPM has 2 branches inegencies (Deli Serdang and
Asahan) that covers over 60 villages and purelyape as a sustainable micro-credit
organization (Sarumpaet, 2005).

Some modification from the original Grameen Bardswnade in according to the



local culture and settings. Within 2 years, YPM hadched over 700 members and
disbursed Rp. 320 million (approximately US$ 32)G@3E micro-loan with 100%

repayment rate. Recent coordination with inteorati financing agency has also
contributed a significant improvement the numberladfal micro enterprises getting
financial capital and the amount of the loan givEne Citigroup Foundation has given a
total grant of $190,000 for the program to four micredit NGOs in Indonesia, including
Yayasan Pokmas Mandiri (Sarumpaet, 2005).

The failure of commercial banking to provide ficat services to the poor is the
major rationale why microfinance innovations haeene into the picture needed to serve
the poor. The most quoted examples are Grameen, Ba@perasi unit desa of Bank
Rakyat Indonesia, ACCION International in Unitedatés and Latin America and
PRODEM, BancoSol’'s Predecessor in Bolivia (Dus@ki08). Consequently, in order to
avoid many issues in microfinance scheme has towiamarket-oriented and enterprise
development approach that emphasizes instituti@mal programme innovations to
reduce costs and risks. According to Dusuki (2088re are some salient features of
microfinance mechanism.

1. Integrating Social Intermediation

The traditional microfinance model cannot be utitizanymore since the issue of
untrustworthy come to the picture. In the era aPet it can be done because Muslim at
that time can be trusted and many companions cengei@aantor to the lender. Since the
time has change and many people naturally untruityothe social intermediation
needed to solve the moral hazard issue.

According to Dusuki, 2008; Benet et al., 1996;t Rit Khandker, 1996) social
intermediation is “a process in which investments made in the development of both
human resources and institutional capital, with &éma of increasing self- reliance of
marginalised groups, preparing them to engage mmdb financial intermediation”.
Social intermediation is different from other conmmtypes of social welfare services
because it offers mechanism enabling beneficidnelsecome clients who should then
ready to enter into a contract involving reciprocdligations. This aspect of social
intermediation should eventually prepare individudab enter into solid business
relationships with formal financial institutionsh& process normally involves training
members in basic accounting and financial manageaeenvell as business strategy to
ensure viability and sustainability of financialngees offered. Figure 2 illustrates the
social intermediation process in microfinance agmio make groups to enter into solid
business relationship (a contract involving reagatoobligations) with formal financial
institutions.

Figure 1. Social Intermediation Process
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2. Group-based Lending

Many successful microfinance institutions worldwideopt group-based lending

approach capitalising on peer monitoring and guasmmechanism. Group-based
approach normally involves the formation of growgspeople who have a common

objective to access financial services. One impoffizature of group-based lending is the
use of peer pressure as a substitute to collatefzs been proven empirically as one of
the most effective ways of designing an incentivaitoring system in the presence of
costly information. Therefore its potential to ued transaction costs in credit delivery
and disbursements (searching, monitoring and eafioeait) of the lender by shifting onto

the groups.

Generally, the are three types of conventionalrafitance (Dusuki, 2008); first,
group-loan join liability, second, individual-logjoin liability, third, individual-loan
individual liability (current banking practice). €model that we proposed in this model
is the second type of conventional microfinancejvidual-loan join liability where the
every group can choose their group member accotditigem in each region. Let say, in
in Gombak Selangor we have Batu 4,5,6 or other @ré&elangor or Kuala Lumpur in
Malaysia conduct meeting every month. In each areaan asses for those who need
loan for doing business, they can choose the memieng its self 5 members, or we
can broaden the region to have a group memberderdo get financing from MF
institution. The idea behind this model is basicall ease the member in choosing their
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group and usually they know each other.
3. Saving mobilization

According to Dusuki (2008), saving is crucial elernen building self-sufficient
microfinance institutions. Saving mobilization catrengthen microfinance institutions
and reduce their dependence on government subsidigsionors for loanable funds.
Well-crafted saving services can encourage a moos fnon-financial savings into
financial savings, with advantages for entrepresienfr safety and liquidity and for
society of providing funds for investment by other&or example, Grameen Bank,
Amanah Ikhtiar Malaysia and several programmes GCFON International have used
some form of compulsory savings, where borroweesraquired to save a portion of the
amount they borrow. The amount required for congoylssavings is sometimes
determined based on a percentage of the loan grantometimes as a nominal amount.
On the other hand BRI Unit Desa System in Indonedfars a voluntary savings
instruments such as passbook savings, with freesacto deposits, which better meets
depositors’ liquidity requirements. The reasonibgfcompulsory saving is to mitigate
the moral hazard issue in MF institutions sincerdhare many issues that currently
happened in Indonesia whereby many BMT (one of dMicance in Indonesia) suffered
huge losses due to moral hazard problem.

In Addition, the model that proposed in this pasedeveloping microfinance
model that has been emerged in the previous pesctibat basically non-shariah
compliance activities and how do we apply it inafeic context that appropriate for
Indonesian culture through Koperasi. Basicallys ttlmodel is to encourage Islamic bank
to utilize Koperasi Concept in microfinance in arde smooth this idea. Look at figure
15

The basic mechanism procedures of applying theaiim@nce model via koperasi
summarized as follows:

1.a Form a group. In order to get financing, theme should be five members in group
whose form the group that they can trust each otfierensure the cooperation, they are
bound under underlying contract namely Ta’awun.rizveember is responsible if there

is default etc.

b. Approach Koperasi to get financing, so thap&rasi will report to the Islamic bank
the group that want to get facility.

2. Islamic bank transfer the fund to Koperasi

3. Koperasi will transfer the fund to the group niems and; 4. Islamic Bank will provide
training regarding to management, skills etc. aathing of rules and regulation of the
bank

5. The group will pay back the principal plus thed sharing profit to Koperasi and loss
based on the agreement made and based on thectarsied at front.
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6. Koperasi will transfer the payment to the bankl;a7. Since part of the fund taken
from zakat, sadagah and waqf, the profit will sHairgo one for productive activities
(refinancing), and part of it will distribute toemeedy for consumption purposes.

Figure 5: A Microfinance Model via Koperasi
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by: M. Iman Sastra Mihajat

5.1 Concept of ‘Ashabiyyah in This Model

The concept of ‘Ashabiyyah that proposed in thisdetas basically the concept of
solidarity that can strengthen the model of micrafice. The failure of commercial
banking previously in lending money to the poor doenon-group based-lending
structured with solidarity. Therefore, this modsfirig to combine all idea of successful
microfinance model that is interest-based systetn Islamic system which is free
interest-based, free ambiguity, and free speculatio

Ibn Khaldun in his al-Mugaddimah postulates theessity to have ‘asabiyah in
constructing a strong civilisation. ‘Asabiyah orcsd solidarity or‘espirit de corp’can
be broadly defined as the state of mind that makeisiduals to identify with a group
and subordinate their own personal interests togtioeip interests. According to Ibn
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Khaldun, human being by nature is social being whefer to live together, cooperate
and helping each other. However, due to numeroukilydemptations and motivations,
individuals sometime acting to serve their own -selferest, thereby undermining the
interest of the society at large. In his writintys) Khaldun asserts that ‘asabiyah or social
solidarity was more evidenced and much strongeromadic tribes. This is due the fact
that nomads lead a very simple life and do not kaawything of luxury (Dusuki, 2006).

Generally, there is main reason why the auth@uguated the concept of ‘ashabiyah
in good manner in this model is to indoctrinateittie group member the solidarity of
cooperation and helpful among them. While one & flroup member default in
repayment, other group members will help in ordesttengthen their financial rating in
the bank. In Islam, the term ‘asabiyah is usecbtmnote two different meaning. The first
meaning identifies ‘asabiyah as a social solidasibych is in harmony with the concept
of brotherhood in Islam. This type of ‘asabiyahpisiseworthy since it encourages
people to cooperate with each other for commonabibgs, restraint their self-interest,
and fulfil their obligations towards each other.eTfollowing Quranic verse attests to
this:

“And cooperate in righteousness and piety, but deooperate in sin and
aggression{Al-Quran 5:2)

The second meaning adsabiyahis ‘asabiyah jahiliyahreferring to the blind and
prejudiced loyalty to one’s own group. This leadghe favouring of one’s own group,
irrespective of whether it is right or wrong. Thigoe of ‘asabiyah is blameworthy,
having tendency to promote injustices, inequitiegjtual hatred and conflict. The
Prophet (p.b.u.h) made a clear distinction betwdwse two types of asabiyah in a
hadith:

It was reported by lbn Majah from the father of &ylah, that the Prophet,
peace be upon him, was asked whether the loven®s @wn gawm (group,
ribe or nation) constituted under the meaning satayah. He replied: “No!
‘asabiyah is rather the helping of one’s qawm ilmez(injustice).”

There are many cases in Indonesia where Islamarofmance has failed in
financing the poor due to untrustworthy issue androfinance model issue that not
apply Grameen Bank’s model which is group-basedditen Currently, many
microfinance institutions have been adopted Grarsemodel in lending money to the
poor where they learn from historical failure ofcnafinance. Undoubtedly, Ibn Khaldun
uses the word ‘asabiyah in the Mugaddimah to intply positive ‘asabiyah or social
solidarity strongly premised in Shariah. He assesscial solidarity becomes an
irresistible power if it is grounded on the religooparadigm. Hence a sense of solidarity
of any group or tribes can only make a real impacupported by religion and not
otherwise (Dusuki, 2006).

5.2 Contracts in Microfinance Scheme
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Generally, many ‘aqd that can be used by Islamickb@a microfinance concept as

follows:
Category Instrument Description Application
A partnership contract between twdhis financing mode i$
parties who both contribute capitasuitable for  working
Musharakah | towards the financing of a projegtcapital financing, fixed
Both parties share profits on a prasset purchased, proje
agreed ratio, but losses are shared financing, etc.
1. the basis of equity participation.
Participatory Either parties or just one of them
-based may carry out management of the
project. This is very a very flexible
partnership arrangement where the
sharing of the profits and
management can be negotiated and
pre-agreed by all parties.
An agreement made between twdhis financing mode i$
parties: one which provides 100 pesuitable for  working
Mudharabah | cent of capital for the project anctapital financing, fixed
another party known as raudharih | asset purchased, projg
who manages the project using hinancing, etc.
entrepreneurial skills. Profits are
distributed according to
predetermined ratio. Any losses
accruing are borne by the provider|of
capital. The provider of capital has
no control over the management |of
the project.
A contract sale between the bank anthis financing mode i$
its client for the sale of goods at| guitable for  working
Murabahah | price which includes a profit margincapital financing, fixed
agree by both parties. As a financingsset purchased, projg
technique, it involves the purchase|dinancing etc.
goods by the bank as requested|by
the client. The goods are sold to the
client with a mark-up. Repayment,
usually in installments is specified |n
the contract.
This contract refers to the sale |ofhis financing mode is$
2. Exchange; gay goods on a deferred payment basisuitable for  working
bassad Bithaman Equipment or goods requested by theapital financing, fixed
(mu'awadha | «ajj| clients are bought by the bank whichsset purchased, proje

Y

subsequently sells the goods to

client at an agreed price whic

includes the bank’s mark- up (profit
The client may be allowed to sett

tHfanancing etc.
h

).
le
a

ct

ct

ct

ct

the payment by installments within
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pre-agreed period, or in a lump su

Similar to a muibahah contract, bu

with payment on a deferred basis.

m.

—

A contract of sale of goods where t
price is paid in advance and t

h&his financing mode i
heuitable for agricultural

o

Bay al- goods are delivered in the future. | financing which requires
Salam capital at certain critical
stage (e.q. during
plantation stage).
A contract of acquisition of goods bhyrhis financing mode i$
BBay" al-| specification or order, acquisition pkuitable for financing
Istisna’ goods by specification or orderassets which require
where the price is paid in advang¢eapital at different stages
but the goods are manufactured araf construction and tailor-
delivered at a later date. made manufacturing.
A contract under which a bankThis instrument is
ljarah purchases and leases out equipmentitable for financing
required by its clients for a rental feefixed assets such as
The duration of the lease and rentahachinery, moto
fees are agreed in advanceehicles etc.
Ownership of the equipment remains
in the hands of the bank.
A pawning contract which involvesThis financing mode i$
Ar-Rahn holding a valuable non-fungible gooduitable for all purposes
as insurance against a debt, where|timeluding working
non- fungible may be used to extraatapital, personal
the value of the debt or part thereptonsumption, fixed assets
In some jurisdiction, a minimumpurchase etc. This mode
custodian fee may be charged to thef financing requireg
borrower for safekeeping of pawnedustomer to have
property valuable asset eligible far
3. Voluntary pawning such as gold or
charitable silver.
contract Qard al- | An interest-free loan given mainlyThis financing mode is
(tabarru’) Hassan for welfare purposes. The borrower|isuitable for all purposes
only requires to pay back the amouncluding working
borrowed. In some cases, a minimumapital, personal
administrative fee may also beonsumption, fixed assets
charged to the borrower. Howevepurchase etc.
this service charge must be the acfual
administrative  cost incurred in
managing the loan and not a fixed
percentage on the amount of loan.
Musharakah | This instrument involves threeThis financing instrument
Mutanagqisah| different contracts, namelyis suitable for fixed asset

musharakah, sale and ijarah. Islan

nfmancing.

banks jointly purchase and own

AN
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asset with client aiming at
transferring the ownership to the
client. The bank's share will
gradually be reeemed by client by
executing sales contract. The bank is
also allowed to lease its portion pf
the asset to client for rental income
This instrument involves twp This financing instrumeni
separate contracts namely leasing am suitable for fixed asse

4. Hybrid

—

ljarah sales contracts executed separatdigancing such as motar
Thu\mma al and in sequence. The bank normallyehicles.
bay purchases the asset and leases |t to

client. At the end of leasing perioqd,
the ownership is transferred to the
client by executing sales contract
which normally at a nominal price.

Source: (Dusuki, 2008)

In addition, there are many contracts that we ddizaifor this model depend on
the need of entrepreneur and Islamic bank. Sinee dbntract is not limited, the
microfinance model via koperasi is more acceptallé relevant to use in the current
system. If it is business activities, we can mselharabalrandmurabahahthat based on
profit and loss sharing, whereby the loss born &pital provider and profit disbursed
depend on agreed ration among parties. For agireutturposes we can usalam where
the payment in advanced where the commodity wilivdeed in the future in agreed
price and agreed types of commodity and so on.

6. Conclusion

This paper introduces the relevance of Islamic aficance concept vi&operasito
utilize by Islamic bank in Indonesia that can beegted also globally by using NGO as
intermediary between group members and the banls ficrofinance bound under
shariah compliance contract in mobilizing the fuhdt promotes financing activities to
the poor. The workable poor are potential cliehtd tan generate profit for the bank and
generate profit for the bank that can increase @oon growth of the country. One the
poor can be decreased from time to time usingrtiudel, the prosperity of themmah
will taken place. Introducing Islamic microfinance to promote social justice in the
society and equal distribution of wealth at sameetprohibiting illegal activities that can
destroy social and environmental well being is t@nsed in this model.

The model in this paper has been discussed itsngdbatures, first; the concept
of group based lending that is one of the most esgfal microfinance concept as a
globally accepted to be practiced by Islamic bdnkhe group based lending, we train
the members to becomashabiyahto each other under contraetawun where each
members will responsible with any issue happeneahgnthem and cooperate in the time
of profit and loss. Second; the purpose of usingdfasi as intermediary between group
members and the bank is to reduce the cost. THedmes not need to open the branches
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in the urban area that can increase the adminatrabst and other cost. Third; training
for the members is very urgent in this financingany microfinance institutions failed
due to lack of skills of group members and lesscatkd. Thus, the task of bank is giving
training regarding to the relecant skills and mamagnt of business and also regulation
of the bank to improve their ability.

As far as the poor are being concerned, they shpatdeive formal savings,
credit and financial services as safer and momadiive (Obaidullah and Khan 2008).
Formal saving by group members also one of riskgatibn instrument that can be used
by Islamic bank. However, the primary goal of tmsedel is to develop a microfinance
industry that is institutionally and financially stainable and integrated within the
broader formal financial sector that respects thiural and religious values of a Muslim
society. This model seen as an essential tool ppdoach for poverty alleviation and
soci-economic development in Muslim countries.
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