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PREFACE 

مالرحي الرحمنبسم الله   
 

Alhamdulillāhi rabb al-ālamīn, all praises be to Allah SWT who has bestowed us His 

Mercy and Blessings until we are able to orgaise the 3rd International Conference on 
Islamic Economics and Financial Inclusion (ICIEFI), initiated by International Program for 
Islamic Economics and Finance, Department of Economics, Faculty of Economics and 
Business, Universitas Muhammadiyah Yogyakarta (IPIEF FEB UMY) on July 11-12, 2018. 
Shalawat and Salam may always be deliver upon Prophet Muhammad (Peace be upon 
him) who guided us from ignorance and darkness to the lightness. 

 

This conference is the third international conference held by International Program 
for Islamic Economics and Finance, Department of Economics, Faculty of Economics and 
Business, Universitas Muhammadiyah Yogyakarta and it is one of annual agendas 

corcerning Islamic Economics and Finance. The theme of the 3rd ICIEFI is “Islamic Social 
Finance for Sustainable Development Goals”, given the pivotal role played by Islamic 
social finance to help solve the social problems. It is also a forum for Islamic economists 
coming from various academic backgrounds to exchange bright ideas for the 
advancement of Islamic economics and finance 

 

In addition, the 3rd ICIEFI is conducted by combining two main events, namely 
international conference and Summer School called as International Traninig for Young 
Islamic Economic Leaders (ITYIELds) in which not only invite academicians, but also 
practitioners and students. 

 

Last but not least, on behalf of the Committee, we would like to express a sincere 
thanks to the keynote speakers, presenters, reviewers, committee and all parties who 

have contributed to the success of 3rd ICIEFI 2018. We also apologize for any mistakes 
which may occur during the event and errors made in this proceeding. 

 

Finally, hopefully, the 3rd ICIEFI IPIEF FEB UMY would give much benefites to us. 
 

Wassalamualaikum, 
 

Yogyakarta, July 11, 2018 
 

 

 

 
 
 
Dr. Ayif Fathurrahman 
Chairman of the Committee 
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Dr. Mustafa Omar Mohammed 
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“The Role of LAZISMU towards SDGs: Challenges and Policies” 
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Amphiteather, 4th floor 
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“Waqf and Sustainable Development Goals” 
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ANALYSIS OF POVERTY ALLEVIATION AND FINANCIAL 
INCLUSION IN THE MUSTAHIK EMPOWERMENT 
PROGRAM IN PEKANBARU 
 
Budi Trianto1, Yasir Nasution2, Saparuddin Siregar2 

1 STEI Iqra Annisa, Pekanbaru 
2 Universitas Islam Negeri Sumatera Utara, Medan 
Correspondence: budi_asamandiri@yahoo.com     
 

 

ABSTRACT: This study aims to analyze poverty alleviation and financial inclusion in the 
mustahik empowerment program in Pekanbaru. The samples involved in this study were 
105 people drawn from four organizations of zakat in Pekanbaru. The analytical technique 
conducted using qualitative descriptive analysis. The results of this study show that the 
economic empowerment program conducted by zakat institutions in Pekanbaru has 
succeeded in alleviating the mustahik of the poverty line. Based on the World Bank's 
poverty line, there are 34.07% of successful out of poverty line. Meanwhile, if using the 
Government poverty line then there are 60.29% mustahik who managed to get out of the 
poverty line. However, this empowerment program has not lead to sustainable 
development program that has linkage program with shariah micro finance institutions so 
that financial inclusion has not been successfully created. 

 

   KEYWORDS: Poverty Alleviation, Mustahik Empowerment and Financial Inclusion 
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ECONOMIS EQUALITY AND ISLAMIC ECONOMY 
 

Raiz Bin Ahmad 
Student, College of Islamic Da’wa, Ma’din Academy 
 
Kerala, India 
Correspondence: raizchettimani14@gmail.com 

 

 

ABSTRACT: The negative effects of economic system on society, development and 
equalityoutweigh the positive sides. As this topic is an important present day issue, it was 
selected for the presentation. The main purpose of the presentation is to describe the 
economic equality by Islamic system, how the negativity of current economic system can be 
solved and some views which can be adapted in current economic systems. This paper, by 
means of synthesis and analysis, explores the essential parts and benefits of Islamic 
economic system such as zakath and welfare, zakath and equality waqf and sustainable 
development, waqf and social welfare, waqf and economic development, swadaqa and 
equity swadaqa and social welfare, inheritance and equality also Islamic banking and good 
faith. The comparative analysis shows that benefits of Islamic economic system for current 
situation. As for the prediction of the development of the economy, this study suggests that 
islamic economy needs to be adapted all over the world. Among the negative influences, 
interest and insurance needs to be reduced in the current system where the wealth is over-
handled by a few people and the rich become too rich and poor too poor. 
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ABSTRACT: The purpose of this paper is to compare the impact of Zakat which is taken by 
obligatory and/or voluntarily to boost purchasing power and economic growth for period 
2011-2015 between Aceh Province and West Java, Indonesia. Therefore, the government 
can make a proportional regulation to develop zakat appropriately. By comparing the result 
of Vector Error Correction Model (VECM) for panel co-integration analysis, variance 
decompositions and impulse response functions, this study investigates Zakat, purchasing 
power and growth nexus. Zakat is found more contributive to increase purchasing power of 
the society and regional economic growth both in the long run and in the short run, with 
fluctuating variance from the first year in Aceh. On the other hand, zakat helps Islamic 
banking to boost economic growth in West Java. The results lend support to the view that 
zakat not only leads to social benefits but also has positive impact on both the economy and 
the development of the society. Then, obligatory model will take more benefit in the Muslim 
majority society who is ready to practice Islamic values in their life. Therefore, this research 
could serve as a recommendation for other provinces to continuously promote zakat as 
their public policy. Originality of this research is to assess and compare zakat-led growth as 
the impact of zakat to the purchasing power and regional economic outcome in different 
ways of application. Another novel aspect of this study is in the methodology; it employs 
VECM panel co-integration analysis, VDCs and impulse response functions on the set of 
annual data for period of 2011-2015 in Aceh Province and West Java, Indonesia. 
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ABSTRACT: The problem in this research is in the context of zakat management, where one 
of the things that need to be maintained is the credibility and accountability of zakat 
management institution. Do not let the public distrust due to errors and violations in the 
management of zakat. In terms of real collection, the amount of zakat collected by the 
official BAZNAS and OPZ throughout Indonesia has not reached for the optimal figure. Based 
on official data of National Amil Zakat Agency (BAZNAS), it is known that the national zakat 
collection only reached at Rp 3.65 trillion in 2015. Zakat collected is still less than five 
percent compared with the total potential. One of the main factors induces the not yet 
optimal utilization of zakat instruments in national development is the weakness of 
pragmatic governance that leads to not optimal yet the management system of national 
zakat. This research uses Enterprise Risk Management (ERM) method with modified 
oncoming on Committee of Sponsoring Organization of the Treadway Commission (COSO) 
approach. The existence of studies or scientific research related to the concept of risk 
management in the management of zakat becomes very important and strategic. In ZCP 
documents, the types of risks that have been identified can be grouped into 4 (reputation 
risk and loss of muzakki, zakat distribution risk, operational risk, and the risk of zakat 
transfer between countries). 
 
KEYWORDS: Risk management, Zakat management, Zakat management risk, Conception of 
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ABSTRACT: The purpose of this study is to know and analyze the effectiveness of productive 
zakat empowerment program in BAZNAS Riau Province. The research methodology used is 
descriptive qualitative, that is analyzing data based on the result of respondent answer that 
related to previous relevant theory and research. Data collection is done through survey 
methods and interviews with the mustahiq who receive accommodation. The total number 
of samples are 30 people, with quota non probability sampling method. The results showed 
that the productive zakat empowerment program in BAZNAS Riau Province has been 
effective, both materially and spiritually. The effectiveness of this program  is seen from the 
increase of in income and the development of business volume of mustahiq. While 
spiritually the effectiveness seen from the increasing of infak and sadaqoh frequency also 
the concern increasing of the religious activity. 
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ABSTRACT: Waqf is a form of charity in Islam. Waqf can be used for the benefit of umat with 

creating it to be productive waqf. Grobogan has the potential waqf land in which has not 

been managed become productive waqf especially for health services. Meanwhile, the level 

of health status in this district is below the target of Central Java. Therefore, it is necessary 

to develop the strategy to manage land waqf in Grobogan in creating health services that 

can level up public health. This research aims to find the problems, solutions, and strategies 

to create health services in Grobogan using land waqf. Fuzzy Analytic Network Process 

(FANP) method is used in this research. This method is combination between Fuzzy method 

and Analytic Network Process. Fuzzy is used to overcome the existence of incomplete data 

information and accommodate the vague nature of qualitative research decision makers. In 

the ANP method can only take over one assessor only so that with the Fuzzy method this 

weakness in the ANP method can be resolved. The analysis of waqf land management 

strategies for health facilities in Grobogan covers the aspects of government, nazdhir and 

wakif. The results of this research insinuate that three aspects of land management of waqf 

for health services in Grobogan as the main priority and appropriate development strategy 

is to improve government performance in socialization of waqf legislation. 
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ABSTRACT: Indonesia is a predominantly Muslim country. As the third pillar of Islam, zakat 
shall be paid by every qualified Muslim. Zakat is a social and economic instrument that has 
enormous potential, so it can be optimized for the development of a nation where one of 
them increase the welfare of the community. The role of welfare improvement is not only 
the responsibility of the government, but the community can contribute in improving the 
welfare among others, one of them is through the distribution of zakat, infaq and alms 
which is coordinated through Badan Amil Zakat Nasional (BAZNAS). This study focuses on 
the productive zakat distribution by BAZNAS of Sleman Regency by examining the factors 
that influence the successful utilization of zakat in improving the mustahic welfare by using 
the Structural Equation Modeling Partial Least Square (SEM-PLS) method. The variables 
used among others that is mustahik, amil officers, successful utilization of zakat and 
prosperity mustahik. In the welfare variable, the variable-forming indicator is factored into 
summarizing the variables, thus forming five new factors used in the SEM-PLS analysis. In 
SEM-PLS analysis, it is found that the amil and mustahik officers have an effect on the 
success of zakat utilization, but the success of zakat utilization has no effect on the welfare 
of musthik, meaning that there is no economic improvement as a result of the distribution 
of productive zakat. From the results of this study is expected to be used by BAZNAS Sleman 
District as a study material in taking a policy related to the distribution of zakat, so the 
benefits of utilization of zakat can be maximized and can improve the prosperity mustahik in 
the long term. 
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ABSTRACT: There are 3 treatment models  on zakah and tax in the modern era. The first is 
zakah as tax credit, ie zakah deducted from income tax payable. The second model is zakah 
as a deductible of taxable income, meaning zakah is deducted from net income, and the 
third zakah and tax are not interrelated in its management. In Indonesia currently zakah 
applies as a deductible of taxable income in accordance with Law Number No.23 of 2011 on 
the Management of Zakah. However, in the Statement of Financial Accounting Standards 
(PSAK) No. 101, the presentation of Sharia Financial Statements in Indonesia, it is stated that 
zakah is not included in profit and loss post, so if it refers to it, zakah is not appropriate if it is 
treated as deductible of taxable income. The proper treatment in the relationship of zakah 
and tax is, zakah as tax credit. It is also supported by the results of research by analytic 
network method approach of benefit, cost and risk (BCR) approach, which will be described 
in this paper. The result of the calculation of the average approval of public finance experts, 
which in this study consists of academic elements, national amil zakah agencies (Baznas), 
and Fiscal Policy Agency, obtained the ranking of the most appropriate model of zakah and 
tax treatment for Indonesia as follows, the first rank is an alternative to zakah as a tax credit. 
The model of zakah policy as a deduction of taxable income only occupies the second 
alternative, and the third or final ranking is zakah and taxes are not interrelated in its 
management. The results of literature study on policy implementation in Malaysia, also 
supports it, that after the enactment of zakah as a tax credit, the acceptance in the sector of 
zakah and taxes increased at once, without any trade off. This happens because of the 
expansion of base muzaki and taxpayers at once. Factor of higher level of awareness and 
honesty in paying zakah as obligation of a Moslem, will also accelerate and increase data of 
taxpayer, than if taxpayer data collection is not integrated with muzaki data collection. 
Another advantage of zakah policy as a tax credit is the existence of the standard rules of 
zakah allocation to the poor can strengthen the economic redistribution, which increases 
the consumption and investment duafa. In other words, zakah as a tax credit is a more 
optimal policy for Indonesia to increase public financial revenue, compared with the current 
policy of zakah only as a deduction of taxable income. 
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ABSTRACT: The industrial revolution which has reached a time when the machine is capable 
of making decisions. The machine is able to overcome the problems of production and 
consumption. In the other hand, the industrial revolution lead to unbalanced distribution. 
According to Credit Suisse Global Wealth Databooks (2016), Indonesia ranks fourth with 
high inequality. The proportion of Islamic state expenditure on health and research and 
development is very low. It can cause the high poverty rate. Based on data published by the 
Islamic Devolopment Bank (2015) for about 200 US and research in the range of it was 0.1 
compared with developed countries which have reached up to 4000 US and 2.5 for the field 
research and development. Zakat is a fiscal pillar of Islamic finance which reflects the purity 
of self and treasure. Amil zakat as an intermediary institution between mustahik to muzakki. 
The present of amil zakat overcomes income inequality, social problems, health and so 
forth. The management and allocation of zakat is required to be accountable. The existence 
of assistance be able to create independent community and decrease poverty level. The 
research method used was descriptive quantitative method. This research was done in 
National Bureau of Amil Zakat Institution in Bangkalan. This research presents the potential 
of zakat from the field of agriculture and trade, model management, distribution, and the 
ability to change the paradigm of amil zakat institutions as Islamic financial institutions for 
the society, especially the recipients of zakat. The results showed that the potential of zakat 
in agriculture based on Bangkalan gross regional domestic product in 2016 publication was 
183. 460. 000, and the potential of zakat in trade was 595,400,000. Poverty which can be 
overcome in Bangkalan is 205,710 with the potential of zakat in agriculture and trade. That 
enormous potential is very supportive of poverty alleviation program in in National Bureau 
of Amil Zakat Institution in Bangkalan. 
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ABSTRACT: Poverty in Indonesia by BPS as March 2015 is 11.22 percent or 28.59 million 
people, using USD 1.2/day/capita. If it uses the World Bank's benchmark, USD 2/day/capita, 
the poverty rate will jump to about 40%. Likewise with the rate of gini ratio that has reached 
the threshold, then the economic consensus is considered no longer reasonable which is 
0.40 in 2010. It means, in that year, one percent of the richest group control the 40 percent 
of national assets. Islam as a perfect religion has a concept of how to overcome it, one of 
them is zakat. The main contribution of zakat is to decrease the poverty especially in 
underdeveloped regions. The potential of national zakat according to BAZNAS research in 
2015 has reached Rp 286 trillion. This potention is huge for overcoming the poverty and 
discrepency. If it can be collected optimally, it will be able to give the contribution in 
decreasing the number of poor people. Thus, an amil institution is needed to perform zakat 
from collection to distribution. The purpose of this research is to know the role of amil zakat 
institution in transforming mustahik into muzakki, study at Infaq Management Institution in 
Bangkalan. The research applies descriptive qualitative method, with analytical techniques 
such as observation, interview, and documentation. The results show that the collected 
zakat is used for the usefulness of 8 asnaf. Infaq and alms are also contributed to the 8 
asnaf, although the distribution is flexible. In addition, the role of amil zakat institutions in 
the transforming mustahik into muzakki is through empowering mustahik. This 
empowerment effort is based on the material of tamkin fiqh (maddi) and non-material 
(ma'nawi). Both of them have been realized by LMI through facilitative role, educational 
role, representative role and technical role. LMI has also discovered the purpose of zakat for 
mustahik through the meaning of the word zakat in each program. 
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ABSTRACT: Indonesia is still not optimal in managing cash waqf money funds. During this 
time, Indonesian interpreted waqf as a land of graves, mosques, and schools that are 
focused on physical form. There have been many regulations that have been issued by the 
Indonesian government related to waqf which is a proof of support for the implementation 
of waqf in Indonesia. Based on BWI data, there are 187 nazhirs of cash waqf spread in 
Indonesia and registered officially in BWI. For the recipients of cash waqf, there are fifteen 
Syariah Financial Institutions Receiving Endowments (LKS-PWU) consisting of Islamic banks 
in Indonesia. The large number of registered institutions as nazhir who helped develop the 
money waqf in Indonesia gave great potential to the management of money waqf. 
However, there are still many nazhirs who have difficulty managing the cash waqf although 
using different strategies so nazhirs need a formulation of strategies that can be used in 
accordance with the conditions in Indonesia. This research uses Analytical Network Process 
(ANP) method by involving stakeholder of money waqf in Indonesia and literature review to 
formulate strategy of wakaf development in Indonesia. The results of the research are 
accountability, transparency, and professionalism nazhir become some nazhir strategy to 
manage cash waqf. 
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ABSTRACT: The potential of Zakat South Sumatra reached 2.3 trillion, but the collection of 
zakat by  Baznas only reached 2.9 billion. This acquisition is still very small compared to its 
potential that exists. Various strategies have been undertaken, including forming UPZ-UPZ 
mosque-based. By the end of 2017 there have been 148 UPZ-based mosques from 743 
mosques in various places in Palembang. This phenomenon becomes the thing that makes 
the thinking, what strategy should be done by Zakat Institution to reach the potential that 
exists. The purpose of this research is to see how the strategy planning with Appreciate 
Inquiry approach by Baznas of South Sumatera Province as the center of state zakat 
institution. The methodology used in this study is an interview technique involving all 
stakeholders of Baznas South Sumatera Province to obtain the data of Strengths, 
Opportunities, Aspirations and Outcomes to be achieved in institutional strategy planning. 
Then the data in this research analyzed by using SOAR Matrix. From the results of the 
research by applying Appreciate Inquiry approach, it is found that the strategic planning is 
done by looking at the strengths, assets, opportunities and potentials of BAZNAS as a 
centered philanthropy institution by putting aside the weaknesses, inconsistencies of the 
past. From the calculation of SOAR matrix obtained that from Internal Factor obtained value 
of 4.99. While from external factor obtained value equal to 3,2. If you look at the SOAR 
Matrix in the growth area by doing the SA strategy of creating various strategies that use 
the power to achieve the expected aspirations. 

 
KEYWORDS: - 

©ICIEFI 2018 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

mailto:mardiyahsiti19@gmail.com


28 
 

3rd International Conference on Islamic Economics and Financial Inclusion 
11-12 July 2018, Yogyakarta, Indonesia 

 
 
 
 

 

INCOME DISTRBUTION SYSTEM OF HOUSEHOLD SECTOR: 
COMPARATIVE STUDY OF ISLAMIC ECONOMICS AND 
CONVENTIONAL CONCEPTS 
 

Nilam Sari  
UIN Ar-Raniry  
Correspondence: nilam.sari@ar-raniry.ac.id  

 

 

ABSTRACT: Economic growth is inseparable from distributional justice for every individual. 
But in reality, there appears to be injustice and inequality in the distribution of income and 
wealth, thus impacting on increasing the number of poverty. The policy of distribution in 
Islam upholds the values of justice. Economic welfare is the result of the work of all 
elements in society, both government, household and company. Similarly, in creating 
distributive justice, not only the responsibility of government but also the public's obligation 
to make it happen. This article discusses how the concept of wealth distribution of 
household sector in Islamic economy and how it differs from the concept of distribution in 
conventional economy. The research method used is library research (Library Risearch), 
with data analysis method using inductive and deductive method. The results found; the 
distribution of households' income from the perspective of Islamic economics contains 
religious value (valued based), the process of the Muslim family's economic activity based 
on halal haram legality ranging from productivity (employment), property rights, 
consumption (spending), transactions and investments. There is a priority in the distribution 
of household sector assets such as the fulfillment of the primary needs of the family is 
preferred prior to the implementation of zakat, while wakaf udhiyah infak and testament is 
done after paying zakat. This is very contrary to the conventional concept in the distribution 
of households' household wealth, where the concept is empty of religious values, tends not 
to support productivity and investment aspects and does not prohibit the consumption of 
consumptive (tabzir). In addition, there is no priority in the distribution of household income 
and does not pay attention to the illegal halal legality in the process of family economic 
activity.  
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ABSTRACT: The existence of sharia banks is expected to answer the problems of 
conventional financial system, now questioned the impact for the global economy. 
Beginning with the presence of Mit Ghamr Bank in Egypt in 1963 then followed other Islamic 
banking. Unfortunately, the presence of sharia banking is now biased impact in the economy 
of a country, Not all countries receive a positive impact due to the existence of Islamic 
banks. Declining inequality is one of the significant impacts due to the existence of Islamic 
banks, but whether it applies to all sharia banking in the world, then how the allocation of 
sharia banking that can reduce the imbalance of a country. This study uses secondary data. 
The data used is panel data from 1977 to 2016 on Worldbank Data and IDB data. Panel data 
analysis is PLS (pooled least square). The results of this study indicate that pembiyaan equity 
has a negative relationship to the coefficient gini. This means that the application of existing 
equity based system in sharia banking can reduce tingkakat imbalance. In addition, in other 
variables that have significant negative results is Instalment or commonly called Ijarah 
Mutanahiyah Bi Tamlik (IMBT). There is something interesting from the results of this test is 
on murabahah financing. In the test results, it turns out murabaha proportional to the 
dependent variable. 
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ABSTRACT: Islamic finance is challenged to be able to contribute positively in solving modern 
finance needs and at the same time realize Islamic vision in creating socio-economic justice 
and equilibrium in society. The integration of commercial and social finance is one way to 
address this challenge. This is possible since Islamic finance is having two potentials, namely 
Islamic finance is the fastest-growing segments of the global financial industry and the 
amount of social funds is always increasing; and Islamic finance is founded on the principles 
that that support socially inclusive and development promoting activities, financial inclusion, 
risk sharing, value based financial intermediation, reducing vulnerability of the poor and 
more broadly contributing to financial stability and development. The paper attempts to 
explore the foundations and unique characteristics of Islamic financial institution practice 
that could provide a better platform to achieve socioeconomic justice as through 
integration of commercial and social finance. In this regard three dimensions will be 
discussed, namely Islamic finance and the idea of good finance, Islamic finance and socio-
economic equilibrium and Islamic finance the re-definition of Shariah compliance. 
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1. INTRODUCTION 
 

Islamic finance is often viewed as a potential alternative towards conventional financial system. The 
dramatic expansion of Islamic finance and its march towards integration with global financial system 
might be seen as a success story which shows that Islam and the Shari’ah can contribute positively to 
solving modern finance needs.  This also shows that Islamic finance is viewed as an attractive system 
that has potential to be viable alternative to conventional financial system and  adopted across the 
globe.  
 
The expectation for Islamic finance is also high whereby it is challenged to be able to offer solutions to 
the problem of poverty, inequality, domination and discrimination to the lower segment of society, the 
problem of frauds, greediness and other unethical behavior in modern financial practices.  
 
Likewise, Islamic finance is challenged to offer solutions to financial practices that would put break on 
exotic structure instruments that have no real benefit to the public; bridge finance and real economy 
and commercial activities; and put high commitment to the triumph of ethics and morality in financial 
transactions, have attracted wide audiences to Islamic finance. There is a general hope and belief that 
Islamic finance is able to offer a coherent perspective for understanding real financial problems as well 
as a genuine alternative to the very foundations of how finance should be managed to actualise human 
prosperity.   
 
However, so far, it is felt that there is imbalance in Islamic financial services industry. The Global Islamic 
commercial finance is still dominated by three sectors covering Islamic banking, Islamic capital market 
and also takaful. The social finance is still lack behind. In addition, according to Yasushi Suzuki (2015), 
there is a tendency towards financialization is in Islamic finance industry following the path of 
conventional financial system. In addition, the ethical dimension and social orientation in financial 
practices have also been neglected in the dominant definition of Shariah compliant by only looking at 
the contractual compliant of financial product with Islamic law (Asutay, 2012).  
 
This conceptual paper attempts to explore the foundations and unique characteristics of Islamic 
financial institution practice that that could provide a better platform to achieve socioeconomic justice 
as envisioned by Islamic economics. In this regards three dimensions will be discussed, namely Islamic 
finance and the idea of good finance, Islamic finance and socio-economic equilibrium and Islamic 
finance the re-definition of Shariah compliance.  
 
 

 
2. ISLAMIC FINANCE AND THE IDEA OF GOOD FINANCE 
 
In the recent decades, there has been a growing interest in the issue of ethics and finance from the 
public, academics, investors and businesses. The calculation of costs and benefits in term of financial 
profit as a reliable guide to determine what is harmful and beneficial is viewed as insufficient in deciding 
what is good and bad. There is a call to also look at social impact of financing whether finance could 
bring positive impact to society and environment.  
It is recognized that profit maximization which is often fueled by thrift and greediness in financial 
industry has caused the financial crisis. Financial instruments called derivatives have been used in 
unethical ways to fool regulators and personal gain at the expense of public interest (Juurikkala, 2010: 
27). This is possible in the current age of financialization that dominating the industry (Foster, 2007; 
Epstein, 2005). 
 
The term ‘financialization’ can be defined as a pattern of accumulating profits through financial 
channels rather than the traditional means of trade and commodity (Krippner 2005) or a shift of 
economic epicenter from industrial to finance capitalism (Foster 2007). Wealth creation requires 
investment in real economy.  However,  the  process  of financialization  helps elites (the rich) 



3rd International Conference on Islamic Economics and Finance Inclusion 
11-12 July 2018, Yogyakarta, Indonesia 

 

 

 

33 

 

accumulate huge pile of capital from financing activities rather than investing  in  traditional  production  
and  investment  in  tangible  assets (Suzuki, 2015). This trend, as observed by Daniel  Bell  (1973)  started 
in  the  early  of  1970s whereby there is an  imminent  shift  of  society  from  the traditional mode of 
production and distribution to a new form of which he termed as ‘post-industrial’ society in which 
financial sector dominates human economic activities throughout the world.  
 
Eventually, this has resulted a huge gap between financial economic sector and real economic sector. 
Financial market is dominating every sphere of economy and has become the pace-setters of all 
markets as wealth effect, positive and negative. Final market also plays  a  crucial  role  in  economic  
cycle,  in  which  ‘gambling and speculation with analysis,  advice,  appraisal,  advertising,  and  
commission-charging  becomes  a  major  growth industry’  (Dore  2000:6). Robertson (1998: 54) 
observes “People are increasingly experiencing the workings of the money, banking and financial 
system as unreal, incomprehensible, unaccountable, irresponsible, exploitative and out of control.” 

The Islamic financial system is expected to respond to the current adverse global situation and its unfair 
financial system, which is exploitative, discriminatory and unjust in its allocation of resources. The 
existing conventional financial system is also unstable, having fragile foundations that lead to bubble 
growth and a steady stream of attendant crises.   
       
Therefore, there is a massive call for Islamic finance to be able to reduce the gap between financial 
market and real economic sector, and financial intermediation should be done in order to facilitate the 
growth in real economic sector. Asutay (2012: 101) puts his concern that there is a tendency in Islamic 
finance industry towards financialization in Islamic financial product development that mimicked the 
conventional products and hence endogenizing the shortcomings of conventional finance into the IBF 
realm.  
 
Furthermore, Islamic finance as a good finance also calls for ethical commitment in financial activities. 
It is recognized that frauds, insider trading and the manipulations of books, auditing and accounting 
scandals have been reported as part of modern financial practices. Those unethical actions at the global 
finance situation have triggered mankind to rethink the relationship of ethics and good finance 
(Furqani, et all, 2016).  
 
In Islamic finance, ethics, rules and regulations are inseparable elements that guide market players in 
their interaction within the system. Profit and ethics, should not be viewed as something irreconcilable. 
Profit is lawful and legitimate if it is derived from legitimate means. In fact, Akin and Mirakhor (2016: 
560) argues that profit maximization is applicable to an Islamic economy provided that the normative 
structure, derived from the Qur’an and Sunnah, is in place. In other word, profit maximization goal has 
to be done with rule-compliance. Lynch (1994: 3) also argues that profit maximization can be integrated 
with ethics through moral embeddedness in the business purpose whereby profit could be used for 
developing human potential, providing relief from suffering, opening up new opportunities in 
technology and other fields of human endeavour. 
 
Unfortunately, in conventional finance, ethical consideration is treated as an exogenous variable to the 
system. Ethical exogenism implies that finance philosophy and practice is independent of value 
propositions and interventions. Professionalism in the field of finance is often defined and measured in 
a mechanistic perspective of profit maximization to the corporate and shareholders irrespective of 
social benefits. As a result, all stakeholders operating within the system seek to achieve higher and 
more profits than to put effort on how finance could bring positive impact to the society and 
environment.  
 
Since ethics is assumed not to form part of the financial system, commercial and social dimension of 
finance are not seen as integrated in pursuing and establishing a good social order within the system. 
Eventually, when the gap widens, a dysfunction in the financial system occurs. A typical case is the 
example of recurring crises in the modern financial system which, for some, is triggered by unethical 
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motives and actions. They are said to represent a moral failure instead of a system failure. The cause is 
the unethical behavior of market players, who attracted by greed and profit maximisation, justify their 
highly speculative practices and have transformed financial dealings into a casino, rather than an 
industry that empowers people and stimulates productive activities and development. 
 
Being a new way in doing finance, the integration of commercial and social finance is not only necessary, 
but it is the dimension that would justify the relevant of Islamic finance in modern context. With that 
perspective, Islamic financial system aims at creating a supportive environment of creating a good 
finance in which eventually a good society could be established. This is possible since Islamic finance is 
developed based on Islamic ethics. The ethical premises of Islamic finance are derived from the 
foundations of Islam that provide guidance as to how a good financial system should work. These value 
propositions, among others, are the following:  
 

 Islamic finance is based on the Principles of Shari’ah (aḥkām al-Shar’iyyah) which set the rules 
and regulations applicable in financial dealings and aims to achieve the goals of Shari’ah 
(maqasid al-Shari’ah) which establish the direction of financial activities. 

 Islamic finance promises growth in accordance with ethics and moral commitment, social 
responsibility and financial stability. 

 Islamic finance offers a variety of contracts and allows dynamism and flexibility in product 
development and innovation. 

 
This ethical concern to strengthening business ethics should be elaborated, defined and developed as 
a guide to market players for setting the proper behavioural framework that should direct financial 
activities. The integration of commercial and social finance should be embedded in the mind and 
behavior of Islamic finance players so that a good finance can be realized.  
 
 
3. ISLAMIC FINANCE AND SOCIO-ECONOMIC EQUILIBRIUM 
 
Integrated commercial and social finance in Islamic finance is necessary to achieve the socio-economic 
equilibrium. The integration would help in solving the socio-economic problems of in society through 
two mechanisms: the social benefits of commercial finance activities and the social orientation in the 
commercial finance products.  
 
This is possible since Islamic finance is recognized as having two potentials: firstly, Islamic finance is the 
fastest-growing segments of the global financial industry with global assets expected to surpass US$3 
trillion by 2020. Those funds can be used in growing the economy as well as in supporting the lower 
segments in society. Secondly, Islamic finance is based on the principles that support socially inclusive 
and development promoting activities, enhanced financial inclusion and intermediation, risk sharing, 
reducing vulnerability of the poor and more broadly contributing to financial stability and development.  
 
As has been explained, profit in Islamic perspective is allowed and justified not only for personal benefit 
but also for social benefit. Profit maximization goal should not lead Islamic finance institutions to gain 
at the expense of society at large. Financing the poor, the small and medium scale enterprise for 
example, should not be meant to get more profit, instead, it should be aimed at empowering the poor 
through some partnership, participation and collaboration in productive works. The Prophet SAW in 
this regards has shown the way by helping a needy person to buy an axe to cut wood instead of giving 
money to meet his immediate consumptive requirements (Ibn Majah, vol 1, p. 338). 
 
Likewise, profit generated should be channelled back to the benefits of society. Islamic finance in this 
regard is the commercial finance with socio-economic objectives of benefitting the public at large. In 
this regard, the public would receive benefits from the Islamic financial activities such as in the form of 
CSR’s funds, grants, scholarship, public facilities, and etc.  
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Islamic finance can also be designed with integrated model incorporating the social dimension in 
financial products in order to reach wider segment of society, particularly the low income society that 
have been neglected due to inability to provide low cost funds and empowering the poor, the 
disadvantaged and marginal segment of society (Martowardojo, 2016). 
 
So far, we have seen so many innovations integrating the commercial and social finance in Islamic 
finance activities, such as by integrating waqf, sadaqah and zakat into Islamic financial products, SRI 
(Socially responsible investment), impact finance, and etc that would harmonize the commercial 
interest and social benefits.  
 
Waqf as one of traditional philanthropy activities in Islamic teachings has been designed in financial 
products to attract investors that are willing to fulfill the social agenda. Some Islamic Financial 
Institutions have jointly collaborated with waqf agencies/bodies, particularly to alleviate poverty and 
to support more equitable redistribution of wealth (MIFC, 2015). 
 
In 1997, the Islamic Bank Bangladeshi Limited (IBBL) has established the cash waqf certificate to 
mobilize waqf for the development and progress of the socioeconomic Muslim society. Islamic 
Development Bank (IDB) has also established the World Waqf Foundation (WWF) in 2001 in 
collaboration with waqf organizations, governmental organizations, NGOs and philanthropists from the 
private sector with an aim to promote waqf to contribute to the social and economic development of 
member countries and Muslim communities and to alleviate poverty. In Bahrain, the Central Bank of 
Bahrain and Islamic financial institutions (IFIs) together established a waqf fund in 2006, proceeds from 
which were allocated to finance training, education and research at various levels in the Islamic finance 
industry.  
 
In Malaysia, Waqf Selangor Muamalat sets the first milestone of integrating waqf and Islamic finance. 
It is a joint collaboration between Perbadanan Waqf Selangor Berhad and Bank Muamalat Malaysia 
Berhad where waqf funds were channeled to the allocated waqf projects to help the needy 
beneficiaries for educational and health benefits and etc. This step has been followed by Bank Islam 
Malaysia Berhad that signed a Memorandum of Understanding (MoU) with University College Insaniah 
(KUIN) whereby both parties will collaborate to realisze the “Insaniah Waqf Fund” project. The purpose 
of the project is to develop a mosque in KUIN in Kuala Ketil, Kedah (MIFC, 2015).  
 
Integrated commercial and social finance can be done also through Islamic microfinance institutions 
(IMFI) that provide various Islamic financial products and services needed by low income and poor 
groups of the society. Islamic microfinance provides more holistic framework to enhance financial 
inclusion, eradicate poverty, and  a  healthy  economy  by  promoting  microfinance,  MSE  financing,  
and  micro insurance based on two main pillars namely redistributive mechanism in the form of zakat, 
sadaqah, waqf;  and  risk  sharing  instruments through microfinance and microtakaful institution 
(Ascarya, 2015: 4). 
 
One well known type of Islamic microfinance institution (IMFI) in Indonesia is Baitul  Mal  wa  Tamwil  
(BMT).  BMT is Islamic micro-finance institution that focuses on  collecting  compulsory  and  voluntary 
charities, such as zakat, infaq, sadaqah, awqaf and optimizing their distribution by applying  Shariah  
based  management in various micro-finance products. At the end  of  2014  number  of  BMT  has  
reached  3,900  BMTs  with  total  assets  of  Rp15 trillion,  managed  by  20,000  employees  serving  3.5  
million  customers that attempt to outreach the large number of society through various financial 
inclusion instruments such as micro-financing, micro-saving, micro-takaful, micro-pension, transfer and 
etc. (Ascarya, 2015: 29).1 

                                                 
1 Ascarya (2014: 6) has attempted to survey various models of microfinance. He identified 17 models of 

microfinance in the world, namely 1) Association model; 2) Bank Guarantee model; 3) Community 

Banking model; 4) Cooperative model; 5) Credit Union model; 6) Grameen Bank model; 7) Group 

model; 8) Individual model; 9) Intermediary model; 10) Non-Government Organization (NGO) model;  
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4. ISLAMIC FINANCE AND THE REQUIREMENT OF SHARIAH COMPLIANCE 
 
The integration of commercial and social finance brings a new dimension in the meaning of Shariah 
compliance in Islamic financial practices. It is recognized that the emphasis on contractual compliance 
in legal definition by cleansing the practices from interest (riba), gambling (maysir), uncertainty (gharar) 
and other prohibited (haram) elements as commonly found in financial services is not sufficient to 
answer the expectation of public on Islamic finance. The ethical commitment that would manifest 
Islamic ethics in financial practices and social orientations of benefitting the public at large are also 
expected Islamic financial practices.   
 
So far, Shari’ah compliance is understood in a narrow meaning of having financial products that satisfies 
the contractual requirements and mechanisms in Islamic law per se without a clear commitment or 
systematic application to ethics and social objectives which make people suggest that Islamic financial 
system seemed unable to offer a better operating alternative to the conventional financial system 
(Laldin and Furqani, 2016).  
 
There is high expectation of a new approach providing a moral alternative to conventional financial 
service as part of a complete system of finance that integrate the commercial and social interest. 
Willem Buiter (2009) in The Financial Times expresses this concern: 

 

What we need is the application of Islamic finance principles, in particular a strong 
preference for profit-loss and risk-sharing arrangements and a rejection of ‘riba’ or 
interest-bearing debt instruments. I am not talking here about the sham Shariah-
compliant instruments that flooded the market in the decade before the crisis; these 
were window-dressing, pseudo-Islamic financial instruments that were 
mathematically equivalent to conventional debt and mortgage contracts, but met the 
letter if not the spirit of Shariah law, in the view of some tame, pliable and quite 
possibly corrupt Shariah scholars. I am talking about financial innovations that replace 
debt-type instruments with true profit-loss and risk-sharing arrangement. 

 
Islamic finance, being an alternative to conventional finance, is created as an attempt to rearrange the 
modern financial practices to be in line with Shari’ah principles and requirements. Shari’ah as the 
backbone of Islamic financial system does not only contain the rules and regulation of contractual 
arrangements, but also principles, foundations and objectives upon which financial system from an 
Islamic perspective is established and should be directed on (Furqani, 2013). 
 
Islamic finance, in this regards, brings the Islamic visions of economy in the financial sphere in the effort 
of realizing human well-being and a just and fair order of society and the financial practices are arranged 
to meet those objectives. In other word, there is also expectation that Islamic finance should move 
from a ‘prohibitive driven’ industry that attempts to remove the prohibited elements in financial 
transactions towards having a ‘positive agenda’ of realizing Islamic ethics and socio-economic 
objectives such as social justice, equality and poverty elimination and empowerment of community (El-
Gamal, 2006). 
 
With the integration of commercial and social finance, Islamic finance attempts at reforming the 
adverse situation of the human economy; supplementing what is lacking in current practices; and 
offering a new, better perspective in guiding man to achieve wellbeing. The multifaceted crisis 

                                                 
11) Peer Pressure model;  12)  Rotating  Saving  and  Credit  Association  (ROSCA)  model;  13)  Small  

Business model; 14) Village Banking model; 15) Self Help Group model; 16) Graduation model; and 

17) Micro-banking  Unit  model. 
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confronting humanity―as manifested in the gap between material welfare and other dimensions of 
wellbeing, massive poverty and injustice, ecological destruction, etc.―reflects that the current financial 
practices is not really working to answer those issues and, therefore, a new alternative is expected. This 
would require a comprehensive understanding of Shari’ah in a multi-disciplinary perspective 
transgressing the legal compliance technicalities so that we could strategize how the industry should 
be structured and the Islamic vision in financial sphere could be applied. At the same time, this would 
invite all stakeholders; Shari’ah scholars, philosophers, economists, sociologists, and etc to join the 
march of developing an ‘Islamic’ financial system (Furqani, 2013).  
 
The integration of commercial and social finance in Islamic finance practices also would assist us to 
achieve the objectives of Shariah (maqāṣid al-Shariah). The prime ethical objective of Shari’ah (maqāṣid 
al-Shari’ah) is establishing and realizing maṣlaḥah (benefits) and eliminating mafsadah (harms) in 
human life. Shariah in all its rulings aims at realizing maṣlaḥah that would facilitate benefits, fairness, 
justice and goodness and removing mafsadah that would implicate to the harms, injustice, exploitation, 
and dispute in financial products and transactions (Al-Qaradawi, 2007).  
 
In this regard, a breakthrough in understanding Shariʿah principles and objectives in financial dealings 
and practices should be attempted. Islamic finance should be directed towards a bigger agenda of 
creating a new financial system addressing human economic life. The challenge posed for Islamic 
finance should not be understood as transforming the conventional financial practices or products to 
an Islamic mould, but rather, reforming the adverse situation of the world economy; supplementing 
the weaknesses in current practices; and also offering a new and better perspective in guiding man to 
achieve the ultimate well-being.  
 
Islamic finance in other word is an attempt to rearrange the daily socio-economic aspects of life in line 
with Islamic injunctions within the overall framework and system of Islām as well as to provide 
indigenous solutions to the problems of the Ummah (Ahmad, 1999). 
 
This is true since Sharī’ah is essentially a wider concept than that of Islamic law/rulings/jurisprudence. 
The concept of maqāṣid Sharī’ah (objectives of Shariah) requires pursuing Islamic finance with the 
consideration of its impacts in achieving the maṣlaḥah (benefits in human life) and removing the 
mafsadah (harms, difficulties and hardship in human life).  
 
The focus of attention should therefore not be limited in offering financial practices that merely satisfy 
the minimum standard of legal requirements (Shari’ah compliance) by replicating the conventional 
financial structure and modifying the conventional financial products. Efforts should be put in 
producing a well-conceived, consistent, and integrated framework in financial practices from an Islamic 
perspective. Creative and innovative product development is needed to respond the various needs in 
finance that would stimulate economic development and human wellbeing.  

 
This perspective would set a new perspective of finance, comprehensive changes in framework and 
approach, provide unconventional (if not out of the box) solutions in satisfying financial needs, and 
would enter and cater the larger number of society in the mobilization of resources and realizing 
wellbeing.  
 
 
 
5. CONCLUSION 
 
Integrating commercial and social dimension in Islamic finance practice and developing the Islamic 
social finance sector in the context of the Islamic commercial banking is very challenging. New 
approaches and formulations are required to address and to overcome the challenges to reach the 
objectives as directed by maqāṣid Shariah in the attempt of creating a good finance, achieving socio-
economic equilibrium.  
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The integration of commercial and social finance is possible since Islamic finance is founded on Islamic 
principles that prohibit riba, gharar, maysir and encourage partnership, risk sharing, honesty, fairness 
that mark a good finance.  
 
Innovative ways would have to be explored even to the extent of considering a new model of Islamic 
financial institution to develop the sector. The efforts would be directed to transforming the financial 
and banking system, and ultimately the whole economy, so that they will conform to the Islamic spirit, 
principles and objectives. The concern is not merely to secure the narrow legal compliance of banking 
and finance practices (comply with the Islamic legal rulings/ Sharīʿah compliance), but a more 
substantive movement toward a good financial system enshrining Islamic values, visions and objectives 
(committed to maqāṣid al- Sharīʿah). 
 
This certainly invites our creativity to design contracts that would take into account the social sphere 
in Islamic finance operations, along with commercial financing practices. Further research in this 
fundamental area should be done so that a meaningful Islamic banking and finance could be produced.  
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