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AUnder current seculareconomicsystem,conventional finance is mainly commercialfinance which
excludes social finance The objective of maximizing profit in commercial finance is mostly
conflicting with the objective of triple bottom-line (outreach, sustainability and welfare impact) in
social finance Meanwhile, conventional commercial finance is inherently unstable (Summer,
2002, while triple bottomline in conventional social finance is impossibleto be achieved(Zeller
and Meyer, 2002 due to missiondrift (Armendariz,et al., 2013 and commercialization(Hamada,
2010, so that the integration between conventional commercialfinance and conventional social
financeto achievethe wellbeingof the societyis very unlikely.
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AUnder Islamic economic system, Islamic finance is not only about commercialfinance, but also
coverssocialfinancewith similar objective to achievefalah (wellbeingand prosperity in this world
and in the hereafter). Meanwhile, Islamic commercial finance is inherently stable (Aziz,2010),
while Islamicsocialfinance could simultaneouslyachievetriple bottom-line (Ascaryagt al., 2015.

AMoreover, the pillars of Islamiceconomicand finance encompasdslamiccommercialfinance (such
as partnership, real activities, governanceand ethical), as well as Islamic social finance (suchas
zakatand wagf). Therefore,in a country adopting dual financial system,financial systemstability
could be enhanceby integrating Islamiccommercialfinance and Islamicsocialfinance Thisstudy
aimsto explorethe integration of Islamiccommercialand socialfinancein micro/small scale
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AThe principles of Islamic economicand finance is not only focusedon the commercial
side, suchasthe prohibition of riba, gharar, maysir,dharar, dzalimand muharramat, but
it isalsofocusedon the sosialside,suchaszakat,infaq, shadagaand wadf.

AZakatis not only an instrument to achieveequitable distribution of income and wealth

Inclusively,but zakatis also an instrument to control individual wealth to be channeled
to productive activitiesin the real sectot

AWagf alongwith infag and shadaqgajs an instrument intended to encouragemembersof
the community to participate in socialand commercialactivities aiming to improve the

_welfare of the community. _
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ASothat economywould run sustainablyto achieveequitable distribution of income and
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AHowever, zakatand waqf, as elementsof Islamicsocialfinance, have not been giventhe
same attention to Islamic commercial finance, so that IFI has mostly focused on
commercialfinance

Aln the meantime, conceptually, Islamicfinancial institution (IFI), especiallylslamicbank
(IB), Islamic rural bank (IRB) and Islamic microfinance institution (IMFI), operates
differently compare to conventional financial institution (CFl) While CFI applies
fractional reservebankingsystem(FRBS)pooling of funds and liability driven, IFlapplies
non-FRBSallocationof fundsand assetdriven.

ABut, IFI has been operating mimicking CFl,so that IFI has also been exposedto risks
associatedwith FRBSpooling of fund and liability driven, suchasbubble, mismatchand
liquidity risk. Therefore,IFlhasalsobeenaffected greatly by the globalfinancialcrisis

AThisstudy aimsto show that the implementation of Integrated Islamic Commercialand
Socialfinance in IFI would not only help to achievesustainablegrowth and equitable
distribution of income & wealth, but also would strengthen IFI and financial system
stability.
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2.LITERATURE REVIEW

Islamic Bank Operation
Regulation of IFI in Indonesia
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AConventionalbank collects deposits of various terms (DD, SDand TD), pools them together into
pooled funds, determinesits cost of funds, and extendsloans (sellsmoney). CBrequires ALMto
manageamismatch,liquidity andleverage CBisinherently unstable(Mirakhor & Kirchene,2009.

Alslamicbank determinesprojectsto be financed, collectsinvestment depositsaccordingto needed
terms, determines expectedreturn on assets,and determines expectedinvestment returns (asks
partnership). IBrequiresiRRManagement IBis inherently stable (Mirakhor & Kirchene,2009).
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