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INTRODUCTION
ÁUnder current seculareconomicsystem,conventionalfinance is mainly commercialfinancewhich

excludes social finance. The objective of maximizing profit in commercial finance is mostly
conflicting with the objective of triple bottom-line (outreach,sustainabilityand 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 veryunlikely.
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INTRODUCTION
ÁUnder Islamic economicsystem, Islamic finance is not only about commercial finance, 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 Islamicsocialfinancecouldsimultaneouslyachievetriple bottom-line (Ascarya,et al., 2015).

ÁMoreover, the pillars of Islamiceconomicand financeencompassIslamiccommercialfinance(such
as partnership, real activities, governanceand ethical), as well as Islamicsocial finance (suchas
zakatand waqf). Therefore,in a country adopting dual financial system,financial systemstability
could be enhanceby integrating Islamiccommercialfinanceand Islamicsocialfinance. Thisstudy
aimsto explorethe integration of Islamiccommercialandsocialfinancein micro/small scale.
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INTRODUCTION

ÁThe principles of Islamiceconomicand finance is not only focusedon the commercial
side,suchasthe prohibition of riba, gharar,maysir,dharar, dzalimand muharramat,but
it is alsofocusedon the sosialside,suchaszakat,infaq, shadaqaandwaqf.

ÁZakat is not only an instrument to achieveequitable distribution of income and wealth
inclusively,but zakat is alsoan instrument to control individual wealth to be channeled
to productiveactivitiesin the real sector.

ÁWaqf, alongwith infaq andshadaqa,is an instrument intended to encouragemembersof
the community to participate in socialand commercialactivities aiming to improve the
welfare of the community.
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ÁSothat economywould run sustainablyto achieveequitable distribution of incomeand
wealth with stableand just monetaryandfinancialsystem.
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INTRODUCTION
ÁHowever,zakatand waqf, aselementsof Islamicsocialfinance,havenot beengiventhe

same attention to Islamic commercial finance, so that IFI has mostly focused on
commercialfinance.

ÁIn the meantime, conceptually,Islamicfinancial institution (IFI),especiallyIslamicbank
(IB), Islamic rural bank (IRB) and Islamic microfinance institution (IMFI), operates
differently compare to conventional financial institution (CFI). While CFI applies
fractional reservebankingsystem(FRBS),poolingof fundsand liability driven, IFIapplies
non-FRBS,allocationof fundsandassetdriven.

ÁBut, IFI has been operating mimicking CFI,so that IFI has also been exposedto risks
associatedwith FRBS,pooling of fund and liability driven, suchasbubble,mismatchand
liquidity risk. Therefore,IFIhasalsobeenaffectedgreatlyby the globalfinancialcrisis.

ÁThisstudy aims to show that the implementation of Integrated IslamicCommercialand
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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BANK OPERATION
ÁConventionalbank collectsdepositsof various terms (DD,SDand TD),pools them together into

pooled funds, determines its cost of funds, and extendsloans (sellsmoney). CBrequires ALM to
managesmismatch,liquidity and leverage. CBis inherently unstable(Mirakhor & Kirchene,2009).

ÁIslamicbank determinesprojects to be financed,collectsinvestmentdepositsaccordingto needed
terms, determinesexpectedreturn on assets,and determinesexpectedinvestment returns (asks
partnership). IBrequiresiRRManagement. IBis inherently stable(Mirakhor & Kirchene,2009).
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Source: TF-IFGFS(2010)


