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CONFERENCE OVERVIEW

The main theme foriECONS 2017 is Extending the Frontier of Islamic
Economics: Cultivating a Dynamic Social Finance Culture for Global Economic
Sustainability

The conference on Islamic Economic System (IECONS) 2017 provides a platform for
open dialogues and discussions among academicians, postgraduate students and
practitioners to address current and pertinent issues, prospects, challenges and
opportunities in the Islamic economic system. The conference will bring together
researchers who are actively pushing the boundaries of knowledge in various domains of
interest from around the world. The subject matter of Islamic Economic System is broad
and can be approached from various angles such as Islamic Banking and Finance,
Takaful, Islamic Capital Market, Zakat and Awqaf Institutions, Islamic Social

Enterprises, and Islamic Cooperatives.

With its brand name as an emerging, preferred Islamic higher education provider in
Malaysia, Universiti Sains Islam Malaysia (USIM) has shown a remarkable growth for
the past 10 years and Faculty of Economics and Muamalat (FEM) being its Islamic
banking and finance arm has contributed undivided supports to the growth. Thus, FEM,
USIM and College of Banking and Financial Studies (CBFS) are jointly
organizing iECONS 2017. The event is dated on 12 & 13 December 2017 and will take
place at Sundus Rotana Hotel, Muscat, Oman. This conference will bring together
regulators, professionals, industrial experts and scholars engaged in both practical and
academic research to discuss and having open dialogues on Islamic economics

development related issues.

OBJECTIVE OF THE CONFERENCE

1. To provide a platform for academics and researchers to present their research in
the frontier areas of Islamic social economy.

2. To analyze current issues and challenges and to explore further relationship
between social finance and the sustainability of Islamic Economic system.

3. To leverage the resources and expertise from cooperation in disseminating
information about opportunities and potentials of Islamic banking and finance as

stimuli for the dynamic social finance culture.
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ABSTRACT

The success of awgaf institutions are determined by many factors, among others are,
good feedback from the endowers either from their contribution and patronage. Thus, this
paper investigates the perception of endowers to endow and motivating them to
patronage in ensuring the wagqf institution success among 366 respondents during year of
2014. The study employs multiple linear regression for quantitative research based on
two models. First model analyse the intention to endow among respondents whereas the
second model study the internal and external factors influencing the intention to patronize
wagf in future. The findings show integrity of waqf institution, religious obligation and
access to cash waqf have significant contribution to the endower’s perception to endow
cash waqf. Whereas the endowers will patronise to endow if they are really familiar with
wagf institutions and easy access to cash waqgf as these two variables have significant
relation to the dependent variable. Thus, in order to motivate the endowers to continue
endows the cash waqf , continuous promotion and awareness programs to create more
familiarity should be done in parallel with the easy access to cash waqgf to encourage
repeating endowers.

Key words : Cash wagf, Islamic Social Finance, external and internal factors, critical
success factors

INTRODUCTION

The success of awgaf institutions are determined by many factors, among others are,
good feedback from the endowers either from their contribution and patronage to endow
cash waqgf to awqaf institution. Numerous studies on cash waqf behavior among
individuals have been carried out. Cash wagf is an easy instrument for people to do

charity (Jariah). Due to the benefits of waqf, Muslims have intention to contribute waqgf
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to gain benefits in the hereafter as well as to gain the blessings from Allah. According to
Muhammad Ridhwan et al. (2013), Muslims understand that contribution to wagf funds
will be rewarded by Allah SWT. However, they have very limited possession of tangible
assets/properties to be given away (infag). The waqf on properties is highly depends on
the individual's economic background and capabilities (Antonio, 2002, Amirul Faiz
Osman et al, 2012). Therefore, the use of cash waqgf is more convenience and incurred
less cost as compared to wagf on properties such as land, buildings etc. Beside that, wagf
contribution in the form of cash is believed to be a convenience way to Muslims to do this

act and it is one of the way to encourage Muslim to contribute wagf more frequently.

Chowadhury et al. (2011) explain that cash waqf can also help to restructure the current
institutional setup of wagf institutions and their networking throughout the country with a
view of increasing their performances. For example, as mentioned by Muhammad
Ridhwan et al. (2013), it can be observed that since the beginning of Islam, in the early
seventh century, many educational activities were financed by waqgf and voluntary
contributions. It is a historical fact that Muslim society depended considerably on waqf
for the funding of education at all levels. This has contributed in producing high caliber
scholars and academia as a whole and also contributed to reduce the socio-economic
differences by offering education to those based on merit rather than on ability to pay.
Therefore, the economically poor people in the society would be supported to reach the

socioeconomic pathway swiftly.

Mohd Umar Mohd Marzuki et al. (2012), in his study on solving poverty alleviation in
Malaysia, highlighted cash waqf as a way to reduce poverty and help the government to
save more and create more job opportunities. Even though their study show promising
alleviation up to 50% based on simulation this study requires usage of system dynamics

methodology for more exploration of the use of cash waqf.

According to Amirul Faiz (2012), Muslims are not really aware of the awqaf system
and its functions in this country, thus waqf literacy is very fundamental. As compared to
Muslims understanding on zakat and sadagah, their understanding on wagf is too narrow,
limited for donation for the purpose of bulding mosques and sites for graveyards. This
observation is supported by Siswantoro and Dewi (2002) in Indonesia, Laldin (2005) and
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Asyraf (2011) in Malaysia. Moreover, the donors are unaware that wagf contribution can

be expanded.

Overall, the awareness level about cash wagf in Malaysia is still low (Magna, 2014).
Furthermore the awareness towards cash wagf in Malaysia is still lagging behind as
compared to other countries like Indonesia and Middle Eastern countries (Haslidar et
al.,2013). Thus, this study attempts to evaluate the external and internal factors effecting
the waqgf endowers whose intention to endow and patronage in ensuring the waqf

institution success in Malaysia.

FACTORS DETERMINING THE PERCEPTION OF ENDOWERS TO ENDOW
FOR AWQAF INSTITUTIONS’ SUCCESS: A REVIEW

In determining the successfulness of wagf institution, this research employed the
critical success factor (CSF) framework as an underlying principle. The CSF consist of
two major elements, internal and external factors. This research suggested that, the
contribution made by the endowers to the particular institution is believed due to internal
and external factors. Critical success factors (CSF) are the limited area in which
satisfactory results will ensure successful competitive performance with the few key areas
where “things must go right” as for the manager’s goals to be attained (Rockart, 1981).
Pertaining to measuring the awgaf institutions’ success, the endowers will have their
internal and external CSF. The primary characteristic of internal CSFs is that they deal
with issues and situations within the institution’s influence and control. The external
CSFs however, pertain to situations generally less under their control and in this study it
depends on the awqaf institution performance and delivery.

The idea of using “external and internal” factors was based on Lee’s article “Theory of
Migration” (1966) in which he describes factors affecting migration with the term “plus”
(for factors stimulating migration), “0” (for factors that had no effect to migration) and
“minus” (for factors discouraging migration). One of the reasons which raised this
theory’s popularity among scientists and researchers was the ability to combine
economic, personal, politic, ecological, demographic and all different types of factors that
might drive migration (Gurcinaite, 2014). Ever since, researchers refer this theory as
“push-pull factors theory”, although the author himself did not give such name to his

theory. Thus, this study focusing on the internal (pull) and external (push) factors to
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determine the perception of endowers to endow as an imperative for awgaf institutions’
success. Push factors refer to the external or negative or uncontrollable factors and pull
factors refer to internal or positive or controllable factors. For example, research done by
Shultz et al. (1998) about the influence of external and internal factors on voluntary and
involuntary early retirees’ retirement decision and adjustment found both push (e.g., poor
health) and pull (e.g. leisure interests) factors have influenced the decision to retire and

adjustment after retirement.

Some other researchers also used “push-pull factors theory” in their research papers.
Some papers which were related to migration studies similar to Lee’s paper including
studies by Kainth (2009), Min (2011) and Rasool et al. (2012). This theory was also
applied or based in other research fields. For instance, Norazilawati et al. (2009) used the
theory to determine satisfactions feeling of urban park visitors. In a study to examine and
compare the perceptions of South African health workers, George et al. (2013) identified
the factors associated with the issue. Shah et al. (2014) expose the factors which might
drive and restrain internationalization of Pakistani SMEs. Such usages inspired other
researchers to implement the theory in studies related to poverty alleviation, including

cash waqf.

On top of external and internal factors as illustrated in immigrant theory, in Islam the
most important aspect in determining action is intention (al-niyah). Intention is a very
important element to determine individual’s actions. Intention may determine action
whether it will benefit the actor in this world and the hereafter. Good intention will lead to
a good deed. Thus, a good intention will affect continuous attempt to contribute in waqgf
and create sustainable wealth for future generations. Intention has strongly been
highlighted in the hadith of Prophet Muhammad SAW as follows:

alugadde A Loa i O 06 08 wie d) om, ol o e Be
3 L (5 Y L) 5 43 Jue ) ) «

On the authority of Omar bin Al-Khattab, who said : | heard the
messenger of SAW say : “Actions are but by intention and every man
shall have but that which he intended ......................”"

(Reported by Bukhari and Muslim)
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In fact, in the Quran, there are many verses which discuss and encourage Muslims to
endow and give charity such as in Surah al-Bagarah (2: 261), al-Bagarah (2: 271), Ali
Imran (3: 92), Ali Imran (3: 134), al-Lail (92: 18-21) and al-Hadid (57: 18). Distribution
of wealth is a key issue in the modern economy to make it more dynamic, prejudice free

and entrepreneurial (Muhammad Ridhwan Ab. Aziz et.al., 2015).

In the literature review of previous research, intention is outlined under the theory of
planned behaviour. According to Conner & Armitage (1998), the theory of planned
behaviour that had been developed by Ajzen (1991), suggests that intentions represent a
person’s motivation in the sense of her or his conscious plan or decision to exert effort to
enact the behavior. Intentions and behavior are held to be strongly related when measured

at the same level of specificity in relation to the action, target, context, and time frame.
Measuring the Intention in Ensuring the Waqf Institution’s Success

In measuring the intention from perception of the endowers (wagqif), this study refers to
previous research conducted by some of researchers. Among them, Snip (2011)
mentioned that the statements used for the construct “intention” was significant
measurement represented by Smith and McSweeney (2007) in charitable giving, the
effectiveness of a revised theory of planned behavior model in predicting donating
intentions and behavior. Six parameters had been used and tested in their studies as good
indicators as scientifically measured by acclimating this method as constructed
measurements of intention. Thus, this research proposed that intention to endow be
measured to observe the pattern of voluntary contribution of cash waqgf inculcating the
Islamic Social Finance among Muslims in Malaysia with some modifications and addition
of another parameter that suit waqf institution. By adapting this method of measurement,
this research proposed that (Intention to endow and patronage endowing) was constructed

as the dependent variable.
Religious Obligation

Lammam & Gabler (2012) mention that religious affiliation is an important social
determinant of charitable giving. Many religions espouse charitable giving as a moral
obligation; some religions even mandate that thier adherents endow a specified fixed
percentage of their annual income (i.e., a tithe). As a result, religious affiliation is an

important indicator of whether people will endow to charity (Jackson et al., 1995). On top
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of that, Gittell & Tebaldi’s (2006) was cited in Lammam & Gabler (2012) shows that
jurisdictions with a greater proportion of the population identifying with a religious
affiliation display higher levels of charitable giving (Lammam & Gabler, 2012). Amirul
Faiz Osman et al., (2012) estimate the religiosity has a potential that affects cash wagf
giving, which can be defined as the intrinsic motivation to the waqif. Islamic view sees

religion as faith “iman”, action “amal”, and worship “ibadah” triple mandate.
Trust to Wagf Institution and Benevolence (maslahah)

Sabatini, (2009) and Alina, (2011) werer cited in Amirul Faiz Osman et al. (2012)
mention that the three determinants for transforming particularized trust (al-thegah) into a
generalized social trust (amanah) should be presented in any community in order to
stimulate economic activity namely, the existence of business and corporate ties, reliable
and positive public institutions and perception of the community as umanaa (plural of
ameen meaning trustworthy) and safety. The benevolence also been imposed to look at
the maslahah is taken into consideration. This also been addressed by Babiche Snip
(2011) in his research, the trustworthiness of an organization is determined by the
perceived benevolence, integrity and ability of that organization. He cited from Gefen &
Straub, (2004) and Mayor, Davis & Schoorman, (1995). The more benevolent, honest and
able to help beneficiaries the charity organization seems, the more trust people will have
in the charity organization. And to conclude, Snip (2011) cited Greiling (2007) and

mentioned that trust can be linked to ability, integrity and benevolence.
Familiarity with wagf institution in general

Amirul Faiz Osman (2012) highlighted Waqf literacy is a very crucial part as some
Muslims are not really aware of the awqgaf system and its functions in this country. He
cited research done by Siswantoro & Dewi (2002) in Indonesia and Laldin (2005) and
Asyraf (2011) in Malaysia, mentioned that the understanding of waqf among people in
both country is too narrow. Their understanding is only limited to donations for the
purpose of building mosque and sites for graveyard. Furthermore, the donors are not
aware of diversifying their contribution under wagf are wider compared to zakah and

sadagah.

Access to cash waqf
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Muhammad Ridhwan et. al. (2013) stated that access to cash waqgf is very important as
each and every level of income are willing to contribute for waqf. The system to be used
as method of payment is vital in order to make the process of giving more convenient and

easy.

Affinity cause to endow

Affinity cause to endow here means the attraction cause to endow. Babiche Snip
(2011) in constructing the questionnaires of “affinity with the cause of the organizations”
were inspired by the study of Sargeant and Woodliffe (2007), and this study found that
affinity with the cause to endow is important aspect to be assessed.
Opportunism / perceived risk

Perceived opportunism has a negative influence and action plan should be developed
at the end of this study to improve and diminish people’s perceived opportunism of the
charity organization.
Ability of the Wagf Institution

Amirul Faiz Osman (2012) emphasized on efficient management . He cited works by
Beatty, (2007) and Frumkin & Kim, (2001) and mentioned that there was agreement that
potential donors to non-profit organization rely on efficiency measures to a certain extent
when determining which organization to fund. Individuals would give more to non-profit
organizations if more accountability for administrative cost were present and if

organizations could better demonstrate the impact of donations.

Integrity of the Wagf Institution, Reputation and Obligation to endow (i.e. wasiat)
Integrity involves a person’s perception that the trustee adheres to a set of principles
that the person finds acceptable (Snip, 2011). Reputation among others, consistency of
past actions and congruency between words and actions could positively influence the
perceived integrity of a party. This study position this Integrity, reputation and obligation
to endow (example through wasiat) as push factors that should influence the al-Wagqif to

contribute cash wagf.

Communication with Stakeholders
Communication plays a role in how the donor perceives the charity organization and
the majority of the donors think that a charity organization should not be too professional

and should not engage in too many marketing activities. The more commercial the
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communications from a charity organization are the less positive people are on the idea
that the organization spends money on those kinds of communication. Therefore, it is
important that the communications from the charity organization are effective. This

means that the organization should communicate suitably and periodically (Snip, 2011).

EXTERNAL FACTORS

Affinity cause to Endow [AffWIC]
Opportunism/Perceived Risk [Opporisk]
Ability of the Wagf Institution [Abil]

Integrity of the Wagf Institution [Integ] Intention to
Communication with Stakeholders [Commwst] endow cash
Reputation [Rep] waaf and
Obligation to Endow (i.e. wasiyyah) [OBTDW] —_— patrqonage
INTERNAL FACTORS endowing
Religious Obligation [RelOb] cash waqf

Endowing Experience [EndowEX]

Trust to Wagf Institution [TrstWI]

Benevolence [Benv]

Familiarity with Wagf Institution in General [FamWG]
Access to Cash Wagf [Access]

Figure 1 : Framework of the study
Hypothesis

The hypothesis for the study is as follows:

Hi : External and internal factors have a significant association with respondents’
intention to endow cash waqf

H> : External and internal factors have a significant association with respondents’

intention to patronize endowing cash wagf in future.

RESEARCH METHOD

This study employs a quantitative analysis research method. The first phase of data
collection begins with developing suitable variables through literature review research in
order to develop conceptual framework as to develop questions which are related to
research objectives. The second phase is to test the questionnaires through pilot test and

30 respondents had been involved in this process. The validity and reliability of survey
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instrument were indicated by Bartlett’s’ Test of Sphericity and Cronbach Alpha of more
than 0.7 (Nunnaly, 1994).

The study uses multiple linear regression analysis to learn more about the relationship
between several independent or predictor variables and a dependent or criterion variable
(Hair, 2010). Two models are tested. The first model analyses the perception of 366 valid
respondents on the intention to endow. This model will identify factors that had
significant relationship among respondents to their intention to endow to awgaf institution
in Malaysia. Eight predictor variables were involved which are: Opportunism/Perceived
risk, Integrity of the Wagqf Institution, Reputation, Religious obligation, Trust to Waqf
Institution, Benevolence (maslahah), Familiarity with Wagf Institution in general and

Access to cash Waqgf. Model 1 is shown below in equation (1).

Model 1
WIE = f (Opprisk, Integ, Rep, ReligiousOB, TrustWI, Benevolence, FamiliarityWG,
Access)

Y = Po + PaX1 + B2Xz + B3 X3 + Pa Xa + Bs Xs + PeXe + PrX7+ PsXs+ &t ... (1)
Y = Intention to Endow

X1 = Opportunism / Perceived risk

X2 = Integrity of the Wagf Institution

X3 = Reputation

Xa = Religious obligation

Xs = Trust to Wagf Institution

Xe = Benevolance (maslahah)

X7 = Familiarity with Wagf Institution in general
Xs = Access to cash Waqgf

€ = Error term

The second model focuses on 217 respondents who had contributed cash wagf. This
model identify factors that have significant relationship among respondents to continue
donating in future. Five new predictor variables are added to the model which are:
Affinity cause to endow, Ability of the waqgf Institution, Communication with
stakeholders, Obligation to endow (i.e wasiyyah) and Donating experience. Model 2 is
presented in equation (2).

Model 2
WPE = f(AffWC, Opprisk, Abil, Integ, Coms, Rep, Wasiyyah, ReligiousOB, EndowEX,

TrustWI, Benevolence, FamiliarityWG, Access

Y = Bo + P1X1 + P2Xo + B3 X3 + Pa Xa + Ps X5 + PeXe + PrX7 + PeXs + PoXot ProX10 +
B1aX11+ PraX2+ P1aX1z3 + &t eevviiiiiiiian,

(2)
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Y = patronage endowing cash waqf in future
X1 = Opportunism / Perceived risk

X2 = Integrity of the Wagf Institution

X3 = Reputation

Xa = Religious obligation

Xs = Trust to Wagf Institution

Xe = Benevolence (maslahah)

X7 = Familiarity with Wagf Institution in general
Xs = Access to cash Wagf

Xo = Affinity cause to endow

Xwo = Ability of the Wagf Institution

Xu = Communication with stakeholders

X2 = Obligation to endow (i.e. wasiyyah)

X1z = Endowing Experience

€ = Error term

Research Aim

This paper is aimed to identify external and internal factors associated with endowers’
(wagqif) intention to contribute cash wagf and patronize endowing particularly among
Muslims in Malaysia inculcating the culture of giving through Islamic Social Finance.
The questions for the survey related to intention and patronage were adapted from
previous research such as by Snip (2011), Smith et al. (1994), Fuadah et al. (2013: 2015a
& 2015b) & Johari et al. (2015) with some modifications to achieve the research
objectives. A number of dependent and independent variables were constructed to
evaluate the external and internal factors that influence the endowers to contribute cash
wagqf and patronage to awagaf institutions in Malaysia.

Sample and Data Collection

400 survey questionnaires were distributed to all respondents randomly for the period
27 October 2013 until 15 September 2014. After the data cleaning process, only 366
questionnaires are usable and valid. For the data collection, two types of survey methods
are conducted. First, an online questionnaire through “Survey Monkey” software to obtain
wider respondents coverage within Malaysia. The second method appointed 35
enumerators to distribute the questionnaires via face-to-face method. The respondents
were Malaysians, including those who have previously endowed to wagf institution and
had expressed the intention to endow again. The sample size of 400 respondents were
estimated since Muslims in Malaysia accounted for approximately 65 percent from the

whole Malaysian population of 29.915 million (Malaysian Economic Report 2014/2015).

11
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According to Krejcie and Morgan (1970), the minimum number of allowed sample size

based on a population of more than 1 million is 384 respondents.

The measures pertaining to external and internal factors with its relation to the

intention to endow again, respondents were asked questions in the form of a 5-point

Likert scale, ranging from ‘1’ (strongly disagree) to ‘5’ (strongly agree). Respondents

were also asked to provide details on their demographic profile. Respondents’

demographic profile is presented in Table 1.

Table 1: Demographic profile results

Demographic

Sample (n=366)

Variables Category Frequency (%)
Gender Male 210 57.4
Female 156 42.6
Total 366 100
Age 20-25 years old 55 15.0
26-30 years old 40 10.9
31-35 years old 77 21.0
36-40 years old 62 16.9
40 and above 132 36.1
Total 366 100
Marital Status Single 98 26.8
Married 264 72.1
Divorced 4 1.1
Total 366 100
Occupation Professional and management 157 42.9
Self employed 106 29.0
Administrative staff 60 16.4
Housewife 7 1.9
Student 22 6.0
Others 14 3.8
Total 366 100
Location Urban 174 47.5
Rural 192 52.5
Total 366 100
Education SPM or equivalent 95 26.0
STPM or equivalent 23 6.3
Diploma or equivalent 60 16.4
Bachelor degree/Advanced diploma or 132 36.1

12
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Demographic
Variables

Formal Islamic
Education

Informal Islamic
education

Income

Sample (n=366)

Category Frequency (%)
equivalent

Master/Ph.D 38 104
None 18 4.9
Total 366 100
Advanced Religious School (Johor 68 18.6
only)

UPKK/ PSRA 54 14.8
Syahadah sanawi/ SMA 34 9.3
STAM 14 3.8
University 132 36.1
None 64 17.5
Total 366 100
Mass media (newspaper/ tv/ others) 83 22.7
Reading from religious book 93 25.4
Friends/usrah 32 8.7
Religious talk/ religious class 137 37.4
(musolla/ mosque)

Informal religious education 21 5.7
Total 366 100
Below RM5,000 291 79.5
RM5,001-RM10,000 59 16.1
RM10,000 and above 16 4.4
Total 366 100

Source: Survey Questionnaires.

Based on Table 1, majority of the respondents are male (57.4%) while female

constitutes 42.6%. Most of the respondents aged between 40 and above (36.1%); 72.1%

are married; 42.9% hold professional and managerial positions; 52.5% from rural areas;

36.1% are degree holders. 36.1% of the respondents reported that they received formal

Islamic education in university while 37.4% reported that they received informal religious

education from religious talk/ religious class (surau /mosque). Majority of the

respondents (79.5%) among the B40 group (below 40%) with household income below

RMS5,000.
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Reliability and Validity test

Table 2 : Reliability and Validity test

Bartlett’s’ Test of
Constructs KMO - Spherlcm—/ — Tc_)tal
Chi df | Significant | Variance
Square
Affinity to wagf institution. 0.878 | 753.093 |10 0.000 76.206
Opportunism perceive risk. 0.779 | 561.180 | 6 0.000 66.188
Ability of the wagf institution 0.897 | 1248515 |15 0.000 80.715
Integrity. 0.880 | 1330.330 |10 0.000 76.371
Communication. 0.875 | 1560.936 |21 0.000 75.745
Reputation. 0.678 | 429.955 | 3 0.000 74.040
Obligation to endow 0.936 | 2685.586 |45 0.000 77.621
(i.e.wasiyyah)

Religious obligation. 0.500 56.033 0.000 68.898
Endowing experience. 0.824 | 643.163 0.000 81.974
Trust to wagf institution. 0.903 | 1733.643 |15 0.000 74.383
Trust propensity. 0.771 | 486.478 0.000 63.900
Benevolence 0.764 | 961.625 0.000 76.275
Familiarity with wagf institution | 0.846 | 1420.842 |15 0.000 66.217

in general.
Access to cash wagf. 0.689 | 566.835 | 3 0.000 78.413
Intention to endow wagf. 0.695 | 289.617 | 3 0.000 68.688
Patronage endowing 0.500 | 121.986 0.000 83.756

Table 2 shows results of the Bartlett’s test of Sphericity confirming the suitability of the

data for factor analysis (Pallent, 2005). In terms of reliability of all fifteen constructs, the

Cronbach Alpha values achieved the recommended value of minimum 0.70 after deletion

of recommended items as illustrated in Table 3.

Table 3 : Items Accepted and Deleted after modification

VARIABLES ITEMS ACCEPTED ITEMS DELETED
Affinity to wagf institution. 5(Q1,2,3,4,5) -
Opportunism perceive risk. 4 (Q3,4,5,6) 2 (Q1,2)

Ability of the wagf institution 6 (Q1,2,3,4,5,6) -
Integrity. 5 (Q1,2,3,4,5) -
Communication. 7(Q1,2,3,4,5,6,7) -

14
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Reputation. 3 (Q1,2,3) 1 (Q4)
Obligation to endow (wasiyyah) 10 (Q1,2,3,4,5,6,7,8,9,1) -
Religious obligation. 2 (Q3,5) 4 (Q1,2,4,6)
Donating experience. 4 (Q1,2,3,4)
Trust to waqf institution. 6 (Q1,2,3,4,5,6) -
Trust propensity. 4 (Q1,3,4,5) 1(Q2)
Benevolence 4(Q1,2,3,4) -
Familiarity with wagf institution in 6 (Q1,2,3,4,5,6) -
general.
Access to cash wagf. 3(Q1,2,3) -
Intention to endow wagf. 3 (Q1,2,3) 1 (Q4)
Patronage endowing 2 (Q1)3) 3 (Q2,4,5)

DISCUSSION OF FINDINGS

The linear regression results revealed the total variation associated with intention to
endow cash waqgf was accounted by the eight dimensions of the external and internal
factors effecting endowers to contribute the cash waqgf. Positive regression coefficients
explain that any improvement in waqgf institution’s success factors dimensions will
increase donors’ intention to endow cash waqf. In reverse, negative regression
coefficients explain that any improvement to awgqaf institution will decrease the
endowers’ intention to endow cash waqgf. The finding shows that all significant result

achieved positive regression coefficient.

Table 4 : Linear Regression Model Summary for Model 1

Model ' Independent Variables B Beta 't Sig (p)

1 (constant) 531 1.790 0.74
Opportunism / Perceived risk 105 076 1.750 | 0.81
Integrity of the Wagf Institution .286 271 [ 3.913 | .000***
Reputation 114 108 1.709 | .088
Religious obligation .207 188 | 4.005 | .000***
Trust to Wagf Institution -.037 -.037 | -.607 | .544
Benevolence (maslahah) .009 .008 | .128 | .898
Familiarity with Waqgf Institution in | .058 .063 1.362 .174
general
Access to cash Waqf 144 A77 1 3.789 | .000***

*** Significant value at 1%
R?=0.309, F =21.913
Dependent Variable : Intention to Endow

Out of eight predictors, only three predictors had significant relationship with intention to

endow cash waqf. Those significant predictors variables are Integrity of the Waqf
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Institution (B= 0.27 t =3.92 , p < 0.05, Obligation to endow (wasiat) (f=0.19t=4 ,p <
0.05, Access to cash Waqgf (B=0.18 t=3.79 , p < 0.05. The overall model equation can be

expressed as follows;

WIE =0.531 + 0.27 Integ (external) + 0.19 ReligiousOB (internal) + 0.18 Access + &t
Table 5 displays the results for Model 2 in which the dependent variable is “patronage

endowing cash wagqf in future” and 13 predictor variables.

Table 5 : Linear Regression Model Summary for Model 2

Model | Independent Variables B Beta t Sig (p)

1 (constant) 1.120 2.255 | .025
Opportunism / Perceived risk -.160 -.100 -1.592 | .113
Integrity of the Wagqf Institution .106 .085 911 .363
Reputation -.018 -.014 -155 | .877
Religious obligation 149 118 1.722 | .087
Trust to Wagf Institution .046 041 454 .650
Benevolance (maslahah) -.158 132 -1.198 | .232
Familiarity with Wagf Institution in .328 .306 4.614 | .000***
general
Access to cash Waqf .185 .196 2.878 | .004***
Affinity cause to endow 091 .079 859 | .391
Ability of the wagf institution -.008 -.007 -.055 | .956
Communication with stakeholders 180 172 1.491 | .137
Obligation to endow (i.e. wasiyyah) -.043 109 -397 | .691
Endowing Experience -.036 -.034 -.346 | .730

*** Significant value at 1%

R?=0.291, F-test =6.401

Dependent Variable: patronage endowing cash wagf in future

Based on Table 5 shows that, out of thirteen predictor variables, only two predictors had
significant relationship with dependent variable as to patronizing to endow cash wagf in
future. The significant predictors variables Familiarity with Waqgf Institution in general
(B=.306 t = 4.62, p < 0.05) and Access to cash Waqf (B=.196 t = 2.878, p < 0.05). The

overall model equation can be expresses as follows;

WPE = 1.12 + 0.31 FamiliarityWG*** + 0.19 Access*** + g
CONCLUSION

The finding shows that the integrity of wagqf institution, religious obligation and access to
cash wagf had significant contribution to the perception to endow cash waqf. Whereas the

endowers will patronage to endow if they are really familiar with wagf institutions and
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have an easy access to cash wagf as these two variables have significant relation with
dependent variable. Thus, in order to motivate the endowers to continue giving cash wadf,
continuous promotion and familiarity should be done in parallel with the easy access to
cash wagf to encourage repeating endowers. The awareness towards cash wagf in
Malaysia is still lagging behind compared to other countries. The awareness level about
cash waqgf in Malaysia is still low. Thus, identifying to what extent the external and
internal factors affecting the waqgf endowers are vital and significant to the policy makers.
If we can tackle this situation, the solutions provided will not only encourage those who
have the intention to endow but also patronage to endow cash wagf in future. The
enhancement awareness and patronage will ensure wagf institutions’ success as the third
sector to complement the government and private sector and the impact will benefit the

community and ummabh at large in Malaysia.
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ABSTRACT

Lack of financial resource had led Waqf assets / land development to remain idle or
unproductive. Thus, a new solution and an innovative approach should be varies to be
used as to provide an effective alternative. After much consideration of figh discussion,
the liquidation of Waqf asset through the instrument of al-Tawriq is deemed suitable to
be one of the solutions. However, the main issue in question is the method of its
implementation and whether this option would be accepted by the executors or the
Mutawalli. Thus, this paper will explore the future framework of al-Tawrigq which can be
employed as solution to the Wagf financing and its development problem. A focused
group discussion was conducted to gather the necessary information and feedback on
these options and the feasibility in adapting the future framework. The focused group
discussion (FGD) was held on 19 September 2017 involving a total of seven participants.
In this discussion, three sets of situations and future model were required to be developed
as the al-Tawriq model for Waqf asset in future. The future model 1 is selling part of
Wagqf assets to get liquidity, the future model 2 : Qard al-Hassan and lastly, the future
model 3 : Waqgf Mu aqat (temporary Wagqf ). This study concluded that participants were
not ascertained regarding the feasibility of future model 1, they had doubt on the
sustainability of future model 2 but were really optimistic for future model 3. Thus, al-
Tawriq is a new dimension and innovation on top of the normal practice of cash Waqf
and other models in enhancing the third sector of economy (Economy Ijtima’i) and
enhancing the development of the ummah.

Keywords: Liquidating of Wagf assets, Wagf financing , Islamic Social Finance.

INTRODUCTION

The idea was firstly mooted by YTI- USIM Professorial chair holder Y.Bhg.
Datuk Dr Mohd Daud Bakar during a special session of YTI’s research and publication
projects held on 27 April 2016 at Faculty of Economics and Muamalat, USIM. An
academic discussion was held on 12 July 2017 in YTI’s brown bag meeting entitled “al-
Tawriq for Wagf assets” which resulted to a number of projection of the conceptual al-
Tawriq and the proposal of further research on the future framework of liquidating Waqf
assets. Thus, the chance to explore the conceptual future framework in the liquidation of
Wagqgf assets which would eventually benefit the ummah and provide solution to the
current problem became the main motivation for this paper. The motivation of this paper
is to explore the conceptual of future framework of liquidating Waqf assets for the

benefit of ummah as solution to current problem.

There are two scenarios in the problems related to Waqf asset. Firstly, the situation
in which the unproductive Wagf asset (that is unattended?) with idle, either those with
lack of maintenance and development budget or ones that provide no commercial value

and benefit lowly in the return of Waqf asset or Wagf land. For example, in the case of
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Mukim Panchang Bedena, Sabak Bernam, Selangor, 25 acres of Wagf land has been
standing idle and not cultivated due to the lack of financial resources. The Surau
committee of the district was supposed to make use of the land for oil palm cultivation at
a cost of RM 26,000.00. However, due to the committee’s lack of funds to start on the
development project, the proposed project has to be inevitably delayed. On top of that,
another project worth RM 1.5 million involving the construction of rented houses also left
unattended due to lack of capital. This project was under the purview of a mosque’s
administration in the area of Meru and is considered to be as the most viable in the way
that it can potentially benefit the society (Razali Othman, 2015). The second scenario in
discussion is the insufficient fund for renovation / maintenance / repair cost, as the Waqf

revenue is inadequate to cover the repair cost.

The main issue in these methods of development is focused on the protection and
the security of the Wagf assets. Since the ownership of Wagf assets are regarded to be
retained by Allah SWT or by the beneficiaries (in accordance to different opinions of
Islamic jurists), the application of liquidating Waqf asset using the instrument al-Tawriq
is still considered as new and questionable. Thus, this paper will explore the future
framework of al-Tawrig which can be employed as the solution to the Waqf financing

and development’s problem.

THE ORIGIN AND EVOLUTION OF AL-TAWRIQ : THE LEXICONS AND
TERMINOLOGICAL ANALYSIS

Al-Tawriq derive from a root word of Waraga and Awraq al-Mal

There is no word of al-Tawriq found in Arabic Dictionary of Lisan al-Arab written by
Ibnu Manzur (1983), which indicates the rarity of the word in the communication of
Arabic among Arab’s people. The same outcome is found from the reference of the
Dictionary of Modern writing Arabic (Arabic — English) by Hans Wehr (1976). However,
the root word that al-Tawriq stemmed of which are waraga or waraga naqdi, are
interpreted by this dictionary as paper money. Another root word, Awraq al-Mal,
describes another interpretation of the word which means securities, bonds or banknotes
paper money. This definition is further detailed by Muhammad Abdul Halim (2007) in
which he defines Al-Tawriq as an extract from al-waraga that means ‘a paper’ that can be

written on it and on the paper tree. Ila’ Aziz al-Jaburi (undated) states that Al-Tawriq is

23



The 7t Islamic Economic System Conference (iECONS2017) 12 & 13 December 2017

taken from the word al-waraga, meaning money from silver while Yusfat Ali & Yuzian
Rahman (2009) believed that Al-Tawriq is rooted from the word al-Awraq. Later, Abdul
Karim Aiyuni (2011) also mentions the phrase Wagqf al-Awrag al-Maliyah in his writing,
and emphasizes that Al-Awraq al-Mal is recognized as one of the instrument that can be
use in Wagf . In the literal sense, there is no summary of the word Tawrig in Arabic
dictionary up until 1980’s but only the association with a root word of al-Awraq al-Mal
can be inferred. The word al-Tawriq only appears in the dictionary around year 2000’s
and above. Thus, chronologically, the word of al-Tawriq is only mentioned in the Arabic
dictionary later in the year of 2007, indicating acknowledgement of the rise of study on

the field of Islamic Finance.
Literal meaning of Al-Tawriq as a Security

The modern Arabic dictionaries, specifically in the area of Economics and Finance, has
mentioned the word al-Tawriq. For instance, Mu’jam al-Mustalahat al-1gtisadi wa al-Mal
wa ldarah al-Mal (2009), which is an Arabic Economic Dictionary has described al-
Tawriq with the phrase Waragah Maliyah which carries the meaning of security. The
Investment and Finance Encyclopedia, (2016), defines Tawriq as the Arabic term for
securitization. Interestingly, Mu’jam al-Ma’ani al-Jami’, (2016), interprets Tawriq in its
literal meaning that is “issuing paper” as the masdar (derivation of the verbal noun) for

warraga means paper.

In addition, there are several academic papers that touch briefly on al-Tawriq in
their research. Khairuddin (2012) states that al-Tawriq carries the definition of
securitization. Making the deferred debt in the liability of others in the period which
between its credit and the matter of the deferred certificate (Sukuk) and transferable in
secondary market. Muhammad Ahmad (2009) and Majallah Majma’ al-Figh al-Islamiy
al-Dawli (2009) also acknowledge that, al-Tawrig can be defined as securitization. Al-
Tawriq (securitization) is an innovative financial instrument that shows how a financial
institution can mobilize a group of homogeneous and secured debts as an asset and puts it
in one single debt consolidation before presenting it to the public through a specialized
facility to subscribe in the form of securities for liquidity in a form of cash for a bank.
Thus, the terminology of al-Tawriq is an innovative word, discussed by scholars in the
early 2000s and has been endorsed by OIC Figh Academy in the year 2009. These lexicon
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and terminological analysis will later be constructed to an applied terminologies as

follows.
Applied Terminologies of Al-Tawriq

Tawriq is a unique product of Islamic securitization model within the Islamic financial
system. It is the conversion of Shariah compliant deferred debt that originated from the
contract of exchange of the Shariah compliant assets into a tradable paper that can be
traded in the secondary market (Razi Pahlavi Abdul Aziz & Anne-Sophie Gintzburger,
2009). Al-Tawriq (securitization) is an innovative financial instrument to mobilize a range
of secured assets of debt, by converting it from debt to enhanced credit, and then
presenting it to the public through a special way for subscription in the form of securities
in order to minimize risks and to ensure the continued flow of liquidity (Ajil Jasim al-
Nasyami, (undated). On top of that, al-Tawriq is (securitization) in the conversion of
loans into marketable securities for trading i.e transfer of debt from the primary lender to
other lenders (Muhammad Ahmad Ghanim, 2009). Thus, al-Tawriq is the liquidation of
unmovable (real property) asset’s debt through the creation of new financial instrument
(certificate) in the sense of transferring financial assets from the original lender to others,

which is largely through the financial institutions and the stock exchange.

Thus, in the concept of practical and applied definition, Al-Tawriq is defined as
the capacity of an individual or a company to convert assets into cash or the immediate
ability to meet one’s financial obligation. Subsequently, this definition gives the
impression that liquidity is a process of converting assets into cash or cash equivalents
and the process must not lead to significant loss. However, liquidity varies according to
the different purposes. In the sector of finance for example, liquidity is the bank’s ability
to meet any unexpected demands for cash from its depositors. Thus, liquidity is perceived
as a parallel to the term ‘solvency’ i.e. the ability to meet debts due to a situation where a

bank’s current assets exceeding its current liabilities, (Mohd Daud Bakar, 2008; 2017).
TERM OF AL-TAWRIQ FROM THE AL-QURAN AND FIQH DISCUSSION

Al-Tawriq in al-Quran

The term Tawriq was an inspiration from verse 19 of Surah al-Kahfi in al-Quran :

A5 (35 9 oSl el (851 Ll bl Al ) o3a 3883 Kol s BB Ly e 155 ) 508
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“Allah (Alone) Knows Best How Long Ye Have Stayed Here. Now Send Ye Then One
Of You With This Money Of Yours To The Town: Let Him Find Out Which Is The
Best Food (To Be Had) And Bring Some To You...”

The word of “wariq” according to Yusuf Ali is translated as money in general,
while according to the translations of Shah International and Shakir and the majority of
Tafser scholars, it means silver; either official currency (coins or just silver that could be
accepted to be traded and exchanged in the market). Thus, it can be implicitly referred
that the word “wariq” means giving something in the form of cash (Khairun Najmi

Saripudin, 2013).
Figh Discussion on Al-Tawriq

Table 1 : Figh Discussion on Al-Tawrig

Source Opinion / View Citation / reference

Abi Bakar The unmovable assets (L4=ll) are allowed to be | Imam Abu Hanifah
Muhammad (undated) |to use Tawrig. Unmovable assets are absent
from “possession”(u=) and therefore cannot
be transferred (Ji ¥ 5) as the assets are well-

known and unmovable.

In other words, unmovable asset does not
fulfill the prohibition condition which is no

liability with possession (o=l Gean V),

Note : Unmovable assets are allowed to
become assets in Tawriq transactions. Thus,
Tawriq is suitable and permissible to be

applied in relation to the Wagf assets.

Ajil Jasim al- Debt that is based on deferred payment in the whole Figh
Nasyami, (undated), |currency, is prohibited and not permissible Scholar
(Ols 2= o).

26




The 7t Islamic Economic System Conference (iECONS2017) 12 & 13 December 2017

) o Imam Ahmad.
1.1.1.1.1 Still, debt based on commaodity is

allowed. Thus, issuing Tawriq for

commodity items is allowed. o
This opinion was also

agreed by Ibn
Taymiyyah and Ibn

al-Qayyim.
Mentioning that selling debt with deferred Imam al-Syafie
payment with deferred price to avoid the riba
is allowed.

Imam Malik

1.1.1.1.2 Agreeing on the permission of the
trading as long as the items sold are
not food items.

Another criteria is the trading must be free

from gharar, riba, and some of other

prohibitions, restriction and must be Shariah

compliance.

Source : Abi Bakar Muhammad (undated) & Ajil Jasim al-Nasyami, (undated)

Based on Table 1, it is shown that Abi Bakar Muhammad (undated) who narrated
the opinion of Imam Abu Hanifah, mentions that the unmovable assets (L&~!)) are allowed
to apply Tawriq as the unmovable assets are absent from “possession”(u=:) issues and
cannot be transferred (Js: ¥ ) since they are well known and unmovable. In other words,
unmovable assets do not fulfil the condition of prohibition which is no liability with
possession (u=all ey ¥). This opinion confirms the fact that unmovable assets are
allowed to be considered as assets in Tawriq transactions. Thus, Tawriq is suitable and

permissible to be applied in the association of the Waqgf assets.

According to (Ajil Jasim al-Nasyami, undated), there are two types of application
in the principles of Tawriq. The first is securitizing debt based on currency and secondly,
securitizing debt based on commodity. On discussing the debt that is based on deferred

payment in currency, the whole Figh Scholars agree that this is prohibited and therefore is
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not permissible (U5 a2 ). The only option by which it is permitted is the second type
of application which is securitizing debt based on commodity. Commodity is the best-
selling characteristic in disclosure, the possession with specific characteristic and value
identified; such as agriculture product, animal, derivatives or industries such as metal
(iron or steel), cement, automobile, aircraft or product from raw materials like natural gas
or semi-processed oil etc. Imam Ahmad expresses that issuing Tawrig for commodity
items is allowed to be done. This opinion is also acknowledged by Ibn Taymiyyah and
Ibn al-Qayyim. Imam al-Syafie also says that the act of selling debt with deferred
payment from non-debtor invaluable with deferred price in avoiding the riba. Imam Malik
also agrees that it is permissible to conduct the trading as long as not the items in question
are not food items. Another necessary criteria are the absence of gharar, riba, and some of
other prohibition, restriction and must be Shariah compliance.

The Permissibility of Liquidating Waqf assets

As a general rule, it is stated that the private alienation, temporary or absolute, by
mortgage or otherwise, selling of Wagf lands, even if such are for the repair or other
benefit to Waqf , is illegal according to Islamic law. However, where it is necessary for
the purposes of the Waqgf , the gadi and the authorization of a sale, or the variation of the
rules of management of the Wagf , even when this has been expressly forbidden by the
founder, the gadi may

1) authorize contracting debts for repairs of the property, or for the payment of taxes
when there is no income or means of paying them out of the Waqf

2) mortgaging the dedicated land of its produce by way of security for debts so
contracted

3) sell part of the dedicated land for the purposes above mentioned
(Mohd Zain Othman, 1982).

Thus, the permissible in liquidating of Wagf assets can be summarised with some special

characteristic as follows;

1. Maslahah or general good and daruriyah in allowing the liquidity of Waqf assets
2. Madhahib Thought of provisions which permits for the sale, exchange/and or
lease of Waqgf property.

3. Permissible of Sell and the need for order of the court
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(Fuadah et al, 2017)

Mohd Daud Bakar, 2008 conducted an in-depth analysis on the research of liquidating
(al-Suyulah). One interesting precedent discovered is that the concept of liquidating the
Wagqf assets has been documented in the history of Islamic commercial activities in the
case of mursad or khulu’ loan in the area of Wagf (endowment) law. This finding has shed
light on the application of ways in solving the problem of Waqf financing and its
development which subsequently provide solution in the current and modern world. Thus,
this paper will explore the preliminary of conceptual al-Tawriq in three different options
of future framework. A focused group discussion was conducted to gather information

and feedback on these options and the feasibility of future framework that can be adapted.
RESEARCH METHOD

This research was a qualitative study in nature which engaged with content analysis.
Based on the review of literature, this paper will explore and identify the few underlying
and important themes towards the establishment of al-Tawrig’s future framework. A
focused group discussion was conducted to gather the necessary information and
feedback on these option and the feasibility for future framework to be adapted. Thus, the
focused group discussion (FGD) was conducted on 19 September 2017. There were seven
persons participated in this FGD and named with Haji, Ahmad, Developer, Ali, Abu,
Lynn and Omar (all the respondents’ real name were not stated). The profile of all

respondents are as follows;

Table 2 : Profile of Respondents

Residencial No Education No
Kuala Lumpur 4 Degree 2
Nilai 2 Master 2
Johor 1 PhD 3
Total 7 Total 7
Age No Occupation No
30-39 2 Lecturer 4
40 - 49 2 Officer 1
50 - 69 2 Pensioner 1
70 and above 1 Vice President 1
Total 7 Total 7
Gender No Status No
Male 6 Single 1
Female 1 Married 6
Total 7 Total 7
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Race No Religion No
Malay 7 Islam 7
Total 7 Total 7

FOCUS GROUP DISCUSSION ANALYSIS

Three set of situations were asked to be developed as al-Tawrig model for Wagf asset in
future. Future model 1 is the selling part of Waqf assets to get liquidity, future model 2 :
Qard al-Hassan and future model 3 : Waqf Mu’agat (temporary Wagf ). This paper will
only analyse future model 1.

Future model 1: Selling Part of Waqf assets to Get Liquidity

The question was asked whether the selling part of Waqf assets to get liquidity was
suitable to be applied in Malaysia. Most of the respondents displayed uncertainty on
whether or not the selling part of Waqf assets to get liquidity was suitable to be executed

in Malaysia, but were certain of the practice’s existence in Singapore.

Ahmad : | am unsure of this practice occuring in Malaysia, | have not
seeing it taking place in Malaysia. But this concept of selling part of the

asssets is practiced in Singapore

Developer: It is different in Singapore.. because they use MUIS as the

landmark. They are utilising their own Sukuk

Ahmad : In Singapore, the sighah is for the mosque itself, there must be a
mosque involved, but it is renovated with the components of different
buildings as an addition to the already exisitng (mosque). Thus, the
mosque itself remains but the back part is utilised for other purposes, not
only the land.Therefore, it means that the new component is the
apartment. The apartment is not part of the original wagqf, it is the
improvisation (of the mosque). Hence the selling part involved is the
improvised part. The mosque is still of used, it is still a facility. Only some
(involved) part is sold
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Then, they were be asked regarding the motivational factors that should be applied on the
selling part of Waqf assets to get liquidity in Malaysia. One of the respondent said that as
long as the Wagf land was held by the sole trustee, the idea of al-Tawriq in selling part of
Wagf assets to get liquidity can be executed. However, from the developers perspective,
the selling of the Wagf land was limited to certain banks only. There were limited bank
available that were allowed to give financing facility to the developer to develop the Waqf

land.

Ahmad : As long as the (waqgf) land is under the ownership of the sole
trustee, it is possible to be executed.

Developer : Based on the previous wagf land in Penang, only ar-Rajhi
bank was willing to give us financial support. (We have) loans from two
banks, Islam Bank and Muamalat Bank. If we are the developer, from
2018 to 2020, we have..have 2,000 units houses to lease. As for Yusuf’s,
(we have) about 1,000 units, around more than 800 units for Siti Aishah.
And in Ipoh, we have about 144 units and 296 units in Kedah.

However, according to the experience of the developer in developing the Wagf land, the
decision varied according to the states and authority. The developer came up with 3 states
as an example. For instance, in Pulau Pinang, the Mufti stated that Wagf land were not
allowed to be sell. Selling were not allowed and the only way for it to be permissible was
through the status of ‘pajakan’ (lease). With ‘Pajakan’ (lease), Kedah only allowed for the
land to be sold to the Malays Muslim, as this land was treated as Malay Reserve.
Meanwhile, Selangor opted to remain on the fence regarding the fatwa, showing no sides

on whether or not one can sell the Wagqf land.

Developer: In Pulau Pinang, the Mufti specified that not even an inch of
the land can be sold. Thus the lease route is used. For example, (we can
see) how the developer did it in Penang.. the Mulfti said the land.. not even
an inch of the land can be sold, (hence) in Penang, the term ‘selling’

doesn't exist (not used

Developer: As for Kedah, the issue is the reserved land.. that the land is
reserved only for Malays, the Malay Muslims that is. But there, the person

leasing must be a Malay.. a Malay Muslim.. unless it says (fatwa).. only
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the Siamese buyer is allowed, the Siamese Muslims that it.. the rest are not

allowed to buy.

Developer: Recently, Selangor is still on the fence. But the fatwa still

permits this.. so the PPT can still access the land.

Next, the discussion was continued by inquiring the question on what were the obstacles
in selling part of the the Waqgf assets / land. The most important point to be made was
that, whether or not the title of the particular Wagf land was written as not to be sold or
pawn its automatically put under leasing title (pajakan). Furthermore, with the status of
Wagqf land or its lease label, it is definitely not an easy feat to convince a bank to provide
financing facilities. As for now, only two banks (both are foreign banks) showing
cooperation in providing financing facilities. Hence, the main obstacle in this was to find

the suitable buyer or the financing provider for particular Wagf assets.

Developer :It is written there on the title that the wagf land cannot be sold,
cannot be on leased. If the issue is on leasing, the main issue is that he
(seller?) is using the 154 form. The youth..they often seek for loan aren’t
they? But the bank at the time.. there is not even one bank that is willing to
provide financial facilities .. for those using the 15A form . Most of the
waqf lands are ‘free hold’ but when they cannot be leased, cannot be used
as a down payment and be sold, it is downgraded to the 99 years lease.
That’s why it (land) is put on lease. But even the bank has limit on
providing financial facilities. And we only have two banks at that too. So
the issue is that, it is possible to be flexible... but we need people to take
the lease for the houses. The Islamic bank.. the cooperation... the so-called
Islamic bank is what we are lacking in assisting us to develop the waqgf

land.

Following the question, the participants were then asked on the solution of this problem
(selling and financing project). The respondent, particularly the developer, was optimistic
on the resolution for this matter. One of the solution suggested was through collaboration.
Banks, Islamic Religious Council and Developer must collaborate hand in hand to
develop the Wagf land. The collaboration should be in the context of commercial, by
which the selling Wagqf land were not targeting the benefit of individual but institution.
The Wagf product should be developed through the commercial office and would then be
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sold to the big institution such as KWSP, Tabung Haji etc. with the condition of first
buyer only not for the purpose of second buyer. Thus, the trustee should conduct a

profiling for each of the Wagqf land to be further advanced with the suitable Wagf project.

Developer :Now, | think there is a need for collaboration. All must be
present.. you cannot make up your part only. The bank should partake, the
developer as well, and the Majlis Agama Islam.. now that is the true

collaboration.

Ahmad :When we discuss this in the context of commercial, it means the
office.. office is not sold to the public but to institutions. It may be the issue
of financing.. but dealing with bank may already require a different kind
of arrangement. It is possible that the institutions.. for example KWSP
which has a large fund..it (KWSP?) may lead us to financial support.. to
buy the building. In my opinion, (the land) can still be sold.. can be

possible if we make a little bit of adjustments..

Abu : The developer can provide some financing. developer itu boleh bagi

financing.

Developer : An auction may be accepted by Majlis Agama Islam. (but) the
land, the land belongs to him (owner?). He owns it. But only for the first
buyer. As for the second buyer, [dia boleh on off that state] So it
basically depends on the lease, not based on the land. This is what bank
fails to understand, the issue regarding the lease. The land.. it originally
does not have any title. But as for the ‘free-hold’ 144 form (land) with 99

years of lease, those kinds do have a title.

Lynn : The trustee needs to do some research in the profiling of wagf
lands. There is a suggestion from Dr. Shamsiah Abdul Karim regarding
the execution of asset allocation or spending policy, a discussion on the

most suitable weightage in asset allocation.

Based on the discussion, it was deducted that the importance of al-Tawriq execution was
to unlock the value of Wagf land or assets. This is because without liquidity, it’s difficult
to prosper the Wagf land / assets. The respondents agreed that by liquidating the Wagqf

land in order to further develop the land will uplift the value.
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Ahmad :The land, if left unattended can worth only thousands, but if it is
developed, its worth can reach up to millions. Hence.. the justification is
that.. one portion intended to be developed does need a financial support
even when sold by only a part, but what should be the focus is the
increasing worth, not the low value of its physical worth. The focus needs
to be on its worth. So if it is not perceived in such way, the worth can

never increase rapidly.

An example on how to resolve the value was by developing the unproductive area of
mosques and integrated them with apartments. These apartments would be sold as to get
feasible return that could be utilised to maintain, renovate or repair the original mosque to

the new building which is bigger, better and highly benefited to the ummah.

Ahmad : For instance, let’s say that there is one area of the land with a
mosque, but the mosque is unattended and already ruptured. So we should
have plan to develop the land, the back part (of the land) should be built
apartments and more and then be sold. The profit gained from the
apartments then can be the source to repair and renovate the mosque to be

bigger and better as to bring more benefit.
Future model 2 : Qard al-Hassan

Next, the question was asked on whether liquidating Waqf assets through Qard al-Hassan
was suitable to be applied in Malaysia?. This model has been doubt on its suitability
especially in keeping the Waqf asset sustained and maintained. This concern was shared
by the respondent particularly with the payback record behaviour. The difficult part was
on encouraging the Waqf managers to pay back to the lender. This failure in the system
also occurred during the Ottoman period. Even though the initiative was good, but the
committee member had mentioned that the possibility of failing in paying back is high, as
observed by the difficulties faced by Majlis Amanah Rakyat (MARA), Tabung Nasional
(TEKUN) and Amanah lIkhtiar Malaysia (AIM) be it from the entrepreneurs or students.
Thus, awareness of implementing Qard al-Hassan should be clear, so that the prosperities
of Waqf assets can be achieved smoothly. On top of that, there are some cases where the
tenant did not pay the rent due to the perception that Wagf assets should be free, even

though the rent is as lower as RM 3.00 per month.
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Lynn : I think this is difficult to be sustained.

Ahmad : Take a look at Cash Waqf Turki . In previous period, there
was the concept of borrowing Wagf cash, but failed at the end, even

though it was a well-thought system. Cash Wagf Turki.

Developer : This system.. even if executed... Islam’s economy is still

underdeveloped
Dr.Fuadah : What is the obstacle?

Lynn : Behaviour. This is the problem of mentality. As I'm saying this, 1
still fear my possibly unfair judgement. But.. as of now.. even when it is
executed, without any interest, whether to entrepreneurs or students, it still
has this kind of... even though we are helping the Malays, as waqgf should
be an aid to Muslims.. God knows better. | fear to this kind of mentality.
Even now the public perception is that waqf should be free. | fear, with the
execution of gard hassan,[ satu in term of dia punya strive pun dia tidak]

, he doesn’t have the liability to payback. Behaviour.

Ahmad : There is a doubt on the context of Muslims’ behaviour themselves

when it comes to paying back.
Developer : Awareness among the Muslims.

Ahmad :Not only MARA, but Pinjaman Tekun, Amanah lkhtiar Malaysia

and more mostly experience non-fulfilment..

Developer : As if the waqf land is free. Even up till now, with rent of a
mere RM 3.00, RM 3.00 and yet still unpaid. When we start an
organization to assist the debt collector, in terms of collecting the rent, we
try to make the shops work like a night market, but.. as the awareness fails

to reach the targeted people, up till now (the rent) remains unpaid.

The following question was focused on how to solve this problem. The essential part of
Wagqf assets were to ensure the assets were developed to get the return. From the return

gained through Wagqf asset, the profit could then be used to revive the Waqf assets
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through al-Qard al-Hasan. However, the most important crucial matter was that all

decision should be firstly consulted to the Islamic Religious State Council.

Developer : That’s why if possible we need to firstly have the assets. When
the assets are available, we can develop the lands. For example, the Siti
Aisyah wagf, where we gain 350,000 per month. How much can we get if
we are to follow the deal that split the 12% percent to other places. But (it
needs to be observed) under the question of why? Where does the money
go to? That is what we need to know. That is why we portion [in-kind aset]
to Majlis Agama Islam. We put it (profit?) in a fund, a fund that we can

further generate, generate and generate.

Future model 3 : Waqf Mua’qat (Temporary Waqf')

Compared to the first and second model, the third model was agreed by most of the

respondents to be suitable to be executed in liquidating the Waqf land / assets. In fact, the

respondents also showed agreement to the idea of contributing the Wagf

temporary.

land for

Is this model suitable to be executed in order to reach flexibility, to
develop the land and the waqf assets?

Developer: Suitable.

Omar : In 2004, (the Mufti) came up with a fatwa that allowed sub-
contract? in the leasehold interest of property, that is the sub-contract
for waqf owners. For me personally, we can observe this leasehold.. in
terms of a certain period of time. This leasehold is a contrast to
primehold. The leasehold interest, for me, is possible to be executed in this
context. If the context of land ownership has a certain period of time, why

can’t the same be done to the waqf land ownership.

Abu : Let’s say an agreement granted (waqf) the land for only a period of
10 years. When it reaches the agreed time, the owner wants his land back..

what would happen then?

Developer : No problem. It can be done the usual way shops are rented.
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Omar : But if we look at the leasehold with an agreed period of time, the
duration may vary. It can reach up to 60 years, maybe 90 years, maybe

even 10 years.

Another option was to execute temporary Waqf for some period of time. Meanwhile, the
developer will get a financing and develop some unit of houses, for example 10 unit of
houses from the land. The houses would be rented to the tenant and the Waqgf house will
obtain the rent as its manfaat / benefit. After 10 years, the Wagf land would then be
return to the owner. The best possible period of temporary Waqf is the longer time of
years as to temporary Waqf status.

Developer: Let’s have a situation where you want to grant (waqf) 5 acres
of the land, and you would want it back after 10 years. It’s fine, it can be
done for you. The 10 units mentioned by your family, the profits are all
kept for you and can be used when you desired. By then, let’s say the 20%
we gain from the 10 units, the portion of rent that you want to grant
(wagqf), in my opinion, is not necessarily needed to be granted as a whole.
| think that it would be better for you to grant the amount that would want
to earn back. The rest of the wagf belongs to the Muslims. So the matter is
that, you grant how much you want, and we give you back in the form of
10 units of shops which you initially state you do not want in the present
time. But you will take it back.. let’s say 10 or 20 years later.. maybe the
worth of 200,000 can double up to 2 or 3 millions.

CONCLUSION

The commitment to raise Bumiputera’s capabilities through equity possessions is
the main agenda in enhancing the progress of the ummah in Malaysia. Waqgf has been
identified as an excellent instrument to be explored. However, due to the lack of financial
resources, the Waqf land development has been neglected. Al-Tawriq is found to have the
capacity for an individual or a company to convert assets into cash or the immediate
ability to meet one’s financial obligation This definition gives the impression that
liquidity is a process of converting assets into cash or cash equivalents and the process
must not lead to a significant loss. Liquidity varies in purpose. In the finance sector for
example, liquidity is the bank’s ability to meet any unexpected demands for cash from its
depositors. On top of that, Al-Tawriq (securitization) is an innovative financial instrument
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that can mobilize a range of secured assets of debt by transforming it from debt to
enhanced credit, and then presenting it to the public through a specialized way for
subscription in the form of securities, in order to minimize risks and to ensure the
continued flow of liquidity. Three set of situations and future model were asked to be
developed as al-Tawrig model for Waqf asset in future. Future model 1 is selling part of
Wagqf assets to get liquidity, future model 2 : Qard al-Hassan and future model 3 : Waqf
Mu’agat (temporary Wagf). This study discovers that the chosen participants are not
entirely certain on the feasibility of future model 1, have doubt regarding the
sustainability of future model 2 but are optimistic for future model 3. History has proven
that liquidating of Waqf assets can be executed and with proper documentation, obtaining
cash is permissible and these can be applied in the attempt to solve the Wagf financing
and development problem. Thus, al-Tawriq is a new dimension and innovation on top of
normal practice of cash Waqf and other models in enhancing the third sector of economy

(Economy Ijtima’i) and enhancing the development of the ummah.
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ABSTRACT

This study discusses efforts to boost Indonesia's exports by formulating Indonesian
product competitiveness mapping analysis with Yemen as the counterpart. Based on the
product competitiveness mapping analysis, it could be concluded that in general the
Indonesian exports products has higher competitiveness than the Yemeni export products.
At the same time, however, the two countries can be said still have a low level of
competitiveness of their respective export products. The study suggests both countries
should pursue a bilateral FTA.

Keywords: Economic Diplomacy, Product Mapping, Competitiveness, Foreign Policy,
Indonesia, Yemen.

INTRODUCTION

Indonesian diplomatic relations with the Republic of Yemen have been cordial and
positive over the years. In fact, the two nations have historically closed emotional
connection. It started in the 9™ Century, in which Sayyid Ali bin Muhammad Dibaj bin
Ja'far Shadiq, a Hadhrami people from Yemen migrated to East Aceh, Indonesia and
married with a younger sister from the King Perlak Syahir Nuwi. Several centuries after,
Syekh Jamaluddin Akbar and his families, from Gujarat, India but descendant from
Hadhramaut region migrated to Southeast Asia to spread the religion of Islam. In
Indonesia, he went to East Java and he actively perform Islamic missionary endeavour to

the Indonesian society in Java, and thus, he was known as Walisongo.

The third waves was in the 17-19" centuries in which many Hadhrami people
(particularly the Alawiyyin Hadhrami) to spread Islamic religion and do trade for living in
Indonesia. Further, in the period 1870-1888, there were significant number of Hadhrami
people migrated to Indonesia. Apart from performing Islamic missionary endeavour and

conduct trade activities, the Hadhrami people in Indonesia also played an important role in
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supporting the Indonesian struggle for independence and post Indonesian independence,
many Indonesian Hadhrami become important figures and play important role in the

Indonesian government and communities.

This attaching emotional relations should become a strong asset foundation, for
Indonesia and Yemen to strengthen their brotherhood diplomatic relations. In addition, it is
estimated there are around 9 million Indonesian people which are Yemeni descendant in
Indonesia. These certainly are valuable and indispensable strategic assets for Indonesia and

Yemen to further strengthen the bilateral relations in all fields.

Mr. Al-Junaidi (2016) stated that in Yemen there is a metaphor “if you want to be
blessed in this dunia (world), then, the Yemenis should adhere your elder brother, which is
Indonesia”. In the context of the diplomatic relations, the Government of the Republic
Yemen has always considered Indonesia as a brotherly country. During the Indonesian
struggle for independence, Yemen was one of the first countries (on 3 May 1948) which
supported the recognition of Indonesia as an independent and sovereign state, and over the
years (post Indonesian independence) Yemen has always supported the integrity of

Indonesia as an independent state.

After the unification of the Republic of Yemen, Indonesia-Yemen diplomatic relations
have started since 1992 (Minstry of Foreign Affairs of the Republic of Indonesia, 2016). In
the diplomatic sphere, the close bilateral diplomatic relations could be seen by the
frequency of the reciprocal high official visits by both countries. It is noted the Indonesian
President, Mr. Abdurrahman Wahid made an official visit to Yemen in 2001, while the
Yemeni President made working visits to Indonesia in 1998, 2009, and 2016. In addition,
the Vice President, Mr. Hamzah Haz paid an official visit to Yemen in 2003. Meanwhile,
Yemeni Vice President Abdu Rabbu Mansour Hadi visited Indonesia in 2002.

Within the economic realm, both countries have signed number of MoUs in economic
cooperation, and bilateral economic relations have enhanced over the years. Both countries
have expanded their trade and investment relationships. The socio-cultural cooperation has

also expanded over the years, including education,

In 1990, the bilateral trade was only US$10.46 million and in 2015, the bilateral trade

volume reached US$89.30 million. The bilateral trade reached its peak in 2013 amounted
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US$159.38 million, prior to the Yemeni armed conflict in 2014 (the Al-Houthi seized
control of the Capital Sana’a in 2014) and culminated in 2015 when a Saudi-led coalition

launched airstrikes in Yemen.

Based on the trade structure, in 1990, Indonesian export amounted US$9.85 million
consisting of intermediate goods (85.98%), consumer goods (11.77%), and capital goods
(2.23%). Meanwhile, in 2015, Indonesian export reaches US$88.2 million comprising of
consumer goods (78.88%), intermediate goods (15.47%), capital goods (5.26%), and raw
materials (0.37%). Thus, there is a significant change on the composition of the Indonesian

export commodities to Yemen, from mainly intermediate goods to consumer goods.

Meanwhile, for the Indonesian imports from Yemen, in 1990 were raw materials
(63.39%), intermediate goods (28.47%), consumer goods (7.49%), and capital goods
(0.64%) with a total of US$605929. And in 2015, the Yemeni exports were mainly raw
materials (98.38%), consumer goods (1.21%), and capital goods (0.4%) valued
US$573182. This shows that over the years, Yemen still strong relies on raw materials
export to Indonesia with a very little amount. In fact, in 2015 Indonesian imports from

Yemen were mainly frozen fish accounted for 98.38% of the total Indonesian import.

Economic cooperation is one of the current emphasis in the Indonesia-Yemen bilateral
relations. Over the years, the economic cooperation has enhanced but due to the internal
conflicts in Yemen particularly in 2014/2015, then, the economic relations have
deteriorated afterwards. The Yemeni revolution which is also known as the Yemen
uprising (Intifada) took place back in 2011 after the series of Arab Spring protests in the
Middle East and North African region (MENA).

Indonesia views Yemen as a potential non-traditional market. The population has
almost tripled since 1980 from 8.4 million to 25 million people in 2015. Prior the war
conflict 2014/2015, the economic relations were in general positive. Within the trade
sphere, bilateral trade have been increasing and reached its peak in 2013 amounted
US$159.38 million. But post war conflict, bilateral trade has deteriorated and in 2015 only
reached US$89.3 million. Further, bilateral investment relations have also faced
challenges. Indonesian companies such as Medco (oil and gas exploration firm) and
Indofood (food producing company) have closed their operation in 2015. The current

Yemen'’s foreign policy highest priority is to end the war conflict in Yemen.

43



The 7t Islamic Economic System Conference (iECONS2017) 12 & 13 December 2017

Yemen is one of the least developed countries in the world. Then, the focus of the ICT
cooperation could be to strengthen infrastructures and human resources capacity
development. In 2015, Yemen ranks 4" lowest Human Development Index (HDI) in
Middle East Northern African (MENA) region. The war conflict causes Yemen continues
to suffer from the structural developmental problems that necessarily exacerbate the
political crisis. Further, the weakness of the Yemeni state is also a huge concern. The
government does not able to effectively provide adequate basic services to the Yemeni
people including electric power and water supply shortages. In 2015, Kusuma (2016)
mentioned that Yemen’s economy contracted by 28 percent, making as the country with

the worst economic performance in the world for the year 2015.

One of the emphasis of the Indonesian diplomatic relations with its are to enhance
economic cooperation. Economic cooperation among others cover: trade, investment,
finance, tourism technical cooperation, food security, and energy security. Economic
diplomacy is one of the priority agenda in the current era of Jokowi Government for the
period 2014-2019. In general, Indonesia's economic diplomacy efforts are aimed at
increasing Indonesian exports, encouraging foreign investment to Indonesia, and attracting

foreign tourists to Indonesia.

This study attempts to discuss ways boosting Indonesia-Yemen bilateral trade relations
through formulating Indonesian product competitiveness mapping with one of the friendly
countries, the Republic of Yemen which is considered as one of the countries in the non-
traditional market classification for Indonesia's economic diplomacy mission (Sjahril,
2016).

DATA AND RESEARCH METHODOLOGY

This paper uses the product mapping analysis as outlined by Tri Widodo (2008). To
create product mapping analysis, two analytical tools are needed, namely Revealed
Symmetric Comparative Advantage (RSCA) and Trade Balance Index (TBI). RSCA is an
indicator of comparative advantage, whereas TBI is an indicator of export-import activity.
The RSCA index is a simple transformation of the Revealed Comparative Advantage
(RCA). RCA is also an indicator of comparative advantage (or product competitiveness).
The RSCA index is formulated as follows:

RSCAIj = (RCAIj - 1) / (RCAIj + 1)
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Where the RSCAIj index value varies from -1 to 1 (-1 < RSCAij < + 1). If RSCAI;j
more than 0 means country i has a comparative advantage in product group j. Conversely,

if RSCAIj is less than 0 then country i has no comparative advantage in product group j.

Meanwhile, TBI is used to analyze whether a country has specialized in export (as a
net-exporter) or in import (as a net-importer) for a particular product group (SITC). TBI is

simply formulated as follows:
TBIij = (Xij - Min) / (Xij + Mij)
TBIij symbolizes the country's trade balance index i for product group (SITC) j; The

index values vary from -1 to +1. Extreme, TBI equals -1 if a country imports only, and

vice versa, TBI equals +1 if a country only exports it.

The value of the TBI index can not be determined if a country is not exporting or not
importing at all. In this case, a value of 0 is given to potential product groups for export or
import. The value between -1 and +1 indicates that the country exports and imports the
commodities simultaneously. A country includes a net-importer on a particular product if

the value of TBI is negative, and as a net-exporter if the value of TBI is positive.

Picture 1: Product Mapping Analysis

" :__ Laromp B: sromp A:
E & Hnve Comparative Advantage Have Comparative Adv antage
EA- ?_, M0 Export-Speciaiation (nel-imporicr i Have Expor-Special eration | nol-cyporier
L1 RSCA = 0 amd THI <) RSCA, = 0w THI =)
ExX
w o —: T
BEE
=EX Laroup 10: Lsrnap L
B :_'E S o Comparaiive Advanimge Mo Comparaiive Advanisge
& E -] N | pol-Specia walios | iel-impone ) Flawe | apon-Specil waton | Be-caguond

~ # RSCA < 0 nd THI <0) RSCA < and THI >0

Bl =0 Hi=)
I'rade Balance Index (THI

Source: Tri Widodo (2008)

Using the RSCA index and the TBI index, product mapping can be performed. The
product (SITC) can be categorized into four groups, namely A, B, C and D as shown in the
figure above. Group A contains products that have comparative advantages as well as
export specialization. Group B consists of products that have comparative advantages but
do not have export specialization. Group C contains export-oriented products but does not
have a comparative advantage. Group D consists of products that do not have a

comparative advantage nor do they have export specialization.
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This study will examine the mapping of product competitiveness between Indonesia
and Yemen by using trade data 2014, a year before the armed conflict in Yemen with
consideration to illustrate the mapping and competition of export products of both
countries at the second the state has no political and security problems. Furthermore, for
product data will use SITC 3 Digit code. Given the wide range of export products, the

analysis will be selective.

PRODUCT COMPETITIVENESS MAPPING ANALYSIS
Product Competitiveness Mapping Analysis for the Republic of Yemen

In mapping the competitiveness of Yemeni products, it is depicted that Yemeni export
products included in Group A are very few as many as 12 products alone or 5 percent of
all Yemeni export products. Most Yemeni export products (84.5 percent of Yemen's total
export products) have low competitiveness and as net importers or belong to group D.
Yemen relies heavily on imports of products from abroad due to the limited availability of
domestic products as well as the result of Yemen’s own product competitiveness which is
indeed low. In addition, Yemen appears to have not diversified its export products and rely

solely on exports of oil and gas products such as crude oil and natural gas.

Graph 1: Product Mapping for Yemen State of 2014

PRODUCT MAPPING YEMEN 2014
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Source: World Integrated Trade Solutions (2017)

In detail, it is depicted that there are 12 (twelve) Yemeni export products that have very
high competitiveness with the highest TBI, among others are: petroleum (SITC 333),
fishery products (SITC 034, SITC 035 and SITC 036), leather products (SITC 046), crude
animal materials (SITC 291), iron (SITC 671), and fruit (SITC 071) fruits & nuts (SITC
057). All of the export products are included in Yaman's product A group mapping.
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Table 1: RSCA and TBI Results for the Republic of Yemen 2014 (Top 12)

Rank SITC Description RSCA TBI Rank
Average
1 333 Petrol.oils,crude, & 0.92 1.00 0.96
c.0.obtain.from
2 034 Fish,fresh (live or 0.91 0.96 0.94
dead),chilled o
3 036 Crustaceans and 0.83 1.00 0.91
molluscs,fresh,chil
4 611 Leather 0.71 0.95 0.83
5 211 Hides and skins (except 0.66 0.98 0.82
furskins),
6 035 Fish,dried,salted or in brine ; 0.52 0.96 0.74
sSmo
7 071 Coffee and coffee substitutes 0.53 0.84 0.68
8 341 Gas,natural and 0.20 1.00 0.60
manufactured
9 046 Meal and flour of wheat and 0.95 0.23 0.59
flour o
10 291 Crude animal materials,n.e.s. 0.18 0.98 0.58
11 671 Pig iron,spiegeleisen,sponge 0.37 0.69 0.53
iron,i
12 057 Fruit & nuts(not includ. oil 0.68 0.08 0.38
nuts),

Source: World Integrated Trade Solutions (2017)

The two main commodities exported by Yemen by 2014 are: petroleum (SITC 333)
reached US$1.27 billion followed by natural gas (SITC 341) of US$68.77 million.
Although Yemen is not the main crude producer compared to other countries in the
Arabian Peninsula region, Yemen's government relies heavily on export earnings from the
energy sector to finance Government programs primarily in financing infrastructure

development, imports of capital goods and imports of food from abroad.

Graph 2: Yemen's Export Product Group A 2014 (Top 12)
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Yemen's Export Product Group A 2014

Source: World Integrated Trade Solutions (2017)

In 2014, production and oil prices fell but Yemen is still able to export petroleum,
even the export of crude oil reaches 83.3 percent of Yemen's total exports. By 2015, due to
the war in Yemen especially since April 2015, many foreign oil and gas companies leave
the country. Thus, most domestic crude oil and LNG production ceases operations, so

practically no exports exist, meaning, the RSCA index practically decreases to none.

Product Competitiveness Mapping Analysis for the Republic of Indonesia

In mapping the competitiveness of Indonesian products, it is illustrated that
Indonesia’'s export products that fall into Group A are relatively few as many as 56
products, and about 61.3 percent of the total Indonesian export products (or as many as
146 export products) still have low competitiveness and as net importers, entered in group
D. Itis illustrated that in 2014, the Government of Indonesia has not been able to diversify
exports of products abroad. Indonesia still relies heavily on imports of products from
abroad to meet domestic demand due to limited availability of domestic products or due to

the competitiveness of Indonesia‘s own products which are still weak overall.

Graph 3: Product Mapping for Indonesia 2014
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Source: World Integrated Trade Solutions (2017)

48



The 7t Islamic Economic System Conference (iECONS2017) 12 & 13 December 2017

In detail, there are 56 (fifty six) Indonesian export products that have very high
competitiveness with the highest TBI and the top ten are: vegetable oil (SITC 424), natural
rubber (SITC 232 ), tin (SITC 687), wood and charcoal wood (SITC 245), coal (SITC
322), animal and vegetable oils and fats (SITC 431), ore & concentrates of precious metal
(SITC 289), margarine and butter SITC 091), crustaceans and molluscs (SITC 036), and
textile clothing (SITC 844).

Based on the value of export volume, some of the main commaodities exported by
Indonesia in 2014 are: coal (SITC 322) reached US$20.82 billion followed by vegetable
oil especially palm oil (SITC 424) of US$19.95 billion, natural gas (SITC 341 ) of
US$17.18 billion, petroleum (SITC 333) of US $9.27 billion, natural rubber (SITC 232) of
US$4.74 billion, footwear (SITC 851) of US$3.97 billion, and paper products (SITC 641)
of US$3.32 billion. It is illustrated that Indonesia's export mainstay products still rely
heavily on the oil and gas sector, although the Government of Indonesia has continued to

diversify its export products from other sectors such as agriculture and manufacturing

sectors.
Table 2: Results of RSCA and TBI for Indonesia 2014(Top 10)

SITC Uraian RSCA TBI
424 Other fixed vegetable oils,fluid or 0.96 1.00
232 Natural rubber latex; nat.rubber & 0.93 0.98
687 Tin 0.94 0.98
245 Fuel wood (excluding wood waste) and wood 0.79 1.00

charcoal
322 Coal,lignite and peat 0.92 0.97
431 Animal & vegetable oils and fats,pr 0.88 0.93
289 Ores & concentrates of precious metal 0.60 1.00
091 Margarine and shortening 0.79 0.92
036 Crustaceans and molluscs,fresh,chil 0.66 0.94
844 Under garments of textile fabrics 0.62 0.93

Source: World Integrated Trade Solutions (2017)
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Graph 4: Indonesia's Export Product Group A Year 2014 (Top 12)

Source: World Integrated Trade Solutions (2017)

Product Competitiveness Analysis: Indonesia vs Yemen

Based on the analysis of product competitiveness mappng analysis from each
country can be described that in general the number of Indonesian exports products that
are superior to the superior competitiveness compared with Yemeni export products. There
are 56 Indonesian export products that have superior competitiveness with net exporters
(Group A), while Yemeni export products in the same group are only 12 products.

But at the same time, in overall the two countries can be said still not able to boost
the competitiveness of their export products. About 61.3 percent of Indonesia’s total export
products are in the category of Group D, which is weak competitive and net importers.

While Yemen, there are about 84.5 percent of the total export products are in group D.
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Table 3: Product Mapping Analysis, Indonesia vs Yemen

2014
Group B Group A
Indonesia 12 5.0% Indonesia 56  23.5%
Yemen 17 7.1% Yemen 12 5.0%
Both Countries 6.1% Both Countries 14.3%
Group D Group C
Indonesia 146  61.3% Indonesia 24 10.1%
Yemen 201  845% Yemen 8 3.4%
Both Countries 72.9% Both Countries 6.7%

Source: World Integrated Trade Solutions (2017)

CONCLUSION

Economic diplomacy is one of the priority agenda in the current era of Jokowi
Government. In general, Indonesia's economic diplomacy efforts are aimed at increasing
Indonesian exports, encouraging foreign investment to Indonesia, and attracting foreign
tourists to Indonesia. This study discusses efforts to boost Indonesia's exports by
formulating Indonesian product competitiveness mapping with friendly countries, the
Republic of Yemen which is one of the countries in the non-traditional market

classification for Indonesia's economic diplomacy mission.

Based on the product competitiveness mapping analysis from each country could be
conluded that in general the Indonesian exports products has higher competitiveness than
the Yemeni export products. At the same time, however, the two countries can be said still

have a low level of competitiveness of their respective export products.

It can be concluded that if Indonesia and Yemen cooperate in free trade, then by
referring to the results of the product competitiveness mapping analysis of the two
countries, it is predicted that Indonesia will be quite superior in so called ‘open trade

competition’ with Yemen. Considering the result of the analysis, in the policy suggestions
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of this study, the Government of Indonesia may be should explore opportunities for free
trade cooperation with Yemen. This study is could become an anticipation study for the

Indonesian policymakers to increase trade cooperation of both countries in the future.

Further, there are also several rationale and cooperation possibilities behind to expand
bilateral trade cooperation including: 1) Countries’ economic diversification effort.
Currently the economic structures in Indonesia and Yemen are still highly concentrated on
the primary sectors; 2) South-South Cooperation, in which there are opportunities to

expand bilateral cooperation including technical cooperation.

For the economic diversification effort, all parties involved have strong interest to
diversify their economic structures. Over the years, Indonesian economy and export
structures have strongly relied on the primary sectors such as agricultural and mining
sectors. Indonesia still mainly dependent on primary commodities exports such as coal,

natural rubbers, mineral commodities (tin, copper, gold), and palm oil commodities.

Meanwhile Yemen is still largely dependent on oil and gas sectors. The current
economic structure is also a significant matter. Oil revenues represent 70 percent of the
government’s total revenues and oil constitutes 90 percent of the total country’s exports,
which will be depleted within a decade if new oil reserves are not explored and discovered.
Further, the agricultural sector faces huge challenges. The agricultural sector in Yemen
takes up around 90 percent of water in Yemen and it only generates 6 percent of GDP -
with majority of Yemenis are dependent on small-scale subsistence agriculture. Thus,

depleting oil resources combined with wasted resources are huge challenges in Yemen.

For the South-South Cooperation, for the case of Indonesia-Yemen bilateral
relations, to some extent Indonesia could actively contribute to help Yemen from being a
‘fragile state’ to become an ‘effective state’ in the Arabic region. In accordance to the
Indonesia preamble constitution 1945, Indonesia has to actively contribute to build a
sustainable world peace. Further, in accordance to the national agenda 2015-2019,
Indonesia should play role to become a middle power country (Ministry of Foreign Affairs
of the Republic of Indonesia, 2015).

Indonesia would be difficult to become a core player in aiding the Yemeni Crisis. But

Indonesia could become the ‘right and effective marginal player’ in helping cope the
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Yemeni Crisis. First, Indonesia as a moderate moeslim majority country could become a
potential mediator in tackling the Yemeni political crisis. Second, Indonesia could become
an alternative economic and technical aid providers to Yemen. Several potential technical
capacity building includes: management of public finances, investment in human capital,

and provision of infrastructure services.

Last but not least, Indonesia and Yemen should start to take seriously to attempt
developing an emerging collaborative partnership based on brotherhood relations bond.
Indonesia and Yemen have strong intangible assets to not only enhance, but elevate the
bilateral diplomatic relations into so-called an emerging collaborative partnership. But to
achieve this goal, both sides should be more creative and proactive in finding the
cooperation opportunities by identifying their respective needs, wants, and their given

capabilities.
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ABSTRACT

It is clearly stated that riba (usury) is strictly prohibited in Islam. It is based on the
evidence of holy Quran, Hadith of Propohet Muhammad PBUH and consensus of Muslim
ummah. It is a clear word of haram (prohibition) in holy Quran 2:275. Suppose there is
no issue to raise on its legal status. However, it was found that holy Quran 30:39 leads to
the interpretation about the kind of permisible riba. Why this occur when it already been
a consensus? The most interesting is the statement does not been opposed by other
Muslim scholars and been cited in many references. This paper aimed to explore the
matter which related to the contract named as ‘Hibah al-Thawab .

Keywords: Islamic Finance, Riba, Hibah

INTRODUCTION

Riba (usury) is prohibited in Islam. The prohibition of it in the holy Quran is clearly
mentioned by the phrase ‘prohibition™. Furthermore, the sin of riba is ranked as the
highest from the other kind of prohibition in muamalat (Islamic business transaction). To
a certain extend, al-Fataani? rejected the status of Islamic State if the riba system is

applied eventhough the hudud is perfectly implemented.

1 Holy Quran [2:275]
2 al-Fatani IL, Ikhtilaf Ad-Darain wa Atsaruhu fi Ahkam Al-Munakahat wa Al-Muamalat [The Effect of Two
Dars (Dar Al-Islam and Dar Al-Harb) on Islamic Personal and Transaction Law, Dar al-Salam, Cairo, 1990
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The holy Quran in the verses of riba prohibition not only put a stop to riba, but provides
the punishment in the hereafter. Ibnu ‘Abbaas® discussed that a person who avoids
repentance from riba will be asked to prepare for war opposing against Allah and Prophet
PBUH in the hereafter. Apart from the prohibition verse, the scholars have discussed the
punishment of riba here in this world, as to explain riba as the major type of prohibition

in muamalat.

MOTIVATION OF STUDY

While it became a consensus between scholars and ummah about the prohibition of riba,
there is an interesting interpretation given by prominent scholars on the other verses
related to riba. Allah SWT said in the Holy Quran

And that which you give in gift (to others), in order that it may increase
(your wealth by expecting to get a better one in return) from other
people's property, has no increase with Allah, but that which you give in
Zakat seeking Allah's countenance then those, they shall have manifold
increase.

Al-Dhohaak® said while commenting the verse

This is the halal riba that gives the gift (with) the need to get more from
it. No reward for him and no burden. And only prohibited for the
Prophet PBUH as Allah said® (And give not a thing in order to have
more (or consider not your deeds of Alléh's obedience as a favour to
Allah).

‘TIkrimah as narrated by al-Tobari’ said

There are two types of riba, riba halal and riba haram. The halal is the
one who gives a gift and seek what is better than it.

The point that they agreed is based on the statement of most musfassirin® that there is a
type of halal riba. This statement has initiated the author to explore on the matter, due to
its contradiction of the prohibition of Riba in the Quran.

3 Al-Khin et all. Al-Figh Manhaji, v3 p76. Dar al-Qalam, Damascus, 7th Edition. 2006

4 Holy Quran [30:39]

5 Al-Zawiyati MS. Tafsir al-Dhohak, v2 p662-663. Dar al-Salam. Cairo. 1999

& Holy Quran [74:6]

7 Al-Qurtubi AAA. Tafsir al-Qurtubi. v14 pg 36. Dar al-Syaab. Cairo.

8 Tafsir al-Son aani v3 p104, Tafsir al-Wahidi v2 p843, Tafsir al-Baghoowi v3 p484, Tafsir al-Nasafi v3
p275, Tashil Ulum Tanzil v3 p123, Tafsir al-Kasyaf v3 p487, Tafsir Fath al-Qadir v4 p227, Tafsir
Muharrar Al-Wajiz v4 p339, Tafsir al-Sam 'ani v4 p216, Tafsir Zad Al-Muyassar v6 p304, Tafsir al-
Qurtubi v14 p36, Tafsir al-Tobari v21 p45-48, Tafsir Ruh al-Ma ’ani v21 p46, Tafsir al-Kabir v25 p111
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After reviewing the interpretation above, the scholars agree that the halal riba above is a
contract of hibah al-Thawab (gift with compensation). The below questions have been
raised.

1. What is the gift with compensation connected to the halal riba?
2. s there any exceptional from the prohibition of riba for gift with compensation?
3. s the phrase riba in the statement above based on the literal meaning?

REVIEW ON THE RULE OF RIBA TRANSACTION

Riba is defined as any excess compensation without any corresponding counter-value
recognized by the Shariah® Al-Bugha'® gives a few characteristics of riba namely the
subject matter and transaction process. This is a riba that occur on sale transaction. It is
based on Ab1 Sa’1d al-Khudry who reported Allah’s Messenger as saying:

Gold for gold, silver for silver, wheat for wheat, barley for barley, dates
for dates, and salt for salt. (When a transaction is) like for like, payment
being made on the spot, then if anyone gives more or asks for more, he
has dealt in Riba, the receiver and the giver being equally guilty. (Sahih,
Muslim)

The subject matter concluded that riba only occurs on the transaction between riba item
based on the reasoning (illah) either currency (including gold and silver) or commodity.
The transaction process in other perspective concludes the transaction process which must
be equal exchange and/or on the spot basis!!

The other type of riba is based on loan. Any benefit of loan (monetary or non-monetary)
will be considered as riba if it is part of the contract. Al-Bayhagi said;*?

We narrated from Faddaalah ibn ‘Ubayd that he said: Every loan that
brings benefit is a kind of riba. And we narrated similar views from Ibn
Mas ‘ood, Ibn ‘Abbaas, ‘Abd-Allah ibn Salaam and others; it was also
narrated from ‘Umar and Ubayy ibn Ka'b.

INTRODUCTION TO HIBAH AL-THAWAB (GIFT WITH COMPENSATION)

The preferred definition of hibah is ‘to give ownership to those who are entitled for
donation as approved by Shariah without counter value to those who are entitled to
receive with the language or any that shows it’'3. The phrase ‘without counter value’

9 ISRA Compendium, Kuala Lumpur, 2010

10 Al-Khin et all. Al-Figh Manhaji, v3 p68. Dar al-Qalam, Damascus, 7™ Edition. 2006

1+ Al-Khin et all. Al-Figh Manhaji, v3 p68. Dar al-Qalam, Damascus, 7™ Edition. 2006

12 Al-Sunan al-Sughra v4 p353

13 Al-Dardir. Agrab al-Masalik p126. Maktabah Ayub. 2000; Al-Sowi. Bulghah al-Salik. Dar Kutub al-
IImiyyah v4 p38
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refers to the exclusion of buying and selling but not for Gift with compensation (Hibah-
al-Thawab)*

By referring to the definition above, the Maliki school considers the Gift with
compensation (Hibah-al-Thawab) as part of the hibah contract. While other scholars do
not recognize the Gift with compensation (Hibah-al-Thawab) as part of the Hibah
contract since the definition lead to the counter value, which has been excluded. Some of
Hanafi scholars include the Gift with compensation (Hibah-al-Thawab) in the hibah
contract even though they initially agreed on the concept of Hibah as gift without counter
value.

Nevertheless, the majority scholars do not reject the Gift with compensation (Hibah-al-
Thawab) but they argued the allocation of the contract, with the opinion that it is a
contract of sale; as majority agree.

With regards to the opinion of majority, al-Qurafi has quoted it and reported®®

The Sahib al-Mugaddimat said: Gift with compensation (Hibah-al-Thawab) is
permissible, differ with the (opinion) of imams (of other scholars) which said
(firstly) it is a sale on the item with the value paid, or with the unknown price if
the price not be determined. So, it is not permissible from a perspective of sale
unanimously. Thus, (Gift with compensation (Hibah-al-Thawab)) is same (as sale
of unknown). (Secondly), because the topic of hibah is a (kind of) donation
literally, and originally it is not movable. The donation does not lead to the
counter value, hence hibah does not lead to the counter value (as well). This is
because every agad that leads to counter value cannot be named (as donation)
without differentiation from the higher level to the lower level and as marriage of
tafwidh. If hibah can lead (to be a counter value), suppose the (higer and lower
level) is same. (Fourthly) And with the analogy of will with all kind of donation.

But al-Qaraafi argued the opinion step by step with a clear justification. He said*®

First argument: the difference of hibah bi thawab evenif it has the counter value,
is still the objective to give the mutual respect and love and thus, is not purely a
Muawadah (exchange) and Mukayasah (donation), and the custom will prove it.
Hence, it is permissible to have this kind of unknown and uncertainty as the
Shariah permissible gold, silver and food are traded on the spot in the contract of
al-Qiradh.(Mudharabah or profit sharing) This is because the objective is good
and it differs from the argument (of majority).

14 Al-Dardir. Syarh al-Soghir Maa Hasiyah al-Sowi. v5 p431 Isa al-Bab al-Halabi
15 Al-Qurafi. Al-Zakhiroh. v5 p397 Dar al-Kutub al-1imiyyah. Beirut. 2" Edition. 2008. v5 p397-398
16 Al-Qurafi. Al-Zakhiroh. v5 p397 Dar al-Kutub al-1imiyyah. Beirut. 2" Edition. 2008. v5 p397-398
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Secondly, if they said that every hibah focuses on the donation, so the basic need
of hibah is to fulfill (this basic) which has to insert to itTthey said some of the
hibah (as previous) are accepted and do not harm us. It is because, for us, hibah
from the lower level to the higher level (normally) subject to counter value, and
from the higher level to lower level is a donation as been proven

by the custom practice. Thus, it still considered as the literal (meaning of
donation) and because the origin of it without moveable and alteration.

Al-Qurafi also argued that the gift with compensation (Hibah-al-Thawab) can be
analogized with the marriage of tafwidh, which allow disappearing the dowry and
committed as the dowry al-Mithly. For Gift with compensation (Hibah-al-Thawab), the
unknown counter value is permissible, but the commitment must be based on the value of
the hibah.

Al-Qurafi also stated that the permissibility of Gift with compensation (Hibah-al-Thawab
)is based on the Quranic verse:

When you are greeted with a greeting, greet in return with what is better than it,
or (at least) return it equally.*’

He elaborated the verse commenting on the issue of greeting (tahiyyat), also includes the
Hibah and hadiyyah based on the methodology of tafsir ‘the lesson is taken from the
general meaning, not with the specific reason’. Al-Samargandi® narrated in his tafsir by
Abu Hanifah and al-Baidowi'® narrated by the gaul gadim of al-Shafie supporting the
statement. Al-Qurafi also stated that the custom can create the evidence based on the
hadith narrated by Abu Daud?® where the Prophet will not receive the hadiyyah except
from few due to the need of consent of thawab in the gift.

While commenting the Quranic verse, 4:86, Al-Qurafi has commented that it is true the
people who take advantage as such do not receive the reward from Allah, but the
responsibility of giving the al-thawab is not aborted. He said this is the evidence that this
custom is applicable to permissible Gift with compensation (Hibah-al-Thawab).

The verse is translated as :
And that which you give in gift (to others), in order that it may increase (your
wealth by expecting to get a better one in return) from other people's property,

7 Holy Quran [4:86]

8 Abu Laith. Tafsir Samargandi v1 p349. Dar al-Kutub al-Iimiyyah. Beirut 1993
19 Al-Baidhowi. Tafsir al-Baidhowi 2 p229. Dar al-Fikr1996

20 Hadith no 3537 — Sunan Abi Daud v3 pg 290. Dar al-Fikr
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has no increase with Allah, but that which you give in Zakat seeking Allah's
Countenance then those, they shall have manifold increase.?

Other evidence given by scholars’ regarding the Gift with compensation (Hibah-al-
Thawab) is:

And give not a thing in order to have more (or consider not your deeds of Allah's
obedience as a favour to Allah).??

The author also has high tendency to agree with the opinion of al-Qurafi regarding this
verse since the argument comes from the side of donor, while it has nothing to do with the
responsibility of receiver. al-Mahally and al-Suyuti?® were in the opinion that this is the
specialty of the Prophet PBUH only.

The discussion of the hadith ‘give the gift each other, you will get the love each other’
shows the permissibility and encouragement of Gift with compensation (Hibah-al-
Thawab) in the daily transaction especially for the Ummah of Prophet Muhammad
PBUH.

IS THERE ANY EXCEPTION ON THE PROHIBITION?
It is possible to take the opinion of lbnu Arabi?* in his tafsir :

We have elaborated Riba and its classification; addition to the wealth in terms of
time and price, and the addition of other, as be reported before. And we have
elaborated that Riba as specified for the contracting parties permissible with the
knowledge of both and there is no different opinion on the matter; and also it is
permissible of riba in Gift with compensation (Hibah-al-Thawab).

It has been mentioned by Umar bin al-Khattab R.A, that a person that gives gift
and sees there is a thawab, he has the right to his gift till he agrees with the
thawab. This means the exception from the general prohibition that enters into the
contract’

Even the end of comments by Ibnu Arabi mentioned the permissibility of Riba on Gift
with compensation (Hibah-al-Thawab), is known that the meaning of the permisibility in
his writing is specified only for the things that are not considered as riba item. This
statement is supported by al-Nafrawi?® who stated that:

21 Holy Quran [30:39]

22 Holy Quran [74: 6]

23 Tafsir Jalalain v1 p577. Royal Aal al-Bayt Institute For Islamic Thought. Fon Vitae. 2008
24 |bnu Arabi. Tafsir al-Ahkam al-Quran. v1 pg 324 Dar al-Fikr lil al-Tibaah wa al-Nasyr

25 Al-Nafrawani. Al-Fawakih al-Dawani v2 pg 158. Dar al-Fikr. Beirut
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It is not permissible to give al-thawab of silver (if the hibah is gold) and
otherwise, that it causes the deferment on transaction...because the Gift with
compensation (Hibah-al-Thawab) is a sale

We can argue on this opinion by looking at the features taken at the end of the rules. This
is because he sticks to the opinion that the Gift with compensation (Hibah-al-Thawab) is
a sale. Nevertheless, the counter value of Gift with compensation (Hibah-al-Thawab) still
applies the rule of hibah, can be unknown as the analogy with the marriage of ¢ta ‘widh.?®

INTERPRETATION OF RIBA BY MUFASSIRIN

The interpretation of the verse above generally accepted that riba is permissible in the
Gift with compensation (Hibah-al-Thawab). There is one major issue and argument
should be resolved. Is the riba in the tafsir of the verse considered as literal meaning or
technical meaning in shariah?

If the riba definition is taken on its literal meaning, it can be the same rules as the opinion
of Ibnu Arabi previously where the permissibility of riba in Gift with compensation
(Hibah-al-Thawab) is excluded on the ribawi item.

If the riba definition is taken from the technical meaning of riba in shariah, it should
solve the issue where the ribawi item is permissible in Gift with compensation (Hibah-al-
Thawab).

If we argued that the literal meaning of riba in the interpretation of the verse is the
definition of riba, the contract of sale should also considered as riba since the mark-up
price on the selling item. But the scholars do not include the sale as riba. So, it would be
preferred and believed that the riba mentioned in the interpretation of the verse is the
specified riba, which is based on technical meaning in shariah.

These opinions can be harmonized based on the opinion of al-Qurtubi where he classified
the type of hibah based on the intention of the donor. Regarding this opinion, he
concluded that there is a person who gives hibah on the basis of taking the reward from
Allah, there is a person who gives hibah to hypocrisy, and there is a person who gives
hibah to get the reward from the donee. Thus, is will be judged by the custom since the
permission given by Malikis on Gift with compensation (Hibah-al-Thawab) is to
appreciate based on the custom of people.

26 Marriage of Tafwidh means the marriage with the unknown dowry
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According to lbrahim al-Nakhaie in the tafsir of al-Andalusi?” who commented the verse
previously

This verse is revealed to people who t give their relatives and friends to get benefit
and expand the wealth and get the kindness and increase their wealth in the form
of benefit

Ibonu Asyur?® mentioned that this verse is purposely for Gift with compensation (Hibah-al-
Thawab) and hibabh lil-zulfa wa al-malag.

THE POTENTIAL OF GIFT WITH COMPENSATION (HIBAH-AL-THAWAB) IN
ISLAMIC FINANCE

There are a few authors who quoted the gift with compensation (Hibah-al-Thawab) as
Takaful contract (Islamic insurance) such as al-Qura Daghi?®, Nurdianawati lrwani
Abdullah® and Mohammad N.H.N (2010) but yet to discuss further the riba. Their
discussion ends at the view of majority that gift with compensation (Hibah-al-Thawab) is
a sale, thus the charateristics of sale applied.

Except Mohd Parid®, who revised the gift with compensation (Hibah-al-Thawab) has the
element of riba , where the exchange between the premium contribution with the benefit
received could lead to both kinds of riba due to the deffered and excessive of exchange.
Both exchange items are in the same currency.

She provided the alternative by exchanging the currency and that the sum covered should
be different. But, the justification of his opinion is not strong enough to support it, since
the sum covered can be considered as financial assets although it represents the currency.

Thus the opinion of lbnu Arabi can justify that there is no need for us to find the
alternative way of exchange in currency for gift with compensation (Hibah-al-Thawab)
since this contract is permisible even if it has the characteristics of riba.

There probably a question where the participant can take the advantange to permisible
riba in takaful by having this contract. In Malaysia, as far as the Takaful Act 1984 is
concerned, takaful is defined as

“takaful” means a scheme based on brotherhood, solidarity and mutual
assistance which provides for mutual financial aid and assistance to the

27 Al-Andalusi. Al-Muharrar al-Wajiz v4 339 Dar Ibnu Hazm. 2002

28 |bn Ashour. Tafsir al-Tahrir wa al-Tanwir v21 pg106. Dar al-lhya al-Turath. 2000

29 Al-Qura Daghi, 2009, al-Takmin al-Islami, Dar al-Basyair al-Islamiyyah, Beirut

%9 Nurdianawati Irwani Abdullah, N. A.. Case Studies Of The Practice Of Nomination And Hibah By
Malaysian Takaful Operators. ISRA International Journal Of Islamic Finance , 2. 2010

31 Mohd Parid, N. (2009). Insurable Interest in Takaful Practices: An Analysis. Kuala Lumpur:
International Shariah Research Academy for Islamic Finance
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participants in case of need whereby the participants mutually agree to contribute
for that purpose;*?

The opinions of Ibnu Asyur and Ibrahim al-Nakhaie on the verse of gift with
compensation (hibah-al-thawab) support the principle of Takaful in a perspective, where
there is a strong custom of having the hibah with each other among families and getting
benefit from it. If a person participates in takaful to have riba or manipulates it as tool to
permisible riba, Allah even said that they will not get any reward from the transaction.

The supportive legal framework of takaful needed to ensure the permisiblity of riba in gift
with compensation (hibah-al-thawab) cannot be manipulated in practice.

CONCLUSION

As a conclusion, the halal riba is only a term used for gift with compensation (hibah-al-
thawab) due to the characteristics of riba in the contract. According to Ibnu Arabi, it is
an exception from the general rules for riba. This exception also does not violate the
consensus of scholars towards the prohibition of riba.
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ABSTRACT

Sustainable and responsible investment (SRI) sukuk can be innovatively structured to
support financing the development waqf assets into viable income-generating assets that
can help with social programmes, and at the same time, maximise the potential of sukuk
in achieving the objectives (magasid) of Islamic Finance. The paper aims to explore a
SRI sukuk model based on ljarah that could be implemented to develop waqf properties
and assets under the SRI sukuk framework in Malaysia. The paper adopts desk research
and semi-structured interview as its methodology. The paper examines the first SRI sukuk
issued in Malaysia and other wagqf-related sukuks in the past and comes up with a
preliminary waqgf SRI sukuk model based on the principle of ljarah. Four semi-structured
interviews were undertaken to seek the opinion of subject-matter experts and industry
practitioners. Based on the interviewees’ response, the study proposes the most feasible
ljarah SRI sukuk model that could be implemented in the Malaysian context for the
development of waqgf properties/assets. The model is elaborated based on the purpose of
development, functionality, choice of Shari’ah contract, obligor and return mechanism.
This study is significant as it can serve great benefit to the government, waqf
administrators, regulators, policy makers, foundations, corporations and interested
investors to explore ljarah SRI sukuk as one of the feasible financial instruments to
develop wagf in Malaysia.

Keywords: SRI sukuk, Waqgf properties/assets, feasibility, ljarah SRI sukuk
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INTRODUCTION

Islamic Finance started as a promising sector in the 1970s mainly focusing on Shari’ah

compliant banking and hajj funds. Today, Islamic finance has grown to become an
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important segment in the international financial system, with estimated assets close to
approximately USD?2 trillion and compound annual growth rate of 15.4% (IFSB, 2016).
By the end of 2018, the market size is expected to reach USD3.4 trillion (Mohammed,
2016). Concurrently, the Sustainable and Responsible Investment (SRI) has also been
growing and gaining more prominence in recent years. At the start of 2016, global SRI
reached USD22.89 trillion, an increase of 25% compared to USD18.28 trillion in 2014
(Global Sustainable Investment Alliance, 2016). In the United States alone, the estimated
market size of SRI is estimated to be USD8.72 trillion as of 2016, a 33% increase since
2014, while SRI assets in Europe and Canada are estimated to be over USD12 trillion and
USD1 trillion, respectively. This growing attention on SRI is due to the increasing
awareness of policy makers and investors globally in investing in more sustainable and
responsible investments that contribute to the advancements in social, environmental and

governance practices (US SIF, 2016b).

In the pursuit of integrating Islamic Finance and SRI and making them relevant to
the local context, the Sustainable and Responsible Investment (SRI) Sukuk Framework
was launched by Securities Commission of Malaysia (SC) in 2014 as an extension of the
existing sukuk framework to facilitate a conducive ecosystem for SRI investors and
issuers. This framework is certainly beneficial for the natural progression of the sukuk
market due to the growing awareness of investors and institutions towards ethically and
socially responsible investment (MIFC, 2016). The framework lists down the projects that
are eligible to be categorised under SRI projects, which include any activities related to
the development of waqf properties/assets. This inclusion is meaningful because waqf
asset development is a pressing issue in Malaysia. The 2012 statistics by Jabatan Wakaf,
Zakat and Haji (JAWHAR) showed that there were 11,092 hectares of waqf land worth
RM 1.18 billion in Malaysia. Unfortunately, only 7.2% of it was developed (Maznah,
Mohamat Sabri & Radziah, 2014). It is an irony that thousands of hectares of waqgf land
remain undeveloped when land and property are highly in demand in the current economy
(Muhammad Hisyam, 2014). Meanwhile, data on other wagf asset classes could not be
provided by JAWHAR, but it is expected to have a huge value and are similarly

underutilised.

This paper aims to explore an ljarah SRI sukuk model that could be implemented
to develop waqf properties and assets under the SRI sukuk framework in Malaysia. The

paper adopts desk research and semi-structured interview as its methodology. The
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structure of this paper is as follows: The following section reviews the literature on
Islamic Finance, SRI, SRI sukuk and waqgf. This includes the framework that was
introduced by Malaysia’s Securities Commission on the SRI sukuk and the study of past
literatures on the development of wagf in Malaysia and the modes of financing for waqgf
development that have been done in the past. A section on methodology follows suit as
well as a section that explains the proposed ljarah SRI sukuk model that could be
implemented in the Malaysian context for the development of waqf properties/assets.
Finally, several suggestions and a conclusion will be provided.

LITERATURE REVIEW
Islamic Finance

Today, Islamic finance has become an important segment in the international financial
system, with estimated assets close to approximately USD2 trillion and compound annual
growth rate (CAGR) of 15.4% (IFSB, 2016). Despite the encouraging growth, it is argued
that the true objectives of Islamic finance practice are yet to be realised. For example,
Islamic financial institutions are found mostly to be profit oriented over social oriented
(Mohammad & Shahwan, 2013). Hence, there has been calls for these institutions to give
more effort towards bridging the gap of Islamic finance theory and practice by putting
more emphasis on social responsibility and impact (Ng et al., 2015). In September 2012,
Kuala Lumpur Declaration was adopted by participants in the Second Strategic
Roundtable Discussion which included Shari’ah scholars and Muslim economists. One of
the declaration’s critical recommendation is to broaden the organisational structures
beyond traditional banking models to formats such as waqf to meet the social goals and
risk sharing features of Islamic finance (ISRA, 2012). Wagf, which is part of the social
sector, is rarely given the attention for further development even though it can actually
bring remarkable benefits to the social welfare and justice, which is in line with the
objective of Shari’ah (Ismal et al., 2015).

Therefore, it is high time for Islamic financial institutions to bridge the gap
between Islamic finance theory and practice by developing and utilising tools that
embody principles of Islamic finance such as SRI sukuk for the development of waqgf
properties and assets. To the best knowledge of the researcher, there has not been any
research done in the area of SRI sukuk for the development of waqf properties and assets

in Malaysia.
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Sustainable and Responsible Investment (SRI)

SRI has been referred to as Socially Responsible Investment (Ministry of Finance
Malaysia, 2013), Sustainable and Responsible Investment (Securities Commission, 2014),
and Sustainable, Responsible, and Impactful investments (Centre for Islamic Wealth
Management, 2015). According to the US Social Investment Forum (2016), SRI is
integrating personal values and societal concerns into investment decisions, where
investors consider both their financial needs and the impact of their investment on
society. Generally, it can be referred to as any type of investment process which combines
investors’ financial objectives with concerns regarding environmental, societal and

governance issues (Moghul & Safar-Aly, 2015).

There are many strategies within the SRI industry. SRI Connect has listed out 21
strategies which include ethical negative screening (which incorporates Shari’ah
screening), positive screening, community investing, impact investing, sustainability
theme investing and ESG investing (SRI Connect). In Europe, SRI strategies through
negative screening or ‘exclusions’ are estimated to be EURI17.5 trillion, making up
approximately half of the total professionally managed assets in Europe (Eurosif, 2016).
Impact investing was seen to be the fastest growing investment sector under SRI with a
compound annual growth rate (CAGR) of 120% since 2013 amounting to almost EUR1
trillion in total assets (Eurosif, 2016). Impact investing includes the issuances of financial
tools such as the green bonds, vaccine bonds and vaccine sukuk. Meanwhile in the US, at
the start of 2016, there has been a 33% growth since 2014 of the US-domiciled assets
under management using SRI strategies to USD8.72 trillion (US SIF, 2016a).

SRI Sukuk Framework

Securities Commission Malaysia (SC) launched the Capital Market Masterplan 2 in 2011
to promote socially responsible financing and investment. The Masterplan sets the agenda
to develop a conducive environment for investors and issuers interested in SRI, and
facilitate the growing trend of new financial instruments such as green bonds and Social
Impact Bonds (Securities Commission, 2011). In 2013, Malaysia’s Prime Minister
announced in Budget 2014 speech, that efforts will be intensified to promote Malaysia as

a market for SRI (Ministry of Finance Malaysia, 2013). Subsequently in 2014, SC revised
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the Guidelines on Sukuk to incorporate the new requirements for the issuance of SRI

sukuk.

The guideline on sukuk states that SRI sukuk issuance proceeds will be utilised
for the purpose of funding eligible projects that aim to preserve and protect the
environment and natural resources; conserve the use of energy; promote the use of
renewable energy; reduce greenhouse gas emission; or improve the quality of life for the
society. Other projects that are eligible to be categorised under SRI project include those
projects with physical assets/activities related to natural resources; renewable energy and
energy efficiency; community and economic development, and waqf properties/assets,

which includes any projects that undertake the development of waqf properties/ assets.

The inclusion of waqf properties/assets as one of the eligible categories for SRI
projects is meaningful because it provides the avenue for investors to dedicate the wealth
towards perpetual returns which can benefit the society. However, the issuance of SRI
sukuk for development of waqf assets is still rather unexplored. Therefore, this study
attempts to explore and further develop the connection of these two areas.

Case Study: First SRI sukuk in Malaysia

The SRI Sukuk Ihsan by Khazanah is the first ever SRI sukuk to be approved under the
SRI sukuk framework. This SRI sukuk has a total RM 1 billion in nominal value and the
period of 25 years until its maturity. The sukuk is divided into several tranches. The first
issuance on the 18™ of June 2015 and second issuance on 8" of August 2017, managed to
raise RM100 million respectively. The sukuk was given a rating of AAA by RAM
Ratings Services Berhad (RAM Ratings, 2015), due to Khazanah Nasional being the
obligor. Both issuances are intended to improve accessibility to quality education in
Malaysia. According to Khazanah’s executive director of investment, Dato” Mohd Izani

Ghani, some of the next tranches may include healthcare and affordable housing.

The proceeds from the sukuk investments from each issuance are to be used to
fund the roll-out of at least 20 schools under Yayasan Amir’s Trust School Programme.
Yayasan Amir is a Non-Profit Organisation (NPO) incorporated by Khazanah with the
aim to help improve the quality of education in Malaysian public schools through Public-
Private Partnerships with the Malaysian Ministry of Education (Khazanah Nasional,

2017). Before the first SRI sukuk was issued, there were already 30 schools under the
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programme, encompassing rural and urban schools, and impacting more than 20,000
schools nationwide (Ghani, 2015). The strategic goals of the Trust School programme
focuses on various stakeholders including: school leaders, teachers, students, parents, and
the community (CIMB, 2015).

The SRI sukuk was structured based on Wakalah Bil Istithmar in which, the
concept of appointment of other entities to manage sukukholders’ fund on behalf of
sukukholders is applied. The first step of the structure is the appointment of lhsan as
investment representative or wakeel. Then, lhsan appoints Khazanah as its sub-
representative or sub-wakeel to manage the sukuk fund. Khazanah will then use the sukuk
proceed or the sukuk fund collected from sukukholders to invest in shariah-compliant
tangible assets and shariah-compliant commodity murabahah. The proceeds or profit
made from these investments shall be used to fund the roll-out the schools under the Trust
School Programme and shall be distributed to sukukholders until the sukuk reaches its

maturity date. The illustration is shown in Figure 1.

o;’:rcha;e :Jere)rtakmg °)issolut|‘on Distribution Amount
xercise Price
h
%‘i CIMB Islamic o Appoint lhsan as Wakeel
Trustee Berhad ——
(Sukuk Trustee) thsan o Issue Sukuk Ihsan
Kh iah
* Wakeel, Sukukholders
(Investment e Appoint Khazanah as tlssuer)/ GSukuk Proceeds
Wakeel/ . -
N Investment Wakeel to invest the
QObligor) Sukuk Proceeds o Period Distributions
o Invest into & OPeriodic
manage Sukuk Distributions
Investment Sukuk Investments
(Tangible Assets & Commodity
Murabahah Investment)

Figure 1: SRI Sukuk Ihsan
(Souce: CIMB)

The return mechanism for the SRI sukuk is based on the step-down returns
structure that is dependent on the achievement of key performance indicators (KPIs).
These KPIs set the required target levels for the number of Trust Schools to be
implemented, performance of respective schools’ teachers, senior leadership and students.

For the SRI Sukuk lhsan to be considered a success, all the four criteria need to be
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fulfilled. The step-down returns structure introduced by SRI Sukuk Ihsan is the first of its
kind, where the yield will be reduced when KPIs are met. This means sukukholders will
actually earn less if the programme reaches its objectives as part of their social obligation
in recognising the positive social impact that is generated by the Trust School Programme
(Ghani, 2015). For the first issuance, the SRI sukuk was priced at a profit rate of 4.3% if
the KPI are not met, or 3.5% when KPIs are been fulfilled. While the second tranche of
SRI Sukuk Ihsan was recently priced at a profit rate of 4.6% if the KPIs are not met and
4.2% when KPIs are achieved.

Another feature that is unique to this sukuk is that it allows for the sukukholders
to convert their investment in the sukuk into donations by exercising their “option to
waive” the capital and proceeds of the sukuk (CIMB, 2015). By doing so, they are
entitled to receive tax vouchers for an amount equal to the amount waived or the

reduction in the nominal value of their respective sukukholdings (Ghani, 2015).
Wagf

Wagf, in the Arabic language, literally means to stop, contain or preserve. Conceptually,
wagf refers to charitable endowments. It is a voluntary and irrevocable dedication of one's
wealth, either in cash or kind, and its disbursement is dedicated for Shari’ah compliant
projects that are beneficial (Elasrag, 2017). It transfers wealth and changes property rights
from private to public. In Malaysia, wagf is administered by the respective State Islamic
Religious Council (Siti Asishah & Rusnadewi, 2015).

Waqgf has a great potential to be a tool for social welfare and economic
development via various humanitarian projects such in the area of healthcare, education
and training facilities for the society. This is why, according to Tahir, Abdul Hamid &
Ismail (2005), for the interest of the beneficiaries of waqf properties and assets, the need
for the existence of alternative financial mechanism is critical. The more the financial

instruments there are, the more are the chances of development of the wagf.

Wagqf can also be utilised as effective tools of wealth management. As most wagf
are in the form of real estate, yet underutilised, there is a pressing need to develop these
assets. Attempts should be made to upgrade waqf to a level where they become a

sustainable source of funding and are able to generate income on their own, thereby
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decreasing dependency on third-party donations (Lahsasna, 2013). As waqgf is to continue
till no more economic benefit can be taken from the asset, an investment product or
mechanism should be structured for perpetuity. What is most important is to preserve the
capital. Immediate disbursement is not necessary as there is already the charitable
instrument of zakat for that (Mohd Marzuki et al., 2012).

According to Anwar & Mohamad I’sa (2016), most of the Muslim and Muslim
minority countries presently are moving towards promoting cash as a form of wagf.
According to his findings from interviewing waqf officers and researchers in Malaysia,
they believe that cash waqf can be the capital for the development of idle wagf land.
However, a large number of waqgf trustees (Mutawalis) are not well trained in property
and financial management (Tahir et al., 2005). This calls for help from the experts in the
Islamic financial sector to help manage and offer innovative financial tools like SRI
sukuk.

Magda et al. (2016) had studied cases of waqf development around the world
including 25 cases from Malaysia. The modes of financing used in Malaysia are joint
venture, ijarah (leasing), donations, internal funds, wakalah (agency), musharakah
(partnership), waqf share, corporate waqgf, state and federal funds. None has ever used
SRI sukuk. One of the closest sukuk models that was issued for the development of waqf
was in Singapore, also known as the Bencoolen Wagf project. It is the first fundraising
project to renew a waqf property in Singapore via an issuance of Sukuk Musharakah by
Majlis Ugama Islam Singapore (MUIS). On top of that, there is also a Sukuk Intifa’
issued for the development of Zam Zam Tower on a wagf land in Saudi Arabia, which
will be discussed further in section 2.3.1. Meanwhile in Indonesia, Ismal et al. (2015)
explores the potential issuance of sovereign sukuk linked to waqf assets for the
development of massive local wagf that are underdeveloped or as an underlying asset of
financing in a sukuk originations. The waqf-linked sukuk issuance is intended for real
economic sector development, just like a project-based sukuk. Depending on the
investors’ preference, the sukuk can be fine-tuned to serve both commercial and social

purposes.

On another note, according to Centre for Islamic Wealth Management (2015), the
accumulated funds for the establishment of waqf projects can be realised through a
number of instruments including Cash and E-Waqf Fund, Per-square Feet Value
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Certificate, and sukuk issuance. This paper’s focus is on the sukuk issuance, particularly
is proposing several SRI sukuk models for the purpose of development of wagf assets and

properties because no such model is in place at the moment.

Case Study: Sukuk Intifa’ to develop Zam Zam Tower (Mekah)

The King Abdulaziz Endowment (Waqf) has developed a waqgf land, located near
Masjidil Haram of the Holy City Mekah, into multiplex of high towers called Zam Zam
Tower. The wagfland was leased to a prominent Saudi Arabian builder, Binladin
Construction Group® through a Build-Operate-Transfer (BOT) agreement which agreed
to build a shopping complex, four towers and a hotel under the project (Shabana, 2014).
Subsequently, Binladin Group leased the project to a Kuwait-based International Lease
Investment Company called Munshaat Real Estate Projects KSC to finance the project
construction, operate it and then transfer it back to King Abdulaziz Endowment at the end
of the 28-year lease tenure. Both the prominent Binladin Group and Munshaat signed a

forward ijarah contract.

To finance the project, Munshaat issued a $390 million Sukuk Intifa’ for 24 years.
Sukuk Intifa’ is a certificate or a deed that allows its holders to utilise a specific real
estate property for a specific period per year over a determined number of years (Ruzian,
Engku Rabiah Adawiah, & Aznan, 2012). The proceeds from the sukuk issuance would
be disbursed as progress payment by Munshaat to necessary parties involved in the
development of the project. Once completed, the sukukholders are provided with four
choices; 1) to show up at the allocated time, 2) exchange the time through a specialised
affiliate of Munshaat, 3) contract to Munshaat to sub-lease the contracted time to a
willing customer who wishes to visit Mekah at that point of time or 4) to sell the sukuk
right to a willing buyer (Shabana, 2014). The sukuk structure is shown in Figure 4.
Through the structure, a 24-year reversionary ground lease was awarded to the developer.
This means, in terms of ownership, the land which belongs to the waqf will remain with
the King Abdulaziz Endowment (Wagf), while the buildings belong to the developer and

the usufruct was sold to sukukholders (lease).

33 http://www.arabnews.com/node/244350
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Figure 2: Sukuk Intifa' Structure
(Source: Dr. Aznan Hasan’s presentation on Sukuk: Concepts, Issues and Trends)

RESEARCH METHODOLOGY

As the area of research on the link between SRI sukuk and waqf is relatively unexplored,
this study undertakes a combination of desk research and interview. To design the
structure of an ljarah SRI sukuk model for the development of waqf properties and assets,
the best available data to achieve this is via a desk research, where a detailed critical
review and analysis of past literature from reports, journals, framework, books and
practices are undertaken. In the researcher’s pursuit of seeking validation and feedback on
the proposed model, face-to-face interviews were conducted with subject matter experts

and industry practitioners.

Since SRI sukuk and waqf are specialised niche areas, there are not many
individuals who are experts in these areas. Based on the researcher’s search, the
participants of the interview were then selected based on their vast relevant experience
and understanding on the subject matters. The respondents®* who agreed to participate
consist of a chairman of a bank’s Shariah Committee, two directors, a senior
management, and a senior researcher at one of the top Islamic Banking and Finance
institutes in Malaysia. They are all based in Kuala Lumpur and have had experience in
dealing with sukuk, either as an issuer, investor, researcher or evaluator. A summary of

the respondents is given in Table 1.

34 For the purpose of anonymity, names of individuals and their respective organizations have not been revealed.
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Table 1: Summary of Respondents

Organisation Individual Respondent’s Position
A Al Chairman
B Bl Senior Researcher
C C1l Director
C2 Vice President
D D1 Director

IJARAH SRI SUKUK MODEL

The model begins with the government or the Majlis Agama Islam Negeri (MAIN) or
State Islamic Religious Council first identifying a specific social or economic issue that
needs attention, like the issues of affordable housing and unemployment. The waqf
development will then be aimed to be an income-generating asset while solving the
intended social problem. This is similar to the Seetee Aishah waqf development, where
the development of the wagf land helped to provide affordable housings in Pulau Pinang,
Malaysia (Hydzulkifli, Asmak, Ahmad Rizal, Azizi, & Suhaila, 2013).

The model is based on ljarah (leasing) contract with a Build, Operate and Transfer
(BOT) specification. A BOT contract is a form of project financing, where a private
company receives a grant of rights, land or property (concession) from the public sector
to finance, design, construct, own and operate a facility for a specified period — normally
during which the company is meant to make a return on its investment — before
transferring the ownership back to the government. During this period, the company is
responsible to raise the funds for the project. This BOT concept has been utilised in the
development of Zam Zam Tower in Mekah as explained in the previous section. For the
Zam Zam Tower project specifically, a developer was granted with a 24-year lease
(ijarah) over the wagf land on a BOT concept from the King Abdulaziz Endowment. The
developer then issued a Sukuk Intifa’a for the financing of the development. In return, the
advance lease rental received from the sukukholders was used by the developer to pay for
the 24-year lease rental to King Abdulaziz Endowment, as well as the construction costs

of the Zam Zam Tower.

For this model, a similar arrangement is adopted. An ljarah contract with a BOT
concept is entered between Majlis Agama Islam Negeri (MAIN) or the State Islamic
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Religious Council and Company X. MAIN, who owns the waqf land, leases the land to
Company X for it to build properties on the land and operates them. In return, MAIN
receives an annual lease income. After an agreed period, the properties will be transferred
back to MAIN to be fully administered by them. When this happens, all the income that

comes from the development on the waqgf land will go to wagf beneficiaries.

Figure 3 and the explanations below provide the details of the proposed ljarah SRI sukuk
model.

3. Issue SRI Sukuk

oo, Lljarah Contract y

(BOT Contract) 2. Establish
_ _ 4. Cash proceeds
COMPANY X 8. Periodic —
7. Lease Income Bixribnien 8. Periodic
— Distribution

5. Develop Wagqf
Properties/Assets

#

Figure 3: SRI Sukuk model based on Ijarah (BOT concept)

6. Company X manages the
Wagqf Properties/Assets

1. Majlis Agama Islam Negeri (MAIN) enters into an ljarah contract (BOT concept)

with Company X.

Company X establishes SPV to raise funds.

SPV issues SRI sukuk for the development of waqf properties/assets.

Investors provides the cash.

SPV then makes the agreed development on the waqgf properties/assets.

Company X manages the waqf properties/assets. The customers of the developed

assets can either rent the properties, or buy the properties with conditions. In the

case of Seetee Aishah wagf development, the developed properties on the waqf

land were sold but on a leasehold arrangement, where the wagf land is still

rightfully owned by MAIN and MAIN receives the lease as income.

MAIN receives lease income, which will be distributed to beneficiaries.

8. The remaining income from the development of waqf properties/assets is shared
with the investors based on the agreed amount for an agreed period.

ok wnN

~

The proposed obligor for this model is the Government or MAIN based on two reasons.
The first reason is having the government as the obligor has proven to increase the
worthiness and rating of the sukuk and secondly, as the development of waqgf would

benefit the society, the responsibility of providing these social services should be taken
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upon by the government as the caretaker of its people. The obligor is needed in the

models to execute the obligations of the issuer (SPV) should it fails to observe.

The researcher is also keen on having the return mechanism to investors be based
on KPIs. Unlike the SRI Sukuk lhsan that has a step-down returns mechanism as
described in the previous section, the researcher proposes for a step-up returns structure
where investors would be getting higher returns if KPIs are achieved and lower returns if
KPIs are not achieved. This is so that it becomes a motivation for all parties to ensure the
success of the wagf development project. The KPIs can be anything set and agreed by all
parties. Examples include setting the number of waqf properties and assets that should be
developed by Company X within a certain period of time and that the development
happening on the waqf should be income generating and benefitting the community. On
top of that, replicating the SRI Sukuk Ihsan, the three models also provide the
sukukholders the “option to waive” the capital and returns from the sukuk, hence
converting their investment in the sukuk into donations. By doing so, they are entitled for
tax vouchers of an amount equal to the amount waived or the reduction in the nominal

value of their respective sukukholdings.

The researcher sought the interviewees’ feedback on the proposed Ijarah SRI

sukuk model and its feasibility to be implemented in Malaysia.

Feedback from Interview

a) Shari’ah Contract

Generally, all the respondents are agreeable with the chosen underlying Shari’ah contract
for the model in terms of its Shari’ah compliancy as [jarah is an approved contract under
the Securities Commission’s Sukuk Guidelines. According to respondent Al, ljarah
Sukuk is the most popular structure due to its return being directly linked to the rental
income which investors are most comfortable with compared to equity-based structures
like Musharakah and Mudarabah sukuk.

b) Return Mechanism

The responses for this section are divided into two parts. Part one discusses when should
the returns be given to the investors given that the development project will take time,

while part two discusses the respondents’ comments on the KPI return mechanism.

77



The 7t Islamic Economic System Conference (iECONS2017) 12 & 13 December 2017

All respondents agreed that the disbursement of returns to investors do not have to wait
until the completion of the development project, which might take a few years. It can be
given since year one via a contract like ljarah Mawsufah Fi Dhimmah, or also known as
forward leasing, between Company X and the customers. Besides forward leasing,
according to respondent B1, there could also be a “technical arrangement” that set out
payment to be made once the development project starts. Payment is made based on the
progress made, which is similar to an Istisna’ arrangement, but not quite. According to
him, a “technical arrangement” is easier to be arranged compared to having an additional
standalone contract like Istisna’ which could have Shari’ah implications. Multiple
contracts in one transaction is a very delicate matter which needs to be assessed carefully

to avoid unnecessary future implications (Lateh, 2016).

As for having the KPIs included in the return mechanism, a mixed response was
received from the respondents. Respondent Al does not see the need of having KPIs
embedded in the return mechanism. For this model, investors are already entitled to the
returns based on the cash flows of the project, not necessarily the KPIs. Similarly,
according to C2, KPIs are not needed because the interests of all parties are already
aligned. All parties are already together and motivated to ensure the success of the project
so that returns are maximised. C1 then added that if anything, the existence of KPIs would
be a turn-off to investors. Meanwhile, D1 is of the opinion that KPIs would work best for
non-income generating projects like the Trust School project by Ihsan, which is not the

same as the proposed model which are aimed to finance income generating projects.

c) Obligor

The interviewees were asked to comment on the choice of obligor proposed by the
researcher, which is the government or MAIN. All respondents are agreeable to the
choice of government as the obligor and think it would be the most ideal arrangement.
However, according to respondent C1, in practice, “there is zero chance” of getting the
government to be the obligor. Echoing C1’s statement, C2 shared one of the reasons for
that is because government receives proposals all the time but due to its limited budget,
only promising or projects that have shown success in the past would be more likely to be
considered. Expectedly, it is trying to reduce its contingent liability as most governments
do.
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On the other hand, according to respondents C1, C2 and D1, MAIN would not be a
feasible choice of obligor as it does not have the credit standing. Since waqf asset cannot
be pledged and MAIN cannot take liability, corporation is most likely expected to take up
all the risks to the project. Therefore, in the Malaysian practice, there is a much higher
chance for a corporation to be the obligor compared to the government, as seen in

Khazanah being the obligor for the SRI Sukuk lhsan structure.

d) Interest by investors and feasibility to be implemented in Malaysia

Respondents Al, B1 and D1 believe that investors would be interested in Ijarah Sukuk as
the structure is most well-known in the market, most used in practice and straight forward
as the returns are directly linked to the rental income. This also makes the ljarah SRI
sukuk model very feasible to be applied in Malaysia, even more so when ljarah contract is

recognised under the SC’s sukuk guideline.

However, having provided the answers above, B1 also later added that at the end of the
day, just like any other investments, the bottom line matters. Investors would want to
know what will they get from the investment. He also mentioned that how the SRI sukuk
is marketed is important. If the ljarah SRI sukuk model is advertised from a religious
perspective, investors might not be interested. D1 shares the same opinion. He thinks that
the structure is not the main concern of investors. They will be keen if the investment
generates return, it is well marketed and the benefits of investment can be seen in the long
run, which becomes a ‘feel good factor’ knowing that they are contributing to the society.
Additionally, respondent C2 thinks this model is feasible for a waqgf property or asset that
can be used for a known purpose; hence there is clarity in what to build, who the
contractor is going to be, what/how to operate and when to transfer within a known fixed

period.

REVISED IJARAH SRI SUKUK MODEL
Taking into considerations the feedback and suggestions by the respondents, below is the
revised version of the ljarah SRI sukuk model:

The model is based on ljarah (leasing) contract with a Build, Operate and Transfer

(BOT) specification. It begins with MAIN and Company X together identifying a specific
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social or economic issue that they would like to address. The waqgf development will then

be aimed to be an income-generating asset while solving the intended social problem.

Thereafter, an ljarah contract with a BOT concept is entered between Majlis
Agama Islam Negeri (MAIN) and Company X. MAIN, who owns the waqgf land, leases
the land to Company X for it to finance, build properties on the land and operates them.
In return, MAIN gets a lease return from the success of the income generating
development. After an agreed period, the properties will be transferred back to MAIN to
be fully administered by them. When this happens, all the income that comes from the

development on the wagf land will go to wagf beneficiaries.

Figure 4 and the explanations below it provide the details of the revised and proposed SRI

sukuk model for the development of waqgf properties and assets.

3.Issue SRI Sukuk

«mn L ljarah Contract y

(BOT Ceontract) 2. Establish
_ _ 4. Cash proceeds
COMPANY X 8. Periodic —
7. Lease Income Bixribnien 8. Periodic
— Distribution

5. Develop Wagqf
Properties/Assets

#

Figure 4: The revised SRI Sukuk model based on ljarah (BOT concept)

6. Company X manages the
Wagf Properties/Assets

1. MAIN enters into an ljarah contract (with BOT concept) with Company X.
MAIN, who owns the waqf land, leases the land to Company X, where it builds
properties on the land and operates them. After an agreed period, the properties
will be transferred back to MAIN to be managed by them.

Company X establishes SPV to raise funds.

SPV issues SRI sukuk for the development of waqf properties/assets.

Investors provides the cash.

SPV then proceeds with the agreed development on the Waqf properties/assets.
Company X manages the waqgf properties/assets, where a nominal management
fee may be paid. The agreed lessor (customer) of the properties enters into a
forward leasing with Company X. In the case where the properties are not leased
but are sold, the developed properties on the waqf land can be sold on a leasehold
arrangement, where the waqgf land is still rightfully owned by MAIN and MAIN
receives lease rental from the land as income.

ocoakrwn
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7. MAIN receives the agreed lease income, which will be distributed to beneficiaries
annually.
8. The remaining income from the development of wagqf properties/assets is shared
with the investors based on the agreed amount annually for an agreed period.
Based on the feedback from the interview, the following changes are made. Firstly, on
the choice of obligor. The most realistic obligor for this model will be Company X or any
other private corporation even though ideally, the government is most preferred. The
obligor will guarantee the completion of the project as well as execute the obligations

which the issuer (SPV) fails to observe.

Secondly, the model will not have the KPIs embedded in the return mechanism for
three reasons. Firstly, the structure of the sukuk has had all parties motivated to ensure the
success of the project so that returns are maximised. The SPV must develop income
generating assets and Company X must manage efficiently to get the returns. Secondly,
taking into consideration the respondents who have had experience with KPIs in SRI
Sukuk Ihsan, setting up KPIs is expensive and therefore increases the cost of issuance.
Finally, having KPIs might resist investors from investing because returns are dependent

upon the performance of the KPlIs.

Having said that, like SRI Sukuk Thsan, investors will have the “options to waive”
their rights, benefits and entitlements to the periodic distributions and the capital into the
sukuk. By doing so, they are entitled to receive tax vouchers for an amount equal to the

amount waived or the reduction in the nominal value of their respective sukukholdings.
CONCLUSION

The Islamic finance industry has shown positive growth since its inception. However,
despite this progress, the full potential of Islamic finance industry has not been realised
and there have been calls to close the gap between theory and practice. This study has
pioneered an exploratory research on SRI sukuk as an innovative financing tool to
develop wagf properties and assets. With the proposal of ljarah SRI sukuk model that
could be implemented for the development of waqf properties and assets, the study serves
great benefit to the government, waqf administrators, regulators, policy makers,
foundations, corporations and interested investors to explore. Policy makers should take a
bold step in improving the way wagf assets are managed currently and realise that not
only SRI sukuk could be structured to support the financing of waqgf assets development
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into viable income-generating assets that can help with social programmes, it can also
help to materialise the true potential roles of waqf as not only a religious tool, but
also one of the instruments for human, economic and social developments in

Malaysia as well as globally.
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ABSTRACT

This paper aims to present the viability of unit trust waqgf as an alternative asset class for
wagf creation. The paper provides the conceptual framework of five models of unit trust
wagf and their investment management parameters. This paper starts with the conceptual
exploration of the literature in the area of wagf, which are sourced from authentic
sources of Al-Quran and Al-Hadith, as well as secondary sources such as books, journal
articles and online resources. The novelty of this paper lies in its attempt to highlight the
importance of waqf investment strategy in ensuring sustainable return for wagf, by
introducing the conceptual models for unit trust waqgf as the viable mechanisms to pool
more cash wagf from individual investors. The sustainability of the capital wagf assets in
the form of unit trust is preserved through the parameters for its application as proposed
toward the end of the paper.

Keywords: wagf, unit trust, models, parameters

INTRODUCTION

The institution of wagf is one of the socio-economic institutions in Islam that encourage
Muslims to be creative and innovative in revising its modes and finance not only in terms
of increasing its generated revenue but also in providing various goods and services

needed in Muslim societies (Magda, 2013). Arguably, many wagf institutions are facing
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the paradox of having huge number of waqf properties, yet many are still left idle and
unproductive, despite the majority of the properties being located in prime areas. This
issue has sparked the attention amongst wagf managers, policy makers, governments as
well as Islamic financial institutions to transform unproductive waqf assets into high
quality and income-producing properties. The recent call for its revival, as well as the
renewed public attention and awareness on wagf, are indeed crucial factors for the rapid

advancement of the Islamic finance industry.

There are a number of wagqf stakeholder organizations in Malaysia, which include
the federal agencies such as JAKIM (Jabatan Kemajuan Islam Malaysia or Department of
Islamic Development Malaysia), JAWHAR (Jabatan Awqaf, Zakat dan Haji or the
Department of Waqf, Zakah and Hajj) under the Prime Minister Department of Malaysia
and Yayasan Wagqaf Malaysia (Waqf Foundation of Malaysia) as well as the states’
Islamic Religious Councils (Majlis Agama Islam Negeri or SIRC). These agencies have
been instrumental in organizing and promoting various programs and research activities
in order to further develop the institution of waqf and to harness waqf’s potential for the
benefit of the ummah. Despite these commendable efforts, it has been reported that many
wagf lands and buildings in Malaysia are not well managed or abandoned, rendering the

institution of wagf in Malaysia to remain underdeveloped.

One contributing factor to this problem is the vast majority of waqf assets in
Malaysia that are made of immovable properties with low liquidity (Aminah & Mohamad
Tahir, 2011). For instance, in 2004 in Selangor alone, the real estate waqf accounted for
97% of wagf assets worth close to RM140 million, and only 3% in cash). This situation is
a stark contrast to other countries, such as Singapore (a Muslim-minority country),
Kuwait (a Muslim-majority country) where, respectively, 13% and 41% of their waqf
assets are in cash deposits and other capital instruments. In fact, the pool of fixed wagf
assets in Malaysia is much higher than some reputable endowments in Europe such as

Harvard (27% of their endowment are in fixed asset and Yale at 25% fixed asset).

Other than that, the prospective of wagf institution as a source of wealth creation
is also potentially hindered by a number of other issues. One of them is the lack of funds
faced by waqf managers or mutawalli (Siti Mashitoh, 2006a; Siti Mashitoh, 2006b;
Ahmad & Muhamed, 2011; Sohaimi & Syargawi, 2008; Syahnaz, 2012). This is because,
sufficient funds, particularly in the form of highly liquid waqgf assets are desperately
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needed by the mutawallis in order to enable them to manage the waqf assets toward
realizing the wagf’s ultimate objective, that is, to serve the needs and affairs of ummah
(Zarga, 1994). This ‘asset-rich, cash-poor’ syndrome that has been suffered by many waqf
in Maalysia (Abdul Karim, 2007) is indeed so serious that, according to a report
published by JAWHAR, only 7.2% of the total 11,000 hectares of waqf lands (worth
almost RM1 billion) throughout the country in 2014 could be developed, while the

remaining sat idle.

Therefore, the prospect of investing waqf assets in highly liquid financial
instruments must be explored by the stakeholders; in fact, it should be given utmost
priority. This is especially so since to date, the number of waqf investment and Shariah-
compliant products available in the capital market are still limited. Most of the times,
wagf managers are left with no choice but to keep the waqf proceeds in Islamic fixed
deposits, for want of better options. In fact, the time high for this option to be given full
consideration, in view of the current interest and willingness shown by commercial

Islamic financial institutions to be involved in the national wagf development agenda.

As such, this paper attempts to explore on the viability of integrating waqf with
Islamic unit trust, a modern financial instrument that is not only Shari’ah-compliant, but
also highly potential for competitive returns, while at the same time, preserving the initial
capital. Through this instrument, the current waqf asset portfolios could be diversified
instead of being concentrated or frozen in non-flexible instruments and assets.
Nonetheless, notwithstanding this exciting prospects offered by Islamic unit trust funds,
the practice of unit trust waqgf (alternatively termed as waqf of unit trust or wagf-unit trust)
is still at the inception stage, calling for more in-depth studies to explore its practicality
from the legal and Shari’ah perspectives. The rest of this paper is structured as follows.
Section two explores the extant literature pertaining to the concept of waqf and it related
issues, among others, its role towards the sustainability and wellbeing of the ummah,
waqf management and governance, Shari’ah rulings on wagqf-unit trust, recent
development of unit trust industry in Malaysia, permissibility of cash wagf and wagf-unit
trust in light of Shariah, legality of wagf muagqgat, wagf-unit trust framework in Malaysia
and sustainable waqf investment strategies. Section three proposes the models of waqf-
unit trust. Section four explains on the parameters of wagf-unit trust’s application
particularly in addressing several important issues such as istibdal and risk management

strategy. The paper ends with a conclusion section.
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LITERATURE REVIEW
Concept of waqgf

According to Ibn Qudamah (1998), waqf means “withholding the corpus of an asset
(without disposing it) and distributing the return (outcome) of the asset”. Under the
principle of qurbah (piety), waqgf is the act of endowing one’s property for charitable
purposes in order to get rewards from Allah s.w.t in the Hereafter (Kahf, 2003). Apart
from the relationship between human being and their Creator (habl minallah), wagf also
covers people’s affairs among themselves (habl min al-nas) in the spirit of mahabbah
(love), ukhuwwah (brotherhood) and fa’awun (cooperation) (Syahnaz Sulaiman, 2008).
According to Nadwi (2015), the institution of waqf primarily serves two objectives. First,
in spiritual terms, wagf provides a vehicle for a perpetual reward for the donor and
second, it confers numerous socio-economic benefits to the community in general,
particularly to the underprivileged. Therefore, wagf, which is referred to as sadagah
jariyah in a hadith (Muslim, 1998) is more attractive to donors as it provides them
perpetual rewards in the afterlife as compared to endowment where the benefits are only
obtained in this world. The perpetual or continuous feature of wagf is further manifested
through a progressive approach in developing wagf property, in which no waqf asset
should be left idle and unattended in order to ensure sustainable return to beneficiaries
(Syahnaz & Aznan, 2016) as well as for its survival. Likewise, Kahf (1999) asserted that
the recurrence of benefits generated from waqgf can be used as a mechanism to increase
the standard of living of the ummah and reduce poverty and difficulties among the poor

and needy.

Wagf for Sustainability and Well-being of the Ummah

Wagf contributes towards promoting the well-being and social development of nations
since its inception and has been particularly flourished during the golden age of Islam. It
was once recognised as one of the world’s most influential third sector institutions
(Sadeq, 2002; Mohd Nahar & Haneef, 2015). Claimed by the historian Hodgson (1974) as
‘a vehicle for financing Islam as a society’, wagf serves as an important and effective tool
for raising adequate capital to be channelled to fund various economic and social
activities in a sustainable manner. In fact, a similar concept to waqf had been adopted in
the Europe with the establishment of the world’s famous educational endowment such as

Merton College, University of Oxford (Arjomand, 1998). This success story of waqf has
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not only inspired the formation of today’s modern not-for-profit organizations and non-
governmental organizations (NGOs), but has also left some influence in the determination

of their organizational objectives.

Waqf is argued to be able to cover wider aspects of social and economic development and
different from other philanthropic and redistributive instruments such as zakah, sadagah
and hibah which are focusing to help the needy and the poor. The use and purpose of
wagf cover religious activities (Afifuddin, Ahmad Zaki & Mohd Afandi, 2014; Mohamad
Khairul, Wan Kamal & lzziah Suryani, 2014; Rahman, 2009; Shapoee & Santoso, 2009),
provision of public infrastructures such as hospitals, universities and libraries (Van
Leeuwen, 1999; Hassan & Haniff 2007; Cizakca, 1998), education (Gaudiosi, 1988,
Setia, 2011; Hadi, 2009; Hashim, 1990; Norsiah & Farahdina, 2009; Raja Nor Ashikin &
Nor ‘Adha, 2014), poverty alleviation (Khan, 2010; Saifuddin, Kayadibi, Polat, Fidan, &
Kayadibi, 2014; Shahimi, Mohd Marzuki, & Embong, 2013; Shirazi, 2014) and
employment (Mahmood & Shafiai, 2013; Ramli & Jalil, 2014; Ahmad & Muhamed,
2011), hence meeting the society’s needs at large. On the other hand, the institution of
wagf can be used to provide a wide range of welfare services to Muslims as well as non-
Muslims. In fact, the beneficiaries of waqf could also be non-human such as animals and

the environment.

One of the significant features of waqf is that it provides the flexibility in fund utilisation
as compared to zakah (almsgiving). Zakah funds must be utilised for specific categories
of recipients. On the contrary, wagf funds can be used to provide a wide range of welfare
services including to Muslims as well as non-Muslims. Waqf beneficiaries could also be
extended to other living beings in fulfilling specific drives such as for animal protection
and environmental conservation. This in return reduces the cost of serving the public
needs including the management expenditures for public infrastructures without any cost
to the government (Cizakca, 1998; Magda, 2013).

Another focus of discussion on the contemporary application of waqf is concerning the
sustainability of waqf institutions. Dafterdar (2011) argued that sustainability of wagf is
an added bonus or a complement to the profitability generated by waqgf. This is because,
the surplus generated from profit-making activities can be used to sustain the provision of
the social services. Similarly, in the case of waqf, sole reliance on cash donations; while

not hedging against declination of purchasing power of money received as cash wadgf,
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could increase the exposure of wagf institutions to the risk of closure. Obaidullah (2016)
opined that the preservation of benefits for the intended beneficiaries can be attained
through prudent and efficient investment and development of waqf assets. Meanwhile,
Sulaiman and Zakari (2013) emphasized the importance of diversifying the sources of
income for wagf institutions alongside the important role played by investment managers
in safeguarding the value of the waqf investment funds over time. In fact, diversification
of waqf sources by venturing out into the contemporary forms of wealth like cash and
shares could increase the flexibility of wagf and the public participation into wagf. For
instance, this can be done though investing waqf proceeds in the less volatile and
balanced unit trust portfolios, which underlying assets are mostly fixed income and stable

asset classes such as sukuk and money market instruments.

In light of various economic indicators, this paper further presents how wagf as a social
finance vehicle can contribute as a complementary alternative to governments and
private-sector financial institutions which cannot undertake all socially desirable projects

because of the lack of funds or commercial non-viability.

Wagf Management and Governance

Traditionally, wagf institution is considered similar to a non-profit trust (Acs, 2013). In
regard to the administration and governance of waqf in contemporary times, many
scholars emphasise the importance of professional management and transparent
administration of wagf to ensure the effective outcomes of the waqf. Alpay and Haneef
(2015) accentuate that the transparency and accountability of the funding as well as the
implementing agencies are crucial in order for the wagf to achieve its ultimate goal of
poverty reduction. In the same line of thought, Hassan and Shahid (2010) argue that
professional business management would improve the institutional quality, service
delivery and effective delegation of the responsibilities; thus would ensure and ease the

accountability of the said management of wagf.

Hence, a sound corporate structure is important in ensuring that the waqgf is managed
professionally and able to operate in perpetuity. Sulaiman et al. (2009) argue that
transparency is vital not only in the operation of the management of waqf, but also in its
reporting, as it reduces the discrepancy between the donors and the waqf administration.

Thus, under the management of professional manager such as the fund manager, the waqf
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management would have better accountability and transparency toward adding value and
promoting wealth (Ramli & Jalil, 2013).

Definition of Unit Trust and Recent Development of Unit Trust Wagf Application

Islamic unit trust fund (also known as Islamic mutual fund) is a type of collective
investment scheme that offers the investors the opportunity to invest in a diversified
portfolio of Shariah-compliant securities, sukuk, money market instruments, real estates
or commodities. This type of the funds is determined by the assets or constituents that
have largely created the portfolio. It determines the risk of a fund and the kind of investor
the fund is targeting. Fundamentally, there are three varieties of unit trust funds namely
Islamic equity funds (deals in shares), sukuk funds (fixed income funds which is
relatively more stable) and money market funds (SC, 2009). Islamic unit trust fund
provides the investors with the opportunity to diversify their investments into various
financial assets. It is managed by professional fund managers who invest the money that
is collected in a diversified portfolio of Shariah compliant financial instruments,
depending upon the objective of the fund. Investors can earn income from the investment

in Islamic unit trust fund through capital gains and/or distribution of income.

In Malaysia, the market capitalization of Islamic unit trusts has shown a
significant improvement over the past several years, depicted by a tremendous growth of
net asset value (NAV) of Islamic unit trust funds in the post financial crisis period from
RM21 billion in 2009 to RM57.6 billion in 2016 (SC, 2016). This hence improves the net
asset value (NAV) of Islamic unit trusts to Bursa Malaysia’s market capitalization ratio
from 18.7 per cent in 2011 to 21.7 per cent in 2016. The recent statistics provided by the
Securities Commission Malaysia (SC) also show an increased number of Shari’ah-
compliant funds from only 17 out of total 127 funds in 2000 (13%) to 199 out of total 641
funds (31%) in 2016 alongside a three times growth in the number of management
companies from 13 companies in 1992 to 35 companies in 2016. The huge size of Islamic
unit trust funds in Malaysia, which is estimated RM57.6 billion, obviously poses a
significant impact of creating a superstructure source waqgf fund for social financing, if the
existing mechanics can provide an avenue for unit trust investors or unit holders to endow

a portion of the units or the dividend.

The concept of waqf for mutual fund or unit trust is not new. In 2004, Dompet-

Dhuafa Batasa Syariah waqgf fund was first introduced in Indonesia on fixed income basis
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where up to 80 per cent of the fund was allocated in sukuk and the rest in Islamic money
market (Islamic deposits). The return rate of the fund was between 11 per cent to 13 per
cent, and part of the dividend had been channelled to waqf (Dodik Siswantoro &
Mirantika Kartika Dewi, 2011). Unfortunately, the fund was terminated and converted to
hajj fund in 2006 due to lack of participation from the investors. In addition, the fund was
deemed to be ambiguous, relatively small in size with very little promotion, as well as
laden with some market risk issues (Rizki & Dodik Siswantoro, personal
communications, 30 April 2017). Ten years later, BNI Asset Management in
collaboration with Dompet Dhuafa, the latter is a well-known wagf institution in
Indonesia, established a shariah compliant mutual fund with a special wagf feature. This
new fund of Reksa Dana BNI-AM Dana Dompet Dhuafa, which was actually a
rebranding of the previous Batasa Syariah fund, provided an avenue to the unit holders to
endow some of the dividends for wagf purpose. As the fund manager, BNI-AS had not
only attracted more investors, but had also managed to allocate one-third of the
management fees to waqf fund (Harris S. Dalimunthe, personal communication, 1 Mei
2017). In terms of fund allocation, about 98 per cent was allocated in corporate sukuk

while the rest of 2% was invested in Shariah compliant deposits.

To spur a similar initiative of unit trust waqf in Malaysia, this drive probably can
be started by Permodalan Nasional Berhad (PNB), a government-linked fund manager.
PNB is currently managing RM266 billions of funds through the Shariah compliant unit
trusts, Amanah Saham Nasional (ASN) and Amanah Saham Bumiputera (ASB),
demonstrating a large potential of having the unit holders to put aside a portion of the unit
or dividend for wagf. ASB and ASN funds which are guaranteed by the Malaysian
Government have been pronounced Shariah compliant by National Fatwa Committee
along with other State Fatwa Committees namely Wilayah Persekutuan Kuala Lumpur,
Selangor, Penang, Terengganu, Kelantan dan Negeri Sembilan. Wagf of unit trust could
be a viable model as waqgf can be created at low inlay that will open opportunity to
everybody to create waqf. Therefore, in this context, waqf can be explored as a source of
funding by wagf institutions and fund managers, due to its potential as a perpetual pool of

funds for their social programs.
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The Legitimacy of Cash Waqf and Other Financial Assets Including Unit Trust

There is a consensus among the majority of Muslim jurists regarding the legitimacy of
cash wagf. From the Hanafi school, a disciple of Abu Hanifah, Imam Zufar approved all
movable properties to be dedicated as waqgf including the waqgf of dirham and dinar (cash
wagf) as the capital in business dealings based on mudarabah; the return of which can be
directed to wagf (Ibn ‘Abidin, 2003; Ibn al-Humam, 2001; al-Tarabulsi, 1902) In
addition, both Imam Muhammad al-Shaybani and Abu Yusuf (lbn Abidin, 2003)
approved all types of movable property as the subject matter for waqgf. Imam Malik bin
Anas had also agreed on both immovable and movable properties as a subject matter of
wagf even if it is cash wagf. Cash wagf, which is based on loan without interest (salaf) is
permissible among the Maliki jurists (al-Abi, Jawahir al-Iklil, 1970). With respect to the
other two schools of figh, both Imam al-Shafi’i and Imam Ahmad Ibnu Hanbal had also
agreed on the validity of both immovable and movable properties as a subject matter of
wagf (Abu Zuhrah, 1959; Al-Zuhayli, 2002).

In modern application of wagf, movable assets in the form of cash and other
financial assets have been widely accepted by Muslim jurists. Financial assets refer to
intangible properties that represent a claim on ownership of an entity or contractual rights
to future economic benefits that may flow to the owner. In other words, a financial asset
represents the contractual right to receive cash or other financial assets (Said et al, 2013).
Common types of financial assets include shares, sukuk and unit trusts. This provision
enables people to contribute in establishing a wagf even if they do not personally own any
real estate. The permissibility of making wagf using contemporary forms of wealth like
cash, shares and unit trusts increases the flexibility of waqgf and the public participation

into wagf.

The permissibility of unit trust as the subject matter of waqf has never been
specifically discussed by classical Muslim scholars. Hence, it is extremely necessary for
the fatwa authorities as well as contemporary Muslim scholars to provide the
interpretations on its permissibility according to the Shari’ah, in order to set the direction
of its future implementation. To the best of our knowledge, there is only one Shari’ah
resolution concerning on the permissibility of endowing the unit trusts. In 2009, the

Majma’ Fighi in its 19th meeting held in United Arab Emirates resolved the
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permissibility of wagf in the form of financial instruments including unit trust, shares,

sukuk, intangible rights and benefits as follows (Akademi Figh Islam, 2009):

“It is permissible to endow shares (which are Shari’ah-compliant), sukuk,

intangible rights, benefits and unit trust, as they are all assets recognized

by Shari’ah” (Resolution No. 181).

For the purpose of this study, the fatwas and discussions on the permissibility of
cash waqf and waqf of shares are relevant, as they are strongly related to unit trust, which
in itself may constitute of shares, sukuk, or any of them. In conceptualizing the viable
models of unit trust wagf, this study has also employed the concepts of cash wagf and

wagf of shares.

The Legality of Wagf Muaqqgat

Wagqf muagqat (temporary waqf) refers to the act of endowing assets for a specific period of
time, which shall be returned to the original owner (wagqif) at the specified date or maturity
period. Islamic jurists seem to have differing opinions in this matter. Majority of the Islamic
jurists prohibit the practice of temporary waqf as it does not satisfy the condition of perpetual

wagf, hence nullifying the fundamental nature of waqf.

On dissent, temporary wagf is allowed by Maliki school, whom opined that permanent
transfer of ownership is not a condition for a valid wagf. Thus, endowing an asset for a
specific period of time and having it returned to the original owner after the waqgf period ends
is allowed according to this school of thought (Al-Dardir, 1991). For instance, a waqif may
specify to endow his house for a month; therefore the ownership of the house shall be

returned to him after the end of the period of time.

Temporary waqf is also allowed by some Shafii scholars (al-Bujayrimi, 1995) in the
sense that any particular beneficiary may receive the benefit of the wagf temporarily;
however, according to this view, the ownership of the wagf will never return to the wagqif. For
example, in the case of a house endowed as a waqf, any particular beneficiary may be
replaced by another beneficiary after a period of time, and so on. Temporary waqf, however,

is not allowed for the waqf of mosques and cemeteries.

Considering the potential of temporary waqgf as permissable by the view of Malikis,
many fatwa and Shari’ah rulings issued by the contemporary Shari’ah authorities allowing

the practice of wagf muaqgat, among others:

94



The 7t Islamic Economic System Conference (iECONS2017) 12 & 13 December 2017

i. International Islamic Figh Academy, Resolution No. 181, in its 19th meeting
in 2009 (United Arab Emirates)

ii. AAOIFI Shari’ah Standard no. 33, 3/1/4

iii. Selangor Fatwa Committee (Malaysia) 1/2014, 4 February 2014.

iv.
Wagf of Unit Trust and Waqgf Muaqgat from the Malaysian States Legislation
Framework
The Federal Constitution of Malaysia confers the management and administration of waqf
to be under the State jurisdiction. Hence, all affairs relating to waqf affairs in Malaysia is
administered by 14 different Islamic Religious Councils (SIRCs) or Majlis Agama Islam
Negeri. The SIRCs act as the sole trustee for all waqf properties in every state and
Federation of in Malaysia as evident in all state Enactments/Act. The SIRC, as the
mutawalli (sole trustee), is responsible to preserve waqf properties, maximize their
revenues and distribute them. As such, remarkably, temporary wagf or waqf muaqgat is

legally possible to be practised within the current Malaysian legal framework.

Generally, a number of the State enactments allow for financial assets such as
shares and unit trust to be endowed. One clear cut example is in section 10, Enactment
Wagf (Perak) 2015, which illustrates the permissibility of unit trust to be subject matter of
wagf, based on the definition of waqgf of shares that also include “saham amanah” or unit
trusts. In addition, the provisions of wagf muaqqat is traceable in a number of state
enactments such as section 17 of the Rules of Waqf Johor 1983, section 2 of the
Administration of Islamic Law (Federal Territories) Act 1993, section 2 of Majlis
Sarawak Ordinance 2001 and Enactment Waqf (Terengganu) 2016. Most explicitly, the
recent Enactment Waqf of Terengganu 2016 recognizes the applicability of “wakaf
muaqqat’ which is defined by the enactment as “a waqf dedication for a specific period of

time”.

These legal provisions demonstrate that modern application of waqf via
contemporary financial assets and contemporary mechanisms have been recognised by a
number of SIRCs in Malaysia. Nevertheless, its application is yet to be tested within the

current Islamic finance legal framework.
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Sustainable Waqf Fund Investment Strategy

Diversification is one of the key strategies in investments, as manifested by the popular
sayings, “Don’t put all your eggs in one basket”. This strategy is meant to ensure that
investors will still getting return from certain segments should any other segments are
losing its momentum with little or no return at all. According to Jim Garland, in the
context of preserving the capital such as in wagf fund, the most important strategy is to
optimize the return for the beneficiaries rather than focussing on the capital appreciation
(Dimson, 2007). Wagf fund which is left in typical saving account is exposed to inflation
risk that can be detrimental to the value of the fund in the long run (Wildermuth, 2012).
As such, the best investment strategy is not merely retaining the capital but also to
consider the declining purchasing power of the cash waqgf (Wildermuth, 2012). It is worth
observing that in managing risks, only generated profits would be distributed to
beneficiaries while preserving the original capital amount. Hence, portfolio rebalancing
and active portfolio management are crucial to ensure the sustainability of waqf capital.

There are three important criteria that need to be addressed in managing wadqf
investment. First, waqgf capital is not diminished, hence the protection against the capital
should be the priority. Second, investments undertaken must be able to produce a stable
and consistent income to be distributed to waqgf beneficiaries, in order for the wagf to reap
endless rewards from Allah (SWT). Third, all investments made for the waqgf must be

Shariah compliant.

Kuwait Awqaf Public Foundation or KAPF, an organization that is actively
involved in managing waqf assets via contemporary approaches, highlights few important
criteria in wagf investment strategy; namely, such investment must be based on Shariah,
and taking into consideration the economic and diversification dimensions. To ensure
this, investment activities of KAPF would focus on minimizing the risk in order to
safeguard the waqf capital, preparing feasibility studies for any investment project,
diversification of investment locations, portfolios and sectors including financial, real-

estate and services and to define investment ceilings for each sector (Al-Busharah, 2012).

Meanwhile, the International Islamic Figh Academy in a 2004’s resolution
(International Figh Academy, 2004) spelled out some important guidelines for waqf
investment strategies that can be summarised as follows: 1) Complying to Shariah

principles; 2) Generating stable incomes while preserving waqf capital; 3) Diversifying
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investment portfolio to minimize the risk of loss; 4) Employing various hedging
mechanisms to avoid declining or loss of waqf capital; 5) Implementing comprehensive
research before investing in projects to ensure high success and great impact to economy;
6) Employing prudent investment tool and avoiding high risk investments; 7) The
investment method should be consistent with the nature of wagf asset in sustaining the
capital and ensuring the return to beneficiaries; 8) The ownership of movable wagf
properties should be preserved from loss of ownership or illegal transfer; 9) If the
movable is in cash form, it should be invested in contracts such as mudharabah,
musharakah, istisna’ and other contracts; and investment manager should be transparent

in terms of reporting the operations, revenues and benefits distribution.

CONCEPTUAL FRAMEWORK

This study is qualitative in nature that used document research as the method of analysis
sourced from books, fatwa compilations, journal articles and other published sources.
Based on the review of literature, we explored and a number of important underlying
themes related to unit trust wagf, which we utilized in formulating the relevant conceptual
models. The key themes are illustrated in the conceptual framework of this study, as

shown in Figure 1.

Waqf
Unit Trust
Models

Investment
Strategy

Source of
Islamic Social Sustainable
Finance Return

Figure 1: Conceptual Framework of Unit Trust Wagf Models

Figure 1 depicts the conceptual framework of this study toward formulating the working
models of unit trust wagf. First, the models are formulated with the objective of providing
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the possible mechanics for maximizing the benefits that can be potentially generated from
cash waqgf. Second, unit trust wagf models take into consideration some prudent and
balanced investment strategies that are closely linked to the very objective of Islamic
endowment, which is to safeguard the principal amount of waqf funds while generating
sustainable returns to the beneficiaries. Apart from that, the establishment of unit trust
wagf funds look into cultivating the corporate management of wagf funds, among others
by promoting ethical and professional conducts by highly skilled managers of waqf
institutions. Lastly, the unit trust wagf models are foreseen to become the alternative
models of Islamic social finance in multiplying the generated revenues for the
beneficiaries and creating more job opportunities for the benefits of the society through

direct engagement with real economic activities.

On the whole, the identification of the themes enables us to recognize some
persistent concepts that are crucial towards the establishment of unit trust wagf. This
realization will ensure that wagf properties are capable of generating continuous revenues

for the beneficiaries as well as for the survival and revival of wagf.

PROPOSED UNIT TRUST WAQF MODELS

In the bid to ensure that the ummah’s economy would continue to grow, on-going
research pertaining to wagf development can be regarded as an evergreen facet of
harnessing the creation of new wagqf instruments. Fundamentally, the creation of robust
and strategic waqgf development models can be narrowed down to aim to achieve three
goals: first, to exploit the scattered and abandoned waqf assets into productive properties,
second, to enhance the performance of existing income producing assets for better return
for wagf survival as well as for the beneficiaries’ benefit, and last but not least, to have a
wide base of wagf collection platform in optimizing cash wagf collection through feasible

structures.

In this section, Figure 2 until Figure 6 presents the proposed five models of unit

trust waqf implementation.
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Figure 2: First Proposed Model: Unit Trust Model
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distributed to:

‘ REINVESTMENT ‘

MUTAWALLI

(MAIN)

BENEFICIARIES

Step 1: The wagqif endows the unit trusts owned by him or her.
Step 2: The endowed unit trusts are channelled to SIRC as the sole trustee.

Step 3: The fund manager is responsible to invest the unit trust waqfs and manage the
investment portfolio.

Step 4: The investment returns will be distributed to beneficiaries. Where applicable,
some portions of the returns are channelled for reinvestment purposes.
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Figure 3: Second Proposed Model: Waqf Muaqggat Model
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BENEFICIARIES

Step 1: The wagqif endows the unit trusts owned by him or her for a pre-determined period
of time.

Step 2: The endowed unit trusts are channelled to SIRC as the sole trustee.

Step 3: The fund manager is responsible to invest the wagf-unit trusts and manage the
investment portfolio.

Step 4: The investment returns will be distributed to beneficiaries. Where applicable,
some portions of the returns are channelled for reinvestment purposes.

Step 5: After the waqf period ends, the ownership of the unit trusts is returned to the
original owner (wagqif).
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Figure 4: Third proposed model: Cash Wagf for the Purpose of Purchasing Unit Trust
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trustee

Step 1: The wagqif endows cash and gives a condition that the proceeds must be used to
purchase unit trust (hence, the purchased unit trust will be declared as waqf
assets, not the cash).

Step 2: The proceeds will be used to purchase unit trusts and will held by mutawalli as a
sole trustee.

Step 3: The fund manager is responsible to invest the wagf-unit trusts and manage the
investment portfolio.

Step 4: The investment returns will be distributed to beneficiaries. Where applicable,
some portions of the returns will be reserved for reinvestment purposes.
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Figure 5: Fourth proposed model: Waqf Dividend
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Step 1: Investors invest in unit trusts (but do not endow them).
Step 2: The fund manager is responsible to manage the investors’ investment portfolio.

Step 3: Returns from unit trust investment will be used to purchase other units, which later
will be declared as wagf and held by mutawalli.

Figure 6: Fifth proposed model: Waqgf-management Fees
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trustee

Step 1: The fund managers endow the full or partial amount of management fees that they
have received and give a condition that the proceeds must be used to purchase unit
trust (hence, the purchased unit trust will be declared as waqgf assets, not the cash).

Step 2: The proceeds will be used to purchase unit trusts and will held by mutawalli as a sole
trustee.

Step 3: The fund manager is responsible to invest the waqf-unit trusts and manage the
investment portfolio.
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Step 4: The investment returns will be distributed to beneficiaries. Where applicable, some
portions of the returns will be reserved for reinvestment purposes.

PROPOSED PARAMETERS FOR IMPLEMENTING UNIT TRUST WAQF

There are a number of issues that might arise related to the implementation of unit trust
wagf. The issues include the compliance of the funds to the Shariah principles,
supervision and governance of the fund, risk management of the portfolio to preserve the
wagf capital from losses and sustainability of the fund. Hence, to address this concern,
this study further proposes the parameters for implementing unit trust waqf, which could
be a useful reference for the stakeholders of unit trust waqgf including wagif (donor),
mutawalli (administer of waqf), fund managers and Shariah advisors. These parameters
are designed in view of ensuring the adherence of unit trust waqf activities with Shariah

principles and the existing waqf laws and regulations in Malaysia.

The proposed parameters are divided into several sections, namely: (i) legality of
unit trust waqf from the standpoint of Shariah and wagf laws and regulations in Malaysia;
(if) supervision of wunit trust waqgf investment; (iii) risk management; and (iv)
sustainability of unit trust waqf investment. Table 1 depicts the parameters for

implementing unit trust wagf.

(Parameters —_ Descripton
Parameter 1: | 1/1 — Fund managers must ensure that all investment activities of waqgf
Shari’ah unit trust are Shari’ah compliant. This can be achieved by:

Compliance & | 1/1/1 - Meeting the requirements/criteria/qualities to be deemed as
Legality Shari’ah-compliant investment set by the jurisprudence’s authoritative

bodies, for instance, the Shari’ah Advisory Council (SAC) of
Securities Commission (SC) and that of Bank Negara Malaysia
(BNM).

1/1/2 — Establishing a Shari’ah Committee who is responsible to
review and advise on Shari’ah matters related to the waqf unit trust.

1/2 — The entire process of wagf unit trust, for instance, collection of
proceeds, marketing and promotion, investment, istibdal and
distribution of profits must be conducted in accordance to the national
and/or state’s waqf legal framework.

Parameter 2: | 2/1 — Supervisory and oversight responsibilities related to the
Supervision and | governance and administration of waqf unit trust funds include the
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Oversight

following:

2/1/1 — Majlis Agama Islam Negeri (MAIN) acts a sole trustee
(mutawalli) for the waqf unit trust fund.

2/1/2 — Mutawalli has duties and responsibilities for supervising and
oversight the administration of waqgf unit trust. MAINs may appoint
any institution to perform the administrative duties on their behalf.
2/1/3 — The amount of all fees due to the fund managers and its source
of payment must be agreed between mutawalli and fund managers.
2/1/4 — Mutawalli must establish its own supervisory and governance
framework in order to ensure the waqf unit trust funds are properly
managed by the appointed fund managers.

2/2 — Supervisory and oversight responsibilities related to the
collection and distribution activities of waqf unit trust funds include
the following:

2/2/1 — Mutawalli must decide which parties should be responsible for
collection and distribution of waqgf unit trust. Mutawalli is responsible
to supervise the collection and distribution activities of waqf unit trust
funds.

2/2/2 — Wagqif must ensure that their money or unit trusts which are
intended to be endowed must be channeled to authorized institutions
by MAIN.

2/2/3 - In the event of money are collected from wagqif for the purpose
of wagf unit trust, waqif must be informed that the proceeds will be
used to purchase unit truts. Hence, the purchased unit trust will be
declared as wagf asset instead of the cash chanelled by the waqif.

2/2/4 — Unit trust funds endowed by the waqif must be Shari’ah-
compliant.

2/2/5 — The appointed fund managers are encouraged to endow some
of the management fees received by them to purchases more units for
wagf purpose.

2/216 — All promotion and marketing activities associated with waqf
unit trust must correspond with the ultimate objective of waqf and not
solely profit-driven and bias towards the interest of certain individual
or a group of people.

2127 — All relevant information on the wagf unit trust must be
provided to waqif or investors in a transparent and timely manner.

2/3 — Supervisory and oversight responsibilities related to the
investment of unit trust funds include the following:

2/3/1 - Mutawalli has duties and responsibilities for supervising and
oversight the investment activities of wagf unit trust.

2/3/2 — Mutawalli must equip itself with adequate knowledge and
expertise of supervising wagf unit trust investment activities.

2/3/3 - Fund managers appointed by mutawalli must have knowledge,
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expertise and capabilities to manage the wagf funds in ways that
consistent returns can be generated and the initial capital can be
protected.

2/3/4 — Fund managers must determine the risk tolerance level,
investment strategies and governance framework for the wagf unit
trust investment which must be agreed by mutawalli.

2/3/5 — Supervision of wagf unit trust investment activities must be
done on an ongoing basis.

2/3/6 — Guidelines or clear-cut Standard Operating Procedures (SOPS)
for supervision of wagf unit trust investment should be established by
mutawalli.

2/3/7 — Report on wagf unit trust investment must be made publicly
available.

2/3/8 — Effective communication and cooperation between mutawalli
and fund managers in ensuring the sustainability of wagf unit trust
investment are highly crucial.

Parameter
Risk
Management

3:

3/1 — Fund managers should establish an effective risk management
system and due diligence process.

3/2 — Capital protection must be placed as the ultimate objective of
wagf unit trust investment.

3/3 — Wagf unit trust investment must achieve the balance between
profitability and capital protection.

3/4 — Fund managers are responsible to ensure that wagf unit trust
funds are not exposed to extremely high investment risks that can
devalue its capital in a long run.

3/5 — Fund managers must ensure that waqf proceeds are not invested
in high volatile asset classes.

3/6 — Fund managers must create highly diversified portfolios of waqgf
unit trust investment.

3/7 — The process of istibdal (e.g. sell units and use the receipts to
purchase other units) in waqf unit trust investment can be done in the
following situations:

. Wagif has stipulated that istibdal must be done through
assets trading.

ii. The unit trust funds experience significant capital loss
where high maintenance and management expenditures
have to be borne by mutawalli.

ii. The unit trust funds and its constituent assets become
Shari’ah non-compliant.

3/8 — lIstibdal can only be done with the consent received from
mutawalli and must not expose the wagf unit trust to high investment
risks.
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Parameter 4: | 4/1 — The primary objectives of sustainability of wagf unit trust
Sustainability investment and distribution of benefits to the waqf beneficiaries must
be balanced by mutawalli.

4/2 — In view of enhancing the sustainability of waqf unit trust funds,
the fund managers must take measures ensuring consistent returns are
chanelled to the beneficiaries and promote capital growth in a
sustainable manner.

4/3 — In the event of capital deterioration occurs in the previous years,
the returns generated in the next coming years must be used to
purchase new units to restore the initial value of wagf unit trust funds
(capital intact).

4/4 — Mutawalli must ensure that management fees and other
expenditures are paid before returns can be distributed to the
beneficiaries.

4/5 — Some investment profits may be retained as a reserve capital for
the purpose of reinvestment.

4/6 — All promotion and marketing activities related to wagf unit trust
investment must be actively conducted.

4/7 - Various forms of incentives may be provided to investors or
wagqif such as subsidizing management fees and provision of tax
rebates.

Table 1: Parameters for Implementing Unit Trust Wagf
CONCLUSION

Wagqf-unit trust or unit trust wagf is an Islamic financial innovation, which could bring
tremendous benefits to the wagqf institution in Malaysia and other countries, other than the
wagf beneficiaries. At any case, the current conversation on unit trust waqf is still theoretical,
with little guidance available regarding its implementation. In particular, there is a lack of
modern fatwa or ruling on the permissibility (or prohibition) of this type of waqf from the
Shariah perspective. As such, this study was conducted with the objective to enrich the
relevant literature, as well as to shed some light on its application and implementation,
especially due its potential as an investment instrument that could help to sustain and further
develop waqgf assets in Malaysia. In addition, the Shari’ah rulings or fatwa on the
permissibility of movable assets as the subject matters for waqgf, which have direct relevance
to unit trust waqf, namely, cash waqf (e.g. the permissibility to use the cash wagf proceeds to
purchase units from Shari’ah perspectives) and wagf financial instruments such as sukuk and

shares (as underlying constituents of unit trust funds) are also incorporated in this study.
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Our study also found that there is no express provision in the Qur’an and Sunnnah
that clearly prohibiting, neither sanctioning unit trust wagf. The novelty of this study lies on
the proposed conceptual models of waqf of unit trusts along with the parameters of their
application that could be useful to waqf stakeholders in Malaysia, when its future
implementation could be given a full consideration. This study is a part of many efforts from
various quarters to promote the application of contemporary waqf, particularly unit trust, as a
new category of waqf asset. At the same time and more importantly, promoting unit trust
wagf can be a vehicle to encourage more philanthropic and charitable values among members

of the society.
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ABSTRACT

This paper aims to explore donor’s characteristics in online Islamic crowdfunding
mechanism in Klang Valley, Malaysia. The sampling frame used in this study was
undergraduate students in a public university. A self-administered online survey
questionnaire was distributed to the selected respondents residing in Klang Valley in
2017. Descriptive analysis and regression analysis were conducted to investigate the
perceived behavioral control, attitude and subjective norms towards online crowdfunding
intention. Findings from this study will help fundraising companies to understand the
donor’s charity giving intentions, factors affecting the charity giving decisions and their
preferences.
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RESEARCH BACKGROUND

Crowdfunding has recently gained attention worldwide as an alternative financing
mechanism to the traditional fundraising methods for business ventures or social projects
(Abdullah, 2016). Traditionally, if a person wants to raise capital to start a business or
launch a new product, he/she would need to prepare a business plan or prototypes and
then, shop his/her idea around to a limited pool or wealthy individuals or institutions
(Dresner, 2014). Crowdfunding is the opposite of this traditional approach. It is a type of
crowdsourcing, using the Internet to approach to thousands — if not millions — of potential
funders. Or the other word, crowdfunding is a type of participative online activity in
which an individual, institution, non-profit organization, or company proposes to a group
of individuals of varying knowledge, heterogeneity, and number, through a flexible open
call, the voluntary undertaking of a task which always entails mutual benefits (Alonso,
2015). The crowd participates in crowdfunding by bringing work, money, knowledge
and/or experience (Enrique and Fernando, 2012). To date, crowdfunding has been
increasingly used to gather entrepreneurial seed capital (Scwienbacher and Larralde,
2012) and new ventures (Mollicak and Kupposwamy, 2014). There are several types of
crowdfunding models and platforms, such as 1) donation-based, where no rewards are
given, 2) lending-bases, in which funds are offered as a loan carrying and expected
interest, 3) equity-based, where funds are provided in exchange for shares in the new
ventures, and 4) reward based, where financiers receive a tangible (but not financial)

reward for backing the project (Barbi and Bigelli, 2015).

Crowdfunding is a relatively novel phenomenon, as earliest record use of the word
crowdfunding dated back to 2006 and the field is in a young state of scientific research
(Bouncken, 2015). Research on crowdfunding is growing at an impressive pace where
past research has highlighted some important theoretical and empirical findings related to
the crowdfunding phenomenon. Schwienbacher and Larralde (2010) is considered a
pioneer in crowdfunding research. They conducted case studies on the music industry in
France that offer crowdfunding. Later, there were several attempts to construct theories
on crowdfunding forms (Belleflamme et al., 2012). Additionally, there were several
articles focusing on the role of investors in crowdfunding. For instance, Kuppuswamy and

Bayus (2013) describe efforts to assist in various projects depending on crowdfunding
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platforms such as Kickstarter and evaluate its efficiency. Agrawal et al. (2010) used
market musicians to get crowdfunding and how geography affects. Burtch et al. (2011)
examined how time factor affecting acquisition in crowdfunding. All these researches
were the study of value but rather focus on the sub-categories under the topic, without any

review of the relevant projects.
CROWDFUNDING AND ISLAMIC FINANCE

Crowdfunding possesses similar characteristics with Islamic finance. In a way that
financing based on ethical and socially responsible standards, which ensures fair
distribution of benefits and obligations between all the parties in any financial transaction.
Islamic finance and crowdfunding both conceptualize customers as investors and can
potentially provide investment opportunities with higher returns. Additionally, both put a
strong emphasis on transparency, mutual involvement and trust. Therefore, crowdfunding
provides the ground for new development in the field, as it can use Islamic finance as an
ethical and socially responsible tool to promote financing and development. While
crowdfunding model has achieved a very positive development, but research on Islamic
crowdfunding is still lacking. Islamic crowdfunding mobilizing Islamic finance
instrument including waqf, sadagah, zakat and qard hasan is therefore not being

considered.
PROBLEM IDENTIFICATION

Donation and charity giving has been widely practiced worldwide through various
channels. One of the new phenomenon in donation and charity giving is using
crowdfunding mechanism. In the latest development of crowdfunding, online
crowdfunding interface has upsurge where entrepreneurs utilize the online platform such
as Kickstarter to start their project and pitch for donors. It has proven to be successful for
the past few years for small business entrepreneurs to get funding for their business. This
crowdfunding concept is nothing new in Islamic practices of donation and giving, as the
concept is similar to sadagah, zakat, waqf and gard hasan where the publics or crowds
will fund the project voluntarily. However, the crowdfunding interface is not yet in place

in Muslim majority countries as compared to the western countries.

Jalil et al. (2008) stressed the importance of donation and charity as a source of economic
and social assistance fund, which is found to be very effective. They suggested that the
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technology could be used to deal with the proceeds of donation and charity so that it can
be utilized to the maximum level. Hussin et al. (2014) touched on the role of mosques as
a charity fund manager as effective. They suggested that all mosques are cooperating to
manage the fund for the benefit of Muslim mosques, especially in the economic field.
Cooperative proposed as a facilitator in the management and managing funds. Based on
the requirements of the management and allocation of funds over the crowdfunding
system is expected to provide the best solutions to agencies and individuals concerned to
manage the funds better. Therefore, it seems imperative to develop Islamic crowdfunding
product utilizing information technology as the interface. Hence, this paper aims to

examine the predictive factors affecting donation and charity giving.
SIGNIFICANCE OF THE RESEARCH

This research will contribute to the present crowdfunding literatures. In order to facilitate
the objective of the program to develop a crowdfunding model for Malaysian public fund
institutions, this research specifically deals with the marketing aspects of Islamic
crowdfunding model. This project is significance in two major ways. First is that it will
undergo pre-product development to identify the construct and concepts for Islamic
crowdfunding. This will be done via the engagements with prospective crowdfunders
(donors, lenders, investors) and relevant Islamic-based social finance vehicles such as
zakat, waqf, sadagah and gard hasan. Via these engagements, a relevant Islamic
crowdfunding product could be developed that is required by the public or rather
marketable. This marketable product will be an indicator of what types of fund that public
has the interest to donate as part of their investment for their celestial health. In addition,
this research is significant in a way that it will identify marketing strategies to reach the
target groups. This is important to ensure the promotion of the public fund is done
accordingly and reach the target market. Well-developed product and good marketing
strategies will increase the confidence of the public to contribute more fund in the future,
which in turn will boost the public fund volume for the benefit of the ummah.

LITERATURE REVIEW

Much of the past studies conducted on the importance of proponent’s external social
capital found that the successful rate of crowdfunding is depending on factors of number
of friends on their friends list (Mollick, 2014) and similarly individual social capital

significantly increases the probability of the funding goal (Giudici et al.” 2013). Another
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investigation using social influence theory tries to examine whether crowdfunder’s
behavioral is influenced by previous contributors where the evidence is mixed. Butch et.
Al (2013) note a subsequent crowdfunders are less prone to finance if they realize that
previous funding had decreased the marginal utility of their contribution to the project’s
success. Similarly, investor supports are negatively related to project that has received a

lot of support (Kuppuswamy and Bayus,2013).
Review of existing of crowdfunding models

According to Borello, Crescenzo, and Pichler (2015) crowdfunding refers to
circumstances whereby many people give typically small amount of money to projects
and ideas via online platforms. The existing model as proposed by Kirkby and Worner
(2014) suggest that crowdfunding models can be classified as community crowdfunding
or financial return crowdfunding, which differ regarding the presence or a return of
backers or not. Community crowdfunding includes social lending,/donation
crowdfunding and reward crowdfunding, while financial return crowdfunding refers to

peer-to-peer (p2p) lending and equity crowdfunding (Figure 1).

Figure 1: Crowdfunding models

Crowd-funding
l
: ’ : [ 1
STEI:-EEE:[“E Reward Crowd Peer-to-peer Equity Crowd-
Crowd-funding Funding Lending funding
J \ ]

T 1

Source: Kirby and Worner, 2014 p.8
Community Crowd-funding
a. Rewards crowdfunding (all or nothing)

Rewards-based crowdfunding is where contributions are exchanged for current or future

of goods or services. Individuals or companies who launch campaigns may compensate
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contributors with something like a t-shirt, a copy of whatever they’re building or even just
a thank you. Rewards-based crowdfunding is perhaps the most prolific form of
crowdfunding currently taking place in the US. Two established sites that has launched
crowdfunding activities are Kickstarter (Voelker & McGlashan, 2013) and Indiegogo
who facilitate the idea. Now anyone can go and create a web page on these sites and pitch

an idea.
b. Social Lending (nothing)

Donation crowdfunding takes place when an individual, company or organization accepts
charitable donations. This has been taking place for a long time, where all participate in
donation-based crowdfunding. It is appropriate for funding nonprofitable activities.

Financial Return Crowdfunding

a. Peer to peer crowdfunding is when a crowd lends money to an individual or company
with the understanding that the loan will be repaid with interest. This is the methodology
behind peer to peer lending sites. Appropriate for companies and individuals planning on

multiple rounds of funding, companies who do not want to part with equity.

b. Equity crowdfunding is where the exchange is company equity, or ownership, and not
goods or services. The idea is very similar to how common stock is bought and sold on

the stock market.
Charity giving and donor’s behavior

Giving is a voluntary action favoring someone else or a public cause at a cost for oneself
without requiring a counterpart (Kasri, 2013) where it occurs when the giver’s desire for
giving over-compensates the (potential) cost. Although giving behaviors have been
discussed long time ago, by numerous economists such as A. Smith, J.S Mill and V.
Pareto, the studies upsurge only in the last third of the twentieth century (Kasri, 2013).
On the other hand, Islam is a religion that has a commitment to social conditions. It has a
philanthropic tool in regard to the welfare of the ummah and poverty alleviation. One of
the powerful tool is waqgf. According to the history, the contribution of wagf in Muslim

societies of the past has been significant. It is a tool for distributing public wealth.

Even though there is not a single verse in the Quran that deals specifically with wagf,

Islamic scholars and jurists (the four prominent schools of thought, Shafie, Hanbali,
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Maliki and Hanafi) agreed that a few of the following verses are to be referred to as the
source of the subject matter (Hameed and Yacoob, 2005). In Surah Al Imran, verse 92,
Allah (s.w.t.) says, “By no means shall ye attain righteousness unless ye give (freely) of
that which ye love; and whatever ye give, of a truth God know it well”. The verse states
that Muslims will not be rewarded with goodness unless they are willing to give their best
to others. The gift must be of value and which is dear to the giver. Islam encourages the

believers to help the unfortunate amongst them through sadagah (general charity).

In general, literature suggests that variables affecting giving behaviors of individuals
could be classified into extrinsic (demographic and socio-economic factors) and intrinsic
(underlying / psychological motives) factors (Kasri, 2013).  Persistence of education
giving have positive relationship with family income, education level, number of children
at school level and marital status Bennet (2013); (Wu & Brown, 2010) found that
charity’s relationship marketing activities, service quality, reputation of the charity,

relationship quality, donor engagement are among the determinants of donor behavior.

Interestingly, this research suggested that engagement-prone charity supporters are likely
to have a higher lifetime donor values, it is desirable to target these donors in recruitment
and retention campaigns. Charities also must decide how exactly they want donors to
engage with the organization and then create mechanism and systems (e.g blogs, online
communities) that make it easy for supporters to engage. Therefore, understanding donor
characteristics and behavior are equally important to maintain sustainability in managing
streams of donations for the proposed project. In relations to that, strategies on managing

relations and reaching the crowd are also important and need to be considered into.
Source: (Byrnes, Ranganathan, Walker, & Faulkes, 2014)

Current marketing strategies utilized online platform where engagement of broad
audiences is key to successful science crowdfunding (Byrnes et al., 2014). The above
model is therefore can be applied onto another sector. As of Islamic charity giving,
offline platform using Islamic institution such as zakat, waqgf, microfinance, gard hasan
has not been explored, therefore this research is going to mobilize on two things: first is
the suitable marketing strategies on getting the fund and second is to facilitate the

distribution channel.
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Theory of Planned Behaviour

To further understand the underlying reasons of behavioral intention, the theory of
planned behaviour (TPB) extends the understanding of the consumer decision making
process by considering how the concepts of attitude, perceived behavioral control,
subjective norms and intention influence specific behaviours (Ajzen, 1991,

"Capitalism,”). TPB provides a framework to examine the influence of attitudes on
behaviours. A simple example, if an individual believes that the outcome of the behaviour
IS positive, he/she will possess a positive attitude toward performing it. In applying TPB
in this field, if a customer believes that the result of the switching action is positive,
he/she will have a positive attitude towards switching. The central factor in the TPB
model is the individual’s intention to perform a given behaviour (Ajzen, 1991). (See

Figure 2).

The theory of planned behaviour is an extension of theory of reasoned action, suggested
by Fishbein & Ajzen, cited in AjzeN, 1991). The theory of reasoned action state that the
immediate antecedent of behaviour is the behavioural intention to perform this behaviour.
The intention to perform the specific behaviour is affected by the belief that performing
this specific behaviour will lead to certain outcome (Madden, 1992). The beliefs are
affected by the attitude towards the behaviour and subjective norms. While attitude is
considered as a function of the sum of the perceived values of expected outcomes of the
behaviour; subjective norm (SN) is a function of the sum of perceived social pressures
and perceived behavioural control (PBC) represents the collective effects of individuals’
perception of both internal and external enabling factors (time, money, knowledge, etc.)
That determines the ability to perform the behaviour.

According to Ajzen (1991), the attitude towards the behaviour concerns the degree to
which an individual possess a generally favourable or unfavourable evaluation of the
specific behaviour in question. Beliefs about a specific behaviour are formed by
associating them with certain attributes; that are either positive or negative values. The
consequence of this assessment will be the formation of an attitude towards the
behaviour. Subjective norms relate to whether an individual is under strong social
pressure. If the societal pressure is strong the individual may need approval from
important social peers to perform the given behaviour, for example family and friends.
Lastly, perceived behavioural control refers to whether an individual perceives it as easy
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or difficult to execute the specific behaviour for example, whether the individual
perceives they have sufficient control to perform the behaviour. Additionally, perceived
behaviour relates to having confidence in performing the specific behaviour successfully;
if the individual believes to be unable to perform the behaviour, the perceived behavioural
control will be low. All three factors are positively related to behavioural intentions

whereas the intention is positively related to performing the specific behaviour.

Figure 2 Theory of planned Behaviour

Source: (Ajzen, 1991)

While a model of behavioural intention can be valuable under some circumstances, the

results of a study by Baumann, Burton, and Elliott (2005) indicated that intentions are

poorly correlated with actual behaviour. Similarly, investigation from a customer

satisfaction and loyalty study by (Keiningham, Cooil, Aksoy, Andreassen, & Weiner,

2007) found that recommended intention does provide insight into customer future

recommend behaviour.
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METHODOLOGY

The paper adopts quantitative research method. The key independent variable (online
crowdfunding intention) was measured using items adapted from Bansal et al. (2005) and
Bansal & Taylor (1999). Guided by the literature and previous studies, the dependent
variable constructs were namely attitude, perceived behavioral control and subjective
norms. Attitudes consisted of positive perceptions perceived by the customers associated
with the intention to donate through online crowdfunding, whereby perceived behavioral
control are factors related to the perceptions on how much control do they have upon
charity giving activities. Subjective norms are factor related to the perceptions of others,
and were derived from Theory of Planned Behavior (TPB). A total of 13 measurement

items was used.

A web-based survey containing all items, plus questions about demographic information
and was administered to a sample of 130 young individuals ages (18-40) using online
survey. The sample comprised 78 percent females and 22 percent males and covered a
range of ages 18 years to 40 years old. Descriptive analysis was conducted and followed
by regression analysis to predict attitude, perceived behavioral control and subjective

norms and personal factors.

RESULTS

In general, the finding of the study is divided into two parts consists of 1) descriptive
analysis on the variables, and 2) results on regression analysis.

Descriptive Analysis

This study revealed that 55.5 percent of respondents have participated in donation
through online crowdfunding (see and Table 1).

Table 1 Partipation in Donation through Online Crowdfunding

) Response
Answer Options P Response Count
Percent
Yes 55.5% 117
No 44.1% 93
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Table 2 list the sources of online crowdfunding. Most respondents know about the online
crowding from online sources including social media, online forum and online search.

Table 2 Source of Online Crowdfunding

Answer Options Rpe:ic;rrlie Response Count
News article 1.9% 4
Word of mouth / referral from friends 10% 21
Online search 4.7% 10
Online forum/discussion 1.7% 3
Social media 13.7% 29
Others 5.2% 11

In terms of types of crowdsourcing, 27 percent of the respondents have donated via
traditional way of donation (i.e. offline) while 26 percent of the respondents have donated
via online and offline.

Table 3 Types of Donation

Answer Options RPe;E:erllste Response Count
Online crowdfunding 9% 19
Traditional offline 27% 57

Both 26% 55

Others 4

This questions aims to look at the respondents attitude towards online crowdfunding.

Table 4 shows that majority respondents responded positively pertaining to online
crowdfunding. This is reflected through a response from respondents when asked to rate
their agreements for the statements “To me donating through online crowdfunding is

good idea, useful, wise,pleasant, desirable and something I like.
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Table 4 Attitude Towards Online Crowdfunding

t | . t I Rati R
Strongly Disagree Neutral Agree Strongly atng esponse

Answer Options .
P disagree agree  Average  Count

To me donating
through online
crowdfunding is a
good idea

2 3 35 66 27 3.85 133

To me donating
through online 0 1 27 80 26 3.97 133
crowdfunding is useful

To me donating
through online 3 6 41 62 21 3.69 133
crowdfunding is wise

To me donating
through online
crowdfunding is
pleasant

1 3 42 66 20 3.77 133

To me donating
through crowdfunding 3 0 56 59 15 3.62 133
is desirable

To me donating
through online

crowdfunding is
something | like

3 8 48 55 19 3.59 133

Findings on subjective norms descriptive analysis suggested that majority of the
respondents believed that people (friends, family, and colleagues) who are important to
them strongly support the decision to donate through online crowdfunding and believed
that people that they cared about would approve their decision donating through online

crowdfunding .

124



The 7t Islamic Economic System Conference (iECONS2017) 12 & 13 December 2017

Table 5 Subjective norms

. Rating
Strongly  Disagre Neutral ~Agree Strongly Averag Response

Answer Options .
P disagree e agree o Count

Most people who
are important to me
would approve of
me donating
through online
crowdfunding

1 9 55 58 10 2.99 133

People I care about
would approve of
my decision
donating through
online
crowdfunding

1 6 50 65 11 3.02 133

Findings on perceived behavioural control descriptive analysis suggested that majority of
the respondents claimed that if they wanted, they could easily donate money to online
crowdfunding in the next 6 months and it is up to them whether they donate money to

online crowdfunding the next 6 months .

Table 6 Perceived Behavioral Control

. Rating
Answer Options St_rongly Disagr Neutra Agree Strongly Averag Response
disagree ee I agree o Count
If I wanted to, |
could easily donate
money to online 0 5 44 74 10 3.67 133
crowdfunding in
the next 6 months
It is mostly up to
me whether |
donatte money to 0 1 61 62 9 3.59 133
online

crowdfunding in
the next 6 months
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Donating money to

online

crowdfudning in 1 8 67 49 8 341 133
the next 6 months

is easy for me to do

Majority of the respondents agreed to donate through online crowdfunding.

Table 7 Donation through online crowdfunding: Intention

t | . t | Rati R
Strongly Disagree Neutral Agree Strongly ating esponse

Answer Options .
P disagree agree  Average Count

| will definitely donate
through online 0 5 55 61 11 3.59 132
crowdfunding

| would plan to donate
through online 0 5 54 60 13 3.61 132
crowdfunding

| intend to donate
money to online 0 4 55 63 10 3.60 132
crowdfunding

I would likely to
donate money to 0 4 59 61 7 3.54 131
online crowdfunding

Regression Analysis on Online Crowdfunding Donation Behavioural Intention

A Multiple linear regression was calculated to predict online crowdfunding intention
based on their attitude towards online crowdfunding, Subjective Norms (belief of others)
and Perceived Behavioral control (ability to donate). A significant regression equation
was found (F(2,208), = 4.777E3, P<0.000), with an R? of .978.

The regression analysis was performed on sample and the R? for this study was 0.979 (see
Table 8). The study shows that all factors were found to have a significant contribution
towards online crowdfunding donation intention (see Table 9). Subjective Norms towards
online crowdfunding is statistically significant contribution to Online crowdfunding
intention (f = 1.021), followed by attitude (B = -.032). Perceived Behavioral Control
(ability to donate) variable was excluded from the regression (see Table 12).
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Respondents’ predicted online crowdfunding intention is equal to 40.106 + 2.044
(subjective norms) - 0.21 (attitude) where subjective norms and attitude are coded or

measured using Likert scale of 1=strongly disagree, 2= disagree, 3= neutral, 4= agree, and
5= strongly agree.

Table 8 Model Summary®

R Adjusted
Model R  Square R Square Standard error of estimation
1 .989? 978 979 .70.73891
a. Predictors : (Constant), ATTITUDE, SUBJECTIVE_NORMS
b. Dependent Variable : ONLINE CROWDFUNDING INTENTION
Table 9 Coefficients
Standardized
Unstandardized Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) 40.106 24.843 1.614 .108
il%iﬁgﬂv'z 2.044 850 1021  2.404 017
ATTITUDE*

-.021 248 -.032 -.075 970

a. Dependent Variable: ONLINE
CROWDFUDNING INTENTION

b. p*<0.1, p**<0.05
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Table 10 Anova

Table 11
ANOVAP
Mean
Model Sum of Squares df Square F Sig.
1 Regression 7.649E8 2 3.824E8 4.777E3 .000%
Residual 1.665E7 208 80063.9D4
Total 7.815E8 210
a. Predictors: (Constant), ATTITUDE, SUBJECTIVE NORMS
b. Dependent Variable: (M) ONLINE CROWDFUNDING
INTENTION
Table 12 Excluded Variable
Excluded Variable
) Collinearity
Partial ) Statistics
Correlati
Model Beta In t Sig on Tolerance
1 Perceived
Behavioral 15.401 1.238 217 0.86 6.604e-7
Control

a. Predictors in the Model : (Constant), ATTITUDE, SUBJECTIVE NORMS

b. Dependent Variable: (M) ONLINE CROWDFUNDING
INTENTION

CONCLUSION

In conclusions, there are few behavioral issues need to be addressed in the field of

Islamic crowdfunding. Online crowdfunding intention is measured using theory of planed

behaviour model with the assumptions that online crowdfunding intention is represented
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by belief of others, ability to donate and attitudes. In this study, belief of others is
positively related to online crowdfunding intention which means the higher believe of
others, the higher the online crowdfunding intention. However, attitude towards online
crowdfunding is negatively related to intention and this requires further investigation.
There are several possible explanations for this finding. It could be the due to the nature of
online crowdfunding platform which is rather new in terms of its existence. On the other
hand, the is no specific regulations that governs sadagah based crowdfunding and this may
have created some ambiguity. Therefore, suggestions for policy implications to online
fundraiser or fund manager will include a proper governance is needed to govern the
online crowdfunding activities as to promote positive attitude towards online
crowdfunding. Another possible suggestion is to relook at the institutionalizing the
crowdfunding body as to materialize its existence. Some suggestions such as improving
and strengthening the current Islamic crowdfunding distribution channel through

crowdfunding such be given a thorough look.
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ABSTRACT

In Takaful industry, Takaful agents are seen as the ambassador of the Takaful operators
and essential in ensuring long term relationship between the client and the Takaful
operators. This study aims to explore factors contributing trust development towards
Takaful agent. Using qualitative approach, four (4) focus groups with existing Takaful
clients and 11 group discussions among students enrolled in Professional Selling subject
were conducted to achieve the study aim. Findings from this study found that two (2)
major factors namely as Takaful agent characteristics and positive image of Takaful
operator contributed toward trust development. Takaful operators and Takaful agents
may use the findings of this research to enhance the relationship between Takaful agent
and client relationship.

Keywords: trust development, Takaful agent, selling
INTRODUCTION

Takaful is an insurance system that complies with Islamic regulations. The
Malaysian Takaful industry has experienced encouraging growth since its inception in
1985. Annual growth rate of the industry has been estimated at 20 per cent (Redzuan et
al., 2009). In the industry, sales representative or widely known as Takaful agents are
responsible in marketing and selling of Takaful plans. The Takaful agents are the
frontliners of the Takaful industry. They are responsible in developing a huge client base
and service them (Anwar Batcha, 2010).

Trust between a sales representative and the client organisation is one of the keys
to a long-term relationship (Dwyer, Schurr and Oh, 1987). Hawes, Mast, and Swan
(1989) argue that a sales representative's career success is influenced greatly by his or her
ability to earn trust. Oakes (1990) also suggests that the success of sales agents in the
insurance industry depends on their ability to market trust. Prospects will buy a policy if
they first buy the trustworthiness of the agent. Others propose that trust enhances the

ability of a salesperson to influence a prospect (Dwyer and Oh 1987; Swan and Nolan
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1985). Clearly, gaining customers' trust in a variety of contexts is vital to a salesperson's
ability to achieve exchange.

Research on the importance of trust in Takaful studies are limited and still
unexplored. Previous studies on Takaful have focused on the concept of Takaful and its
operations (Hamid and Othman, 2009) as well as consumers perception towards Takaful
product (Ab Rahman, Ali, Che Seman, and Wan Ahmad, 2008). Others have examined
determinants of takaful demand, consumer attitude towards Islamic insurance
participation, and awareness on Takaful (Yazid, Arifin, Hussin, and Wan Daud, 2012;
Amin, 2012). Overall, there has been no research done previously discussing the role of
trust in the context of Takaful agent-client relationship. In addition, consumer trust
towards Takaful agent is important in the context of Takaful client-agent relatioship given
that insurance or Takaful plans are bought and renewed every year by the client.
Furthermore, as the industry grows and becomes more competitive, Takaful clients will
face a number of choices of Takaful plans and Takaful agents play a significant role in
marketing the Takaful plans successfully given that they are the frontliners of the Takaful
operators. Therefore, this research intends to explore factors contributing toward the trust

development.

Trust and selling and role of takaful agents and factors contributing towards
development of trust

Trust has been recognised as an important element in relationship marketing success
(Morgan and Hunt 1994). Various studies in the literature have proven that trust has
significant impact on marketing success such as brand loyalty (e.g. Morgan and Hunt
1994; Chaudhuri and Holbrook 2001), commitment (Delgado-Ballester and Munuera-
Aleman, 2001), brand extension acceptance (Reast 2005), increase in market share and
relative price (Chaudhuri and Holbrook 2001), positive effects on purchase intention and
word of mouth behaviour (Schitman 2007).

Sales agents or Takaful agents are not only selling Takaful products, but to also offer
Takaful services. The agent or wakeel (agent) in Arabic appears in the Qur’an as the
representation of a person on behalf of another person in certain dispositions. According
to Hairul Azlan et al. (2004), it could mean hifz (to preserve or defend) as stated in the
Quranic verses 3:173 and 4:132. ‘Wakala’ also means tafwid (to entrust as shown in
Qur’anic verses 3:160 and 12:67) and to be responsible for arranging one’s affair (stated

in Qur’anic verses 6:66 and 6:107).
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Agents are responsible to assist their customers in all circumstances related to their
financial well-being and to disseminate knowledge of Takaful to Muslims and non-
Muslims (IBFIM, 2011). Agents must undergo thorough preparation and be properly
informed of the necessary information, skills and strategies in order to properly execute
their responsibilities. Takaful agents are required to be vigilant and are responsible for
losses arising from carelessness (Frenz and Soualhi, 2010). In addition, they also need to
have good relationship including good rapport with his/her existing and prospective
clients and helps the Takaful operator in promoting and selling of Takaful products and
services to its client. In sum; they act on behalf of the Takaful operators in confronting
the public.

Given that Takaful agents frequently deal directly with the client, trust element
should exist in the relationship to ensure a long-term relationship. Previous studies have
examined factors contributing towards development of trust. Generally, the factors can
be divided mainly into two (2); i) determinants associated with the salesperson such as
salesperson’s benevolence, competence, selling technique, and likability/similarity
(Ingram, LaForge, Avila, Schwepker, and Williams, 2008; Swan, Bowers, and
Richardson, 1999; Sichtmann, 2007) and ii) factors associated with the salesperson
company (Swan, Bowers, and Richardson, 1999; Doney and Cannon, 1997).
Nevertheless, these previous studies have investigated the factors in the context of
‘conventional’ selling practices. It has been argued that the role of Takaful agents and
insurance agents differ (Che Mohd Salleh, Abdullah, Razali, and Wok, 2013). In Islam,
trust is important to acknowledge one person's personality that will be respected by
others. Prophet Muhammad (pbuh) was given the title Al-Ameen which means a person
that we can trust. He became a role model for Muslims as a businessman who was
trustworthy in any circumstances (Che Mohd Salleh and Riwan Ramli, 2013). Hence, the
factors contributing toward development of trust in the context of Takaful agent-client

relationship might be distinct and requires a further investigation.

METHODOLOGY
This study employed qualitative approaches to explore factors contributing toward
development of trust in the context of Takaful agent-client relationship. The data
collection involved two (2) categories of respondents; existing Takaful clients and
students enrolled in Professional Selling subject. The first round of data collection

involved focus group sessions with existing Takaful clients. The selected participants had
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to be an existing Takaful client, aged 21 years old and above. In total, four (4) focus
group sessions were held involving 22 participants. The second round of data collection
involved focus group discussion with students enrolled in Professional Selling subject.
66 students were divided into 11 groups and were asked to discuss important factors that
lead to trust development between Takaful agent-client relationships. All sessions were
tape-recorded. Participants were briefed about the aims and objectives of the study.

Participants were asked to give feedback based on their own views.

To analyse the focus group discussion, method suggested by Casey (1989) has
been followed. All groups’ discussion were audio taped and transcribed. After the group
discussions have been carefully typed, the transcripts were reviewed so that the researcher
could become familiar with the flow of the dialogue. All transcripts were merged and
then all of the answers to question one from all the groups were moved to the same
master document. This was done for each topic and question. From this master
document (which contains all of the relevant responses), the patterns, trends or themes

across all of the responses were examined.

RESULTS AND FINDINGS
For the purpose of reporting the results, findings are organised by topics that arose
during discussion that are relevant and pertinent to this study. Findings have been
grouped according to the answers given on a specific question, yielding majority opinions

and views.

Factors contributing toward trust development

Participants were asked to provide factors that influence their trust towards
Takaful agents. The findings suggest that there are two (2) major factors that contribute
toward trust development; agent character and Takaful provider. Besides that, background
of the company is important because it represents reputation and reputable Takaful agent

will link with many panel hospitals.

Character of Takaful Agent

In this study, participants placed importance on the competencies and knowldge
of the Takaful agent in determining their trust. An agent’s knowledge builds participants
trust by increasing the confidence that the agent can deliver his or her promises.

Participants consider knowledgeable not only limited to the agent’s understanding on the
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product but also their expertise in recommending suitable product that suit their needs.

The following is a comment by a participant:

With the old Takaful company, I'm less information, so when I'm

inside at the new Takaful company which is I'm choose the agent and

agent has give many information needed. (Male, 36 years old)

Other than knowledgeable agent, participants also consider a responsible agent as
important criteria in establishing trust towards their Takaful agent. The following

comment depict the importance of having a responsible agent:

Trust can be looked from agent responsibility in perform client

business. (Female, aged 35 years old)

Takaful provider

Another factor that influence levels of trust is the reputation of the Takaful
operator that the agent is representing. It is a norm in the Takaful industry that an agent
represents a particular Takaful operator. In this study, participants considered Takaful
operator background as an important factor that determined their trust towards Takaful
agent. Takaful operators that create positive image in the industry and a known as an

established company is considered as reputable company.

CONCLUSION

This paper has explored the factors contributing towards trust development.
Findings from this study also show two important factors that contribute towards trust
development are related to agent’s background and reputation of Takaful operator
representing the agent. Takaful operators and Takaful agents may use the findings of this
research to justify their efforts in designing, developing and appropriate promotion and
awareness interventions so that Takaful products and sales might witness extensive
development in Malaysia. Future researches are encouraged to empirically test the

propositions put forward by this study.
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ABSTRACT

Growth and stability are innate goals of any business. Companies like those which are in
the banking industries invest on ideas and technologies in search for business models as
unit of analysis, approach, concept, and means to create values particularly in terms of
customer service satisfaction and expansion. Banking companies that hold the best fit
models have the advantages of hitting future patronage targets than their counterparts.
Aiming to determine the best fit model for the future patronage of Islamic Retail Banking
(IRB), this study reaches out to at least 500 randomly selected samples, utilizes structural
equation model as a statistical tool, and hypothesizes that there is no interconnection of
the business-related variables namely, current banking practices, awareness of IRB,
perception on customer awareness, relative advantage, compatibility, complexity,
uncertainty, observability, promotional efforts, client characteristics, and future IRB
patronage variables. Furthermore, this study uses the research paradigms appropriate to
its objectives and the kind of data gathered namely quantitative in terms of technique and
procedure in gathering the data, cross-sectional in terms of time horizon, mono in terms
of method choice, survey in terms of strategy, inductive in terms of approach, and
positivism in terms of philosophy, this study reveals that its modified research instruments
obtained Cronbach alpha level of 92%. It also discusses the vast literatures that are
dealing with the emerging innovative banking practices as opportunities, challenges, and
risks reflected from financial market signal and management; that are dealing with
awareness to paradigm-shift of Islamic Banking from conventional version, and about
business success relying on client concept, measures, communication, and alignment of
strategies, processes and capabilities as advantages for future patronage. Consequently,
the reliability level of its instrument and the comprehensive narrations of published
literatures on banking practices, paradigm-shift, banking success determinants, and
future patronage are matters that merit for the pursuance of the final phase of the study.

Keywords: Islamic Retail Banking, banking practices, promotional effort, client
perception and characteristics, future patronage, and structural equation model
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INTRODUCTION

The birth of the Islamic finance system have caused a paradigm shift in the models of
economy specifically in Islamic banking, as it captured significant range of share in the
financial market across the globe. Thus the emergence of the Islamic finance have stirred
up and created a new dimension range to the economic growth (Hassan and Lewis,
2007).Over the last four decades, the Islamic bank growth is drastic and greatly notable
with an estimated range of 15 to 20 per cent growth rate annually and is expected to reach
1.5 trillion US dollar by the year 2015.

Oman is one of the last GCC countries to welcome Islamic Finance (Warde,
2000). Oman as a country is quite optimistic about both the successes and growth of
Islamic finance taking into consideration the strong economic projection in the region.
Some of the projections that promises a bright future of Islamic finance in Oman include
huge government expenditure on infrastructure projects, a conducive and well regulated
environment, and a Shariah-sensitive population that is relatively young (Hassan and
Lewis, 2007). The country of Oman has necessary ingredients need to ensure successful

Islamic finance sector (Sadig and Shanmugham, 2002).

The first Islamic bank was opened in January 2013 and at the end of the year, the
assets of the Islamic banking was established to reach 3.5% of the total banking assets of
the country which was quite remarkable. In mid-2014, Shariah-compliant banking assets
were estimated at 4.4% valued at $2.78 billion (OMR 1.07 billion). According to ICD-
Thomson Reuters Islamic Finance Development Indicator, Oman’ Islamic finance
industry is ranked third globally after Malaysia and Bahrain. The Islamic finance industry
in Oman show growth momentum as indicated in the increase in both deposits and
financing. Consistency in the growth of Islamic finance is supported by Islamic windows
of strong conventional banks in Sultanate. In June 2014, the net revenue generated in the
Islamic finance sector realised remarkable growth, which was OMR 16.6 billion: a
growth of 147% from OMR 6.7 billion June the previous year.

One of the most important concepts in frame of competitor-oriented objectives of
an entity is market share. Significance of such concept is created since past studies
indicate the positive impacts it has on profitability and productivity of a business
(Tukamuhabwa, Benjamin, Eyaa and Friday, 2011). Association between market share

and profitability is most probably one of the most studies subject in management
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research. Majority of past studies on the relationship between profitability and market
share indicate that there is a significant and positive association between profitability and
market share, which makes market share and important consideration in evaluating
success of Islamic finance in Oman (Asyraf and Nurdianawati, 2007). Market share in an
industry or an entity is measured by percentage of total revenues or sales for services and
products in a given duration. Even though, market share is not the ultimate goal of sectors
or entities in any given industry, it is a crucial indicator for enhancing profitability since
higher market share leads to higher profitability and vice versa (Sadiq and Shanmugham,
2002). Banks, corporations and other business entities therefore aim to increase their
respective market share to gain competitive advantage as well as to ensure productivity.
In order to ensure effective competition if the Islamic finance industry, it is imperative
that that banks adopt suitable strategic mechanisms aimed at enhancing performance as
well as concentration in the market. According to Tukamuhabwa (2011), analyzing
competitive forces is the most appropriate and effective means of enhancing performance

of an entity.
PROBLEM STATEMENT

Islamic finance got recognised in the year 1996, by the Citi group branch in the form of
Citi Islamic in Bahrain. But global financial crisis made academic and industrial
participants started to question about the sustainability and viability of the conventional
system of finance (Hasan and Dridi, 2010). It is true the financial crises have broken
many conventional banks and Islamic banks are not exceptional. According to Rehman
and Masood (2012) the obligation of the Islamic religion is the significant motivator as it
got observed as the main practical determinant of conventional location playing an
important role. Amin, et al (2011) stated that obligation of the religion and the support of
the government can be an insignificant factor as it predicts the intention of using the
finance of Islamic banking personal. While considering Oman consequence in particular
the demands got increased in basis of national finance that could turn out comparatively
higher. But in many countries that has the establishment of the Islamic financial system;
the customers are enhancing their sophisticated knowledge of the Islamic products and
services nature and are punishing the other banks being operated in their country. But
Awan and Bukhari, (2011) found there is also need for additional quality of servicing the
customers as it is key strategy. But while considering Oman circumstances, the situation

may differ slightly as the Islamic finance introduction, customers found to seek or have a
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little knowledge about the products of Islamic finance to make them buy their products.
So this is where the Islamic finance system need development in staffing as they play
main role in providing sufficient knowledge about their products and services so as to
meet their demands. Even though there are various researchers’ states about the Islamic
finance and Islamic banking, there are very few of them explaining about the Islamic
finance system adoption in Oman. This research explains about the Islamic retail banking
adoption in Oman and also concentrating on the moderating factors client characteristics.
The review of literature indicates that that in particular case of Oman customers seem to
have limited knowledge about the Islamic Banking and Islamic Finance. Islamic banking
system needs to further develop in Oman and awareness and knowledge about Islamic
Banking has impacted the performance of Islamic Retail Banks which have been
incurring losses (Arsalan, 2014). There is an identified research gap in the area and
further researches are required to understand the adoption of Islamic Banking in Oman

and explore the reasons for the challenges faced by it.
RESEARCH PROBLEM

Islamic Finance Advisory and assurance Services (IFAA) published a report in 2011.
According to that report 70% of consumers in Oman anticipated opening an Islamic
saving account in next 12 month whereas 35% consumers were expecting to do so within
3 months after availability Islamic banking in Oman. The report showed that 86% of
Omani consumers are somehow engaged with conventional banking products, out of that
60% declared themselves 'bothered' about using the products based on interest (Riba).
Above mentioned information showed that there could be high demand of Islamic retail
banking in Sultanate of Oman and people would adopt it within short period of time but it
did not happened as it was expected.

Arsalan (2014) published a paper named ' Islamic Banking in Oman- Today and the
way forward' showed that all the Islamic banks who started their operation in 2013; Bank
Nizwa, Bank Al 1zz, Meethaq , Bank Sohar, Al Muzn, Al Yusr, Al Hilal and Maisarah
could get the expected outcome. Bank Nizwa showed loss of 2.505 million OMR, Bank
Al 1zz 3.232 Million OMR, Bank Sohar )0.65 million OMR , Muzn 0.30 million OMR,
Al Yusr 0.50 million OMR, Bank Dhofar 13 million OMR, with total loss of 2.787
million OMR. Only one bank showed profits and that was Bank Muscat's Meethag with

6.2 million profits.
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As far as deposits savings/Time are concerned Bank Sohar received 6.9 million OMR,
Bank Alizz 0.6, Maathaq 10.4, Muzn 15.1 and Al Ahli 4 million OMR on the other hand
the conventional banks received net income as following : Bank Muscat 59%, Bank
Dhofar 36%, Bank Sohar 45 %, National Bank of Oman 72% and Al Ahli Bank 45%.

AIM

The main aim of the research is to identify the best fit model for the future patronage of

Islamic Retail Banking

Research Objectives

1.

6.

To determine the level of current banking practices in terms of:
1.1 Bank user
1.2 Duration as bank user
1.3 Awareness of IRB
1.4 User of IRB
To determine the level of awareness of IRB in terms of
2.1 Product awareness
2.2 Islamic banking attributes
To determine the level of perception on attributes in terms of
3.1 Relative advantage
3.2 Compatibility
3.3 Complexity
3.4 Observability
3.5 Uncertainty
3.6 Preference
To determine the level of perceived information quality in terms of
4.1 Sources of information
4.2 Influences of sources
4.3 Quality of information
To determine the level of future patronage of RB in terms of
5.1 User
5.2 Non-user
To determine the client characteristics in terms of

6.1 Gender
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9.

6.2 Age

6.3 Nationality

6.4 Religion

6.5 Marital status

6.6 Educational level

6.7 Monthly income

6.8 Occupation

6.9 location

To determine the significant relationship between determinant variables and the
future patronage of IRB

To determine the degree of influence of the determinant variables on future
patronage of IRB

To determine the best fit model for future patronage of IRB

Research Questions

The following are the questions of this research;

1.

3.

What is level of current banking practices in terms of:
1.1. Bankuser

1.2.  Duration as bank user

1.3.  Awareness of IRB

1.4.  User of IRB

What is the level of awareness of IRB in terms of :

2.1.  Product awareness

2.2.  Islamic banking attributes

What is the level of perception on attributes in terms of :
3.1. Relative advantage

3.2.  Compatibility

3.3.  Complexity

3.4.  Observability

3.5.  Uncertainty

3.6.  Preference

What is the level of perceived information quality in terms of:
4.1.  Sources of information

4.2. Influences of sources
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4.3.  Quality of information

5. What is the level of future patronage of RB in terms of
51.  User
5.2. Non-user

6. What are the client characteristics in terms of:
6.1.  Gender
6.2. Age
6.3.  Nationality
6.4. Religion
6.5.  Marital status
6.6.  Educational level
6.7.  Monthly income
6.8.  Occupation
6.9. location

7. What is the significant relationship between determinant variables and the future
patronage of IRB?

8. What is the degree of influence of the determinant variables on future patronage
of IRB

9. Which is the best fit model for future patronage of IRB

Limitations

The limitations of the study are as follows;

1.
2.
3.

Only Islamic Banks in Oman are included
Only the bank clients present, during the data gathering are included
SEM is taken as a statistical tool, other statistical tools to determine best fit model

are not tested.

Significance

The research is significant to Islamic Banking Companies to determine the correct

model toward achieving and attaining future patronage.

LITERATURE REVIEW
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Adoption Theories

Examination of an individual’s choices for acceptance and rejection of any innovation or
model is referred to as the adoption theory (Straub, 2009). There are different adoption
models and theories. Some models of adoption theory examine the choices of individuals
towards the acceptance of a particular innovation while some also take into consideration
the extent to which the theories are accepted and integrated in context and practice.
Therefore, adoption theory has a micro perspective which focuses on pieces that
contribute to the whole. Diffusion theories in contrast to this examine how a particular
innovation spread to a population or unit of adoption. The diffusion theory indicates the
process of the adoption, adaptation and rejection of an innovation by considering the
relative factors such as time, social pressure etc. to explain the phenomenon of adoption
or rejection. Therefore the diffusion theory takes a macro perspective on the dispersion of
innovation across a period of time (Straub, 2009). There are several models for the
adoption of innovation by individuals and population. However, the adoption of
innovation by individuals has been historically understood as behavioural change.
Adoption and diffusion models have been used to explain the adoption and diffusion of
new health behaviours, or innovation in fields of education, technology, sociology etc.
The results of the adoption theories are measured in terms of the changes in behaviours of
users and individuals whereas the factors affecting the behavioural changes are cognitive,
contextual and affective factors which are dealt independently by different theories and

models.

Other than the Innovation diffusion theory, two other adoption theories adopted in
the education literature are the Concerns Based Adoption Model (CBAM) and the
Universal Technology Adoption and Use Theory (UTAUT) and the Technology Adoption
Model (TAM). As per Christou, Eliophotou-Menon, & Phillippou (2004) The CBAM is
used to understand the changes and adoption of technology. The UTAUT and TAM are
adoption models originally used to study the adoption of changes in computer technology
and computer science, which were later also applied to educational settings to understand
the adoption behaviours of teachers and students for example the adoption of online
learning (studied by Ndubisi in 2006) or the adoption of implementation of laptop based
testing model by (Baker-Eveleth, Eveleth, O’Neill, & Stone, in 2007). The CBAM theory

projects the key components as individual characteristics at the SoC level (stages of
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concern) and the innovation characteristics at the LoU level (level of Usage) and the

innovation configuration (IC).

Diffusion theory has been used for this study instead of other adoption theories
since diffusion is a macro perspective theory which includes adoption as a part of
diffusion which includes the adoption, adaptation and rejection of innovation. Innovation
Diffusion Theory is appropriate for this study as this research aims to understand the
emergence of Islamic Banking in Oman including the factors that influenced its adoption.
Adoption Diffusion theory is an inclusive models that includes adoption as a perspective
along with the adaptation and rejection of an innovation by the population. Diffusion
adoption theory will help in understanding the perceived attributes of innovation and

awareness in order to comprehend the adoption of Islamic Retail Banking.

Diffusion of Innovation Theory

Thambiah, Ramanathan and Huda (n.d) analysed the determinants of Islamic retail
banking adoption in Malaysia. Innovation diffusion theory by Roger has underpinned the
theoretical framework and the dependent and independent variables of the research has
derived from the theory of diffusion of innovation. Relative advantage, compatibility,
complexity, observability and uncertainty are some of the perceived attributes of
innovation which are closely associated with the adoption of Islamic retail banking.
Personal characteristics of customer, attitude towards an innovation and barriers such as
the financial constraints and accessibility are some of the key factors which are added

more value to the study.

Awareness on Attribute of Islamic Retail Banking

Acceptance of a new brand cannot occur without consumer being exposed to the brand or
information about a brand. Therefore, knowledge of a brand has to be gained by
consumers before making informed decision (Black, Lockett, Winkhofer and Ennew,
2001). Persuasion can only occur after obtaining knowledge of a new brand. Therefore,
before consumers adopt a brand they go through a process of knowledge, persuasion,
decision and confirmation. Knowledge is the first stage of the process where a consumer
is exposed to a brand and gets to understands how it works (Warde, 2000). Therefore,
awareness of Islamic finance is key to the success of the industry with respect to gaining

market share.
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Perceived Advantage

The relative advantage most consumers are looking for in new products and services
include economic benefits and the cost of adoption (Haque, Jamil and Ahmad, 2007). As
a sub-dimension of relative advantage, individuals will look for economic profitability,
immediacy of reward, savings in effort and time, social prestige, decrease in discomfort
and low initial cost. Consumer adoption of Islamic products and services has to consider
the benefits the banking system offers compared to existing or conventional banks
(Asyraf and Nurdianawati, 2007).

Uncertainty

Uncertainty is the level in which various alternatives are viewed with regards to the
occurrence of an event and relative probabilities of the alternatives (Hair, Black, Babin
and Anderson, 2010). Uncertainty in an innovation or brand makes consumers search for
information in order to gain knowledge about the innovation or new brand before making
necessary decision, which can lead to either adoption or rejection of the innovation or
brand (Ahmad, and Haron, 2002).

Observability

Observavility is regarded as the degree to which an innovation is visible to others. In
different brands across the globe, there are some ideas that can easily be observed and
communicated while in others it becomes very difficult to observe and describe the
innovation to other people. Inability to identify and describe innovation in brands is
common mostly in services as opposed to products because intangibility of services
hinder visibility of the innovation (Warde, 2000).

Complexity

Complexity as a determinant to adoption of Islamic finance is regarded as the level of
difficulty in understanding and using innovation. Complex products and services are
normally not easily adopted by consumers (Fazlan and Mohammad, 2007). Therefore, the
higher the complexity of a product, the lower the rate of adoption. In regards to banking,
Islamic banking complexity is viewed in regards to its banking principles (Aziz, 2010).
Therefore, when consumers perceive Islamic banking services and products as simple and

easy to use, then they are likely to adopt it.
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Perceived Compatibility

Perceived compatibility is very important in adopting a brand or innovation (Asyraf and
Nurdianawati, 2007). Perceived compatibility is regarded as the level to which an
innovation is viewed as consistent with needs of potential adopters and their past
experiences. Compatibility therefore entails the values and believes that consumers
uphold (Black, Lockett, Winkhofer and Ennew, 2001). Therefore, in making decision on
whether to adopt a new brand or innovation, the potential adopters will evaluate whether
or not such brand or innovation will meet their needs and expectations. Therefore, ability
of Islamic banking to meet the needs and enhance the experience of consumers can lead

to the adoption of the banking system.
Perceived Information Quality

Perceived information quality is the value or standard of information provided about an
innovation or a brand (Warde, 2000). Information about a brand or an innovation is key to
enhancing adoption since such information play a very significant role in reducing level
of uncertainty about the innovation or new brand (Rogers, 2003). Therefore, in Islamic
retail banking marketing and publicising of the services and products offered by Islamic
financial institutions to potential banking customers is key to enhancing adoption
(Ahmad, and Haron, 2002). Therefore, brand development or innovation without precise
information about the innovation or new brand to enhance knowledge of potential

adopters can lead to failure of brand or innovation.
Promotional Effort

The manners in which companies connect with consumers in the contemporary world
through marketing determine customer relationship as well as adoption of products and
services. Development and spread of persuasive communication about a product or
service plays a significant role in influencing decision making of consumers (Aziz, 2005).
The main purpose of innovation 