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(financial inclusion) (Aall Jgaddl

Financial inclusion is defined as the availability and equality of opportunities to access financial services. It
refers to a process by which individuals and businesses can access appropriate, affordable, and timely financial

products and services. These include banking, loan, equity, and insurance products.



Riba and Exploitation of the Poor

Any additional charge on loans is generally considered to be Riba, which is prohibited in Islam. Charging a very high
interest rate under the conventional microfinance is a major concern that has led critics to accuse microfinance
Institutions (MFIs) of exploiting their clients. In many cases, the interest charged by MFIs ranged from 25 to 50% of
the amount borrowed. This exorbitantly high rate has serious implications for the income and welfare of the poor
borrowers who have to repay the principal plus these excessive costs regardless of the outcome of their businesses.
High administrative, including supervisory costs of issuing small loan are commonly cited as the main reason for the

high rates charged.

Waqf was considered as a direct source of financing for Islamic microfinance and human resource development. In
turn, Islamic microfinance institutions would complement their operations with Takaful services. This would help

promote affordable finance, human resource development and security. All of these are aimed at alleviating poverty.



Figure 2.1: The Proposed IWIM Model

Takaful-lslamic
Insurance [E]

Project =5 Poverty
Financing [D] — Alleviation

Wagf Fund [A] [ IsMF [B]

Human Resource
Development [C]




A) The Wagqf fund used in the IWIM model is expected to finance productive activities where the returns or profits will be

retained for future funding. This process enables perpetuity of Waqf fund for many potential activities in future.

Microfinance institutions, non-governmental organizations (NGOs) and various government schemes that focus on poverty

reduction are the potential platforms forthe implementation of the IWIM model in Muslim countries and communities.

B) Islamic microfinance is the provision of financial services for low-income populations in which the services are provided

in conformity with Islamic financing principles.

Microfinance products and services are usually delivered through offering loans to the clients as in conventional banking.
The major difference is that the physical collateral is replaced by the social collateral. Other differences include dealing with
micro-entrepreneurs based on small amount of loans, weekly meetings and compulsory savings, among others. For poor
individuals / micro-entrepreneurs, access to finance is critical to escape from poverty. However, a poor entrepreneur needs
more than a sustainable loan or microcredit. Microfinance services will not make significant impact to the clients, if these

services do not play any additional role other than behaving as intermediary between borrower and saver.



C) Human Resource Development

One of the key factors leading to the design of the IWIM model is the lack of adequate human resources. A major
challenge found in the microfinance experience is that the clients or recipients of financing are very often lacking in
education, training and skills required to improve their own economic status. Financing without proper training and
enhancement of capacities may not achieve sustainable results in the long run. In addition, as second and third time
financing takes place and when the amount of financing increases, the levels of knowledge and skills may need

further upgrading.

In this context, Waqf funds can generate significant value-added by facilitating adequate and relevant training to
clients. One may even think of making training a requirement’ for further financing at higher levels. Similarly,
training of officials involved in the operations of Islamic microfinance organizations may also be a critical

complementary program supporting the human resource enhancement of the clients.



E) Takaful

The word ‘Takaful’ is derived from ‘kafala’; which literally means ‘to take care’ and hence ‘Takaful’ is taking care of

each other. Technically, Takaful refers to mutual insurance. Microfinance that was considered giving ‘credit only’ is
now recognized to include other financial services to meet the financial needs of the poor households and micro-

entrepreneurs.

While the rich have easy access to formal credit, poor and micro entrepreneurs are deprived because of lack of credit
record and the requirement for collateral. In such a setting, insurance system as a risk protection mechanism plays a
critical role in helping the people in need and relieving them from their distresses that they face. This will come

through contributions from all members and the money invested to yield returns. The clients remain the

shareholders and in case of any business failure the money will be used to mitigate the loss.
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