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Abstract

The article investigates waqf as a classical Islamic institution that has evolved from a charitable endowment into a versatile
contemporary legal and financial tool. It first reconstructs the terminological, historical, and structural features of waqf,
clarifying its links with inheritance law, its main types (charitable, family, and mixed), and the roles of actors such as the waqif
and the mutawalli. The analysis then adopts a comparative-law perspective to explore the relationship between waqf and the
common law trust. It examines both functional and structural analogies — notably asset segregation, perpetuity, and the pursuit
of public benefit — and reports on scholarly debates about possible historical connections between the two devices, while
refraining from any deterministic genealogy. These similarities help explain the contemporary mobility and partial
interchangeability of waqf and trust, as demonstrated by the growing reliance on trust instruments in jurisdictions where waqf
regulation applies, including dynamic commercial environments such as Dubai. The core of the contribution focuses on India
as a legal “laboratory” where common law, Islamic law, and Hindu law intersect. The article traces the historical development
of waqf in the subcontinent, from its medieval implantation and colonial reconfiguration to the present framework shaped by
the Waqf Act 1995, the Income Tax Act 1961 and the recent Waqf (Amendment) Act 2025. Attention is paid to governance
arrangements (Waqf Boards and related institutions), fiscal treatment, and ongoing constitutional challenges to the 2025 reform.
By combining historical and functional comparisons, the article demonstrates how waqf operates today as a complex, contested,
yet promising instrument of ethical and sustainable finance, capable of supporting social welfare and poverty reduction while
raising delicate questions about religious autonomy, minority protection, and the balance between state control and community
self-government.

Keywords: Waqf, Trust, India, Ethical and Sustainable Finance
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1. Introduction

One of the most significant economic characteristics of the Islamic world before the colonial period was the welfare mechanism,
which, at no cost to the authorities, was constituted by the waqf instrument. In addition to its welfare function, the waqf
instrument aimed to reduce social differences (Cizakga, 1998).

If, on the one hand, some authors speak of the decline of the wagqf, it should, however, be observed that the Islamic majority
States continue to consider the waqf an important institution to be preserved, so much so that in some cases it is also included
in constitutional provisions, as in Jordan and Iraq. These countries regulate the methods of control and management of the
wagqf, one of the thorniest issues of contemporary times.

In addition to its historical dimension, the waqf, given its similarity to the trust instrument, represents a versatile legal institution
of ethical finance, a helpful tool to reduce poverty and social inequity.

The article will first analyse the historical, definitional, and structural dimensions of the waqf, and subsequently explore any
connections with the trust instrument according to the views of different authors. Eventually, it will outline the characteristics
of the institution in India, a multicultural, multi-confessional state, with an essential Muslim minority, whose statute has always
been the subject of heated political, legal and sociological debates (just think of the highly divisive topic of codification)'.
The methodology employed in this study is that of comparative law. The choice of a comparative framework responds to the
nature of the research subject itself: the waqf is an institution that cannot be fully understood within the boundaries of a single
legal system. Its development has always been conditioned by interaction with different legal traditions—Islamic, Hindu, and
common law—and its present-day applications extend far beyond the societies in which it first emerged. A comparative
approach, therefore, allows us to situate the waqf within a broader constellation of legal institutions, highlight functional
analogies and divergences, and examine the transformations it has undergone in response to shifting social, political, and
economic contexts.

At the core of the analysis lies the method of taking institutions, describing their essential characteristics, and then examining
them in relation to both their historical origins and contemporary functions. The inquiry begins with the waqf in its classical
Islamic formulation, which is analysed not merely as a religious or charitable endowment but as a legal mechanism for the
segregation of property with a long-lasting purpose. This definitional step is crucial: comparative law requires that institutions
be clearly delineated before any attempt is made to draw parallels or contrasts with others. The waqf is then often juxtaposed
with the trust, a typical product of the common law tradition, which has likewise been conceived as an instrument for asset
segregation and management, benefiting designated beneficiaries. By focusing on these two institutions, the methodology
enables us to place the waqf within the broader global discourse on endowments, foundations, and fiduciary mechanisms.

The comparative approach employed here is both historical and functional. Historical analysis is indispensable to understand
how the wagqf has evolved from its earliest formulations in the Arab-Islamic world to its present-day applications in diverse
jurisdictions. For this reason, particular attention is devoted to the Indian subcontinent, where the waqf was transplanted during
the Islamic conquest and later subjected to the profound influences of colonial administration and post-independence statutory
reforms. The Indian experience represents a legal laboratory in which the waqf has been systematically compared to the trust,
both in legislative provisions and in judicial interpretations. The Mussalman Waqf (Validating) Act of 1913, the Wakf Acts of
1954 and 1995, and the Income Tax Act of 1961 all illustrate how Indian law has progressively assimilated the wagqf into the
broader category of charitable and religious endowments, drawing explicit analogies with private and public trusts (we will

! Here follows a brief glossary of the main terms referring to the subject:

Wagqf al-Khayri: charitable or public waqf, where the endowed property is dedicated to public welfare and charitable purposes, such as
supporting schools, hospitals, or other community services. The proceeds from a waqf al-khayri are used to support the community or
societal good, and the benefit extends to a wider group of people rather than a specific family or individual.

Wagqf al-Ahli: family or private waqf, where the endowment is dedicated to the benefit of the founder’s family members, descendants, or
specific individuals. The revenues from a waqf al-ahli are generally used to benefit a specific group of people, usually the family or relatives
of the person who established the waqf.

Mutawalli: the administrator or trustee of a waqf. This individual or entity is responsible for managing and overseeing the waqf property,
ensuring that it is used in accordance with the founder's intentions, and that the proceeds are distributed appropriately.

Arkan: the essential components or pillars required for the establishment of a valid waqf. These generally include: the wagqif (the founder,
infra), the mawquf (the property or endowment), the mugtaf (the beneficiary), the mutawalli (the administrator, supra)

Wagif: the person who establishes the waqf by donating property, money, or assets for charitable or religious purposes.

Mawquf Qurba: waqf property that is dedicated specifically to seeking closeness to Allah (i.e., for religious purposes or acts of piety). The
term "qurba" means "nearness" or "proximity," indicating that the donation or endowment is made with the intention of earning divine reward.
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then analyze the impact of the new Wagqf reform of 2025 on this topic). Examining this trajectory provides a concrete
demonstration of how an institution of Islamic origin has been reshaped through interaction with a different legal culture.

The functional dimension of comparison complements the historical inquiry. Here, the analysis considers the purposes served
by the wagqf across time and space: the promotion of religious life, the financing of education and health services, the
preservation of family wealth, and, more recently, its potential role as a vehicle for ethical and sustainable finance. By assessing
how these functions have shifted in response to social needs and legal constraints, the study evaluates both the resilience of the
wagqf and the challenges it faces in adapting to modern financial and regulatory environments. At the same time, the trust is
examined by many authors as a common law analogue that has similarly been used to manage property, pursue charitable
purposes, and provide flexibility in inheritance planning. The comparison is not intended to suggest a direct derivation, but
rather to highlight the convergences that make the wagqf intelligible in global terms.

This methodological orientation entails several steps. First, the conceptual framework of the waqf is reconstructed through
doctrinal sources, including figh literature and later statutory enactments. Second, the historical phases of its evolution are
identified, with emphasis on moments of legal transplantation and adaptation, such as the colonial codifications and the recent
constitutional debates in India. Third, the waqf is examined in its contemporary regulatory environment, with a focus on its
institutional governance, fiscal treatment, and contested constitutional status. Finally, the institution is placed alongside the
trust, and their similarities and differences are articulated to draw out the comparative insights that each sheds on the other.
The methodology is also normative in the sense that it considers not only how the wagqf has functioned in the past, but also how
it might function in the future. The comparative analysis is therefore attentive to difficulties—such as inefficiencies in
management, risks of state overreach, or lack of transparency—as well as to potentialities, particularly in the realm of ethical
and sustainable finance. By treating the waqf as a dynamic institution rather than a static relic, the research seeks to capture
how it can continue to serve as a meaningful tool for social welfare and community development within modern legal systems.
The choice of comparative law as a methodology is justified by the very hybridity of the waqf’s legal trajectory. The institution
originated in Islamic law, developed through centuries of practice across the Muslim world, and in India was explicitly
assimilated to the logic of the trust. This cross-cultural evolution makes it an ideal subject for comparative inquiry. Moreover,
the trust itself, though often viewed as a peculiarity of the common law, has found resonance in civil law jurisdictions, and
some scholars argue that encounters with Islamic law may have influenced it. By setting the waqf and the trust in dialogue, the
study participates in a broader conversation about the circulation of legal ideas and how institutions migrate, adapt, and
transform across jurisdictions.

In sum, the methodology of this research is comparative in both its historical and functional dimensions. It begins with a careful
delineation of the wagqf, tracing its origins and development, situating its evolution within the Indian subcontinent, and
examining its convergence with the trust as a global fiduciary institution. It then evaluates the present challenges and
opportunities of the waqf as a legal instrument of ethical finance. This approach enables a nuanced understanding of how a
traditional Islamic institution has endured and adapted across centuries and diverse legal systems, and how it may continue to
evolve.

2. Terminological roots and origin of the wagqf

Introduction

Before addressing the subject of the waqf institution’s origin and its subsequent evolution in the Arab-Islamic world, we need
to focus on some definitive issues. Several scholars identify the Arabic word from which the term waqf derives with the verb
wagqafa, which is often translated as “fo stop or to hold” (Abbasi, 2012). Other scholars, however, selected both the terms
waqafa and habasa, which would express the same concept but are not used in the same way, as precursors of the waqf
(D’Emilia, 1938).

Scholars therefore questioned, based on the root of the word, what could be a valid definition of the institution of waqf:
according to many of them, the meaning of the institution of waqf and, consequently, its definition have changed during the
years, also due to the evolving needs underlying its creation with respect to the early days of the institute's formation. According
to Kuran, for example, the term wagqf is associated with the block of asset expropriation and the block of changes in asset
management in accordance with the founder’s directions (Kuran, 2001).

Historical Background and Legal Sources

Having briefly clarified the terminological issue, we should analyse the historical background of the institute. This aspect of
Islamic law has not been regularly addressed for several reasons, the most significant of which is the scarcity of reliable sources
on the matter during the early phase of Islam (Morgan 2001; Cahen 2020). One of the major problems concerning the sources
of the waqf, or rather regarding the origin of the institution, is the absence of comments on the matter in the collections of
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hadith (the sayings, facts and unsaid of the prophet) or figh. Indeed, we find the waqf discipline in the secondary sources of
Islamic law. Nevertheless, this analysis is crucial for understanding the needs that drove its creation and the functioning of the
segregation mechanism.

We do not find a specific reference to the waqf institution in the Koran. However, it contains a general exhortation for Muslims
to donate to charity. Without any particular provision, it can be assumed that, according to the Koran, a donation to charity is
made through the transfer of absolute ownership title to the beneficiary, who is consequently given the power to dispose of the
donated goods (Syed, 2006).

On the other hand, some events testify to the existence of an ancient form of asset segregation for charitable purposes. Kuran,
in his initial considerations regarding the institute, defined the ancient waqf, maintaining that in 750 AD, it represented a
charitable instrument to support or donate public goods (Kuran, 2001). According to Schacht's reconstruction, however, one of
the original waqf's functions was to contribute to the assets of the wealthiest individuals to support the war effort and allow the
expansion of the Islamic world.

In analysing the sources of the waqf discipline, we find various approaches and provisions. This aspect is also since secondary
sources refer to and belong to very different socio-cultural contexts (Cahen, 2020).

The authors of the first collections on the subject attempted to seek in the practice of the prophet and his successors what the
institution preceding the waqf was based on, and what it was created for. However, this form of research may not be reliable
(Cahen, 2020).

Classical jurists considered the wagqf as a perpetual and inalienable endowment. However, it appears that this concept already
represents an evolution of the institution. In Malik's time, the most common form of habs was a right for life, similar to the
discipline of usufruct: in this case, the property could revert to the settlor or his heirs in the event of the beneficiaries' death.
However, it was Malik himself who questioned this form of institution by proposing instead that ownership of the assets could
only return to the heirs of the settlor, who would not acquire ownership but rather a form of usufruct; according to Oberauer,
this idea is the basis for the creation of the waqf figure (Oberauer, 2013).

According to Kuran, the waqf would have had predecessors in the Persian, Egyptian, Jewish, Byzantine, and Roman traditions;
however, its structure sufficiently differed from the others, making it appear as a purely Islamic institution. Indeed, he claims
that its distinct identity has become a source of 'cross-civilizational emulation'.

The first Islamic waqfs were likely created immediately after the birth of Islam; however, the term wagqf already existed and
served to indicate the conquered lands that were permanently set aside for the benefit of the Muslim community (Kuran, 2001).
In any case, scholars agree in believing that waqf acts began to be recorded and known after the first two centuries of the Hegira
and found widespread diffusion around the 12th century. In the last centuries of the Middle Ages in Europe, we find many
documents establishing wagqfs: this fact allowed scholars to access fundamental information on the instrument and on the
economic and social context surrounding the waqf during that period.

The lack of documents in the previous period mainly derives from the fact that a waqf could also be established orally andfrom
the fact that thefigh works were composed in the middle of the 3rd century AD and considered reconstructions by scholars of
previous centuries (Cahen, 2020).

The first nature of the waqf

Other interesting questions on the ancient waqf institution arise. One of them regards its public or private nature. The prophet
himself would set up several foundations for his lieutenants and family, as well as for all those who were in the path of God;
after his death, his family claimed his assets, but most of the Caliphs, including ‘Omar ibn al-Khattab, always considered them
belonging to the Islamic community (Cahen, 2020).

Another question concerns the relationship between the assets of the foundation and the settlor's family. Often, relatives were
included as beneficiaries of the endowment, together with the poor or the pious purpose of segregated assets, and had some
rights on the surplus income produced by the waqf; in other cases, the family was instead directly indicated as the sole
beneficiary and the charitable purpose was only remote and, in any case, subordinated to the family. Eventually, there was the
case of a family not indicated as the beneficiary of the provision: in this instance, they had the right to support themselves with
the foundation's income (Cahen, 2020).

Another issue concerns the type of property that can be transferred to waqfs. Kozlowski emphasises that in the early days, there
was perhaps greater elasticity regarding the segregated assets, as they could also include money, not just land. The veto on the
segregation of money was after the ancient institute. However, it is widely believed that, since the early Islamic centuries, the
wagqf has served as a means for the preservation of wealth (Kozlowski, 1985).

The wagqf, precisely because of its characteristics, represented an essential legal instrument for the spread of Islam itself,
through the construction of places of worship, schools, hospitals and caravanserais, also allowing the accumulation of assets,
even by women, a peculiarity less present in the so-called Western world, in the same period.
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From a historical point of view, precisely because fixed assets had been created, both the colonial forces and the Arab
national States attempted to de-immobilize waqf assets, on the one hand to limit the accumulation of assets in the hands of
opposing elites, coming above all from the religious world, and, on the other hand, to allow a greater circulation of real estate
wealth: just think that during the Ottoman Empire about a third of all productive lands were donated to waqfs (Kuran, 2001).

3. Different types of waqf

Introduction and basic notions

From a structural point of view, the waqf presents specific essential elements (arkan), such as the existence of a settlor (waqif),
of an object (mawquf) and the qurba (pious purpose), understood in an extremely broad sense, since it includes both the
provisions for the fulfillment of a religious duty, typically the construction of a mosque, or activities of a charitable nature or
of a public utility nature, as well as the presence of beneficiaries, i.e. the subjects who are entitled to the enjoyment of the
income of the property (manfac). It should be noted that the settlor freely designates these beneficiaries, provided that they
remain within the framework of the "pious purpose" (Castro, 2017).

The specific types of waqf
There are two traditional types of the institute, to which a third must be added (Castro, 2017).

The first is the waqf al-khayri (charity), whose function consists of allowing the achievement of a pious purpose (qurba) through
the immobilisation of assets.

The second type is the al-ahli (family) waqf, an institution developed for private purposes linked to one's family. This form of
wagqf is significant as it is connected to the Islamic inheritance system, involving the perpetual transmission of property through
the acquisition of usufruct rights by descendants on the income of the assets (Hoexter, 1998). The family waqf also represents
a valid alternative to inter vivos donation, as it allows to avoid the application of the Islamic discipline inherent to inheritance
for a portion of the assets. These are, however, only usufruct rights conferred for all future generations, hypothetically forever
(Powers, 1999).

The founder of a charitable waqf retained no rights or financial interests; on the contrary, in the case of a family wagqf, the
mutawalli, who manages the waqf assets, could also be the founder and obtain a large sum of money from the property as
compensation for his activities. Usually, the mutawalli's income was considered a surplus compared to the expenses incurred
for the waqf (Kuran, 2001).

In Islamic law, there was a form of weakness in the protection of property rights, so that the waqf also represented a different
way to protect assets. However, even in the case of family wagqf, it was expected that some community service would also be
provided with the income from the waqf, to respect the charitable function of the institute (Kuran, 2001).

The third type of waqf is the one created by Abu Yusuf, the disciple of the founder of the Hanafi school of Islamic law.
According to this jurist, no examination of the property in waqf is required by the settlor. The latter could attribute the loss of
the property to himself, considering himself the first beneficiary, with the consequence that the charitable character of the
institution is blurred. This third type of waqf, therefore, allows the constituent to have the availability of manfac, but not that
of the property.

Another form of distinction depends on the beneficiaries of the pious foundation. As a result, there would be three distinct
structures: the pious foundations (such as those created for mosques), which are entirely public in nature and have this special
regime also because they provide the less well-off with the opportunity to access their own spiritual sphere. Then there are
charitable institutions established for the less well-off, which can be of both public and private nature. Finally, there is the waqf
of a family nature considered a form of perpetual trust for the benefit of the family and of a solely private nature as long as the
lineage remains alive; only where there are no longer descendants of the family, this type of waqf becomes public in nature and
is made available to the community, generally for people experiencing poverty (Morgan, 2001).

There are two additional legal forms in the category of public waqf: one involves donating a specific asset to the waqf, and the
other consists of donating a particular amount of money to the waqf. At the same time, the second is a donation of income or
assets for the benefit of a previously existing wagqf. In the late Middle Ages, there was an expansion of waqfs of the second
type, marked by the establishment of large foundations (Cahen, 2020).

The waqf also served various social purposes, including bringing water to the population and defending the country. Waqfs,
therefore, can be broadly categorised into those for the benefit of all, those for private purposes (such as tax purposes), and
others that are mixed or intended for specific groups of people.

Lastly, a further possible division of the types of waqf is based on the objective, or lack thereof, of promoting Islam. It should
be noted that in the 18th century in Turkey, religious or charitable waqfs represented approximately 60% of existing waqfs; in
fact, it was believed that the waqf served as a financing of Islam as a society (Kuran, 2001).
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4. Purpose of the wagqf

The strict connection between the waqf and inheritance law

It is now interesting to analyse the purpose of the waqf: both at the origin of its creation and as a means for its evolution. Many
scholars attribute the reason behind the birth of the waqf to the inapplicability of the Koranic inheritance law for assets conferred
in waqf (Syed, 2002).

Within the Koran, some rules pertain to the division of hereditary assets. These rules are particularly stringent and limit the
testator's freedom to dispose of his own assets. In summary, there are two classes of heirs: those who have the right to a share
of the inheritance and the agnates that are hierarchically ordered. Initially, they were conceived as harsh rules intended to
preserve family well-being and prevent conflicts within the family (Powers, 1999).

In the case of estate succession, Islamic inheritance follows two phases: first, the sharers satisfy their rights to the inheritance,
and then the closest agnate will obtain the residue. In any case, the subject close to death has no possibility of deciding according
to these rules how to distribute his assets in the event of death (Powers, 1999).

In the first two centuries of the Hegira, there existed divisible inheritance, thus implying the subsequent fragmentation of
capital. Consequently, one way or another, many attempted to circumvent these rules, also because there was no limit to inter
vivos provisions (Powers, 1999). Having considered that, ‘as part of the larger Islamic inheritance system, endowment law
accorded Muslim proprietors a legal means to circumvent the effects of the Islamic inheritance rules by allocating usufruct
rights to specific people in specified amounts and to regulate the transmission of those rights from one generation of
beneficiaries to the next. Over time, the institution appears to have contributed to the physical integrity of both urban and rural
property. Whether or not it also contributed to the economic viability of the local economy is a subject that deserves further
investigation' (Powers, 1999: 24).

Keep in mind that one of the hereditary possibilities at the time of the division of Islamic law was considered the partition by
usufruct, through which all the heirs could enjoy the assets or profits of the hereditary estate in rotation. However, if one of the
heirs insisted on requesting the ordinary division, he would have prevailed over any request for partition by usufruct (Standish
Grove Grady, 1984).

Other purposes

However, waqfs also had other functions. Indeed, many of them were also created for the purpose of giving shelter to travellers,
giving alms, granting loans and offering safekeeping of valuables (Hoexter, 1998).

Furthermore, a large percentage of waqfs under the Ottoman Empire were created due to the lack of suitable and effective
means for the protection of property rights. The State was the owner of most of the land and often confiscated it; consequently,
individuals perceived the need to preserve their family assets.

For other scholars, the waqf had the function of supporting the family. Sometimes, the scope of the operation was twofold: on
the one hand, the waqfs were established to defend the family's heritage, and on the other, to exclude daughters from succession,
as a form of defence of the patriarchal family (Cahen, 2020).

Usually, the settlors of waqfs received economic benefits themselves. Indeed, they were often the first beneficiaries and were
rewarded with economic security of the assets, for example, the exemption from confiscation by the State, with the condition
that they also used their funds for public purposes. Subsequently, there were increasing protections for waqf settlors, such as
tax reductions. The first form of waqf was therefore probably a form of compromise between the wealthy, who could have
some benefits, and at the same time also put their wealth at the service of the State (Kuran, 2001).

It should be underlined that the tradition of providing an exemption from State expropriation of the lands conferred in waqf,
where a public purpose was conceived, has also created a negative vision of the sovereign who proceeded with the confiscation
despite this. The wagqf, in fact, conferred in a certain sense a good reputation and therefore provided status and authority (Kuran,
2001).

Among the various purposes for the creation of a waqf, there was also the idea of piety, in the sense of pietas, although it was
not the first intent to move subjects to segregate their assets (Kuran, 2001).

A further reason for the creation of the waqf could have consisted in becoming the bearer of an ideology and helping it to grow,
providing funds, especially for the political purposes of the settlor; for example, waqfs were often created for schools, but the
founder expected the teachers who taught there to be faithful to them (Kuran, 2001).

The waqf also served to obscure assets, given the limited means in the world of Islam to protect assets against opportunistic
taxation and expropriation (Kuran, 2001).

Similarly, the institute has been used for money laundering: for example, it could also be used to legitimise confiscations that
did not comply with the canons of legality (Kuran, 2001).

The waqf, therefore, represents a versatile tool, which adapts to multiple legal needs, including contemporary ones, as new
forms of revisiting the waqf in the financial sector have been developed, such as waqf crowdfunding, as a means of raising
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funds to pursue goals of social integration and economic development (Miglietti, 2022) or the operation of the waqf in the
context of the blockchain (Rashid, 2018) or attention to the environment (green wagqf).

5. Legal structure

The difficulties of the legal discipline of waqf

The waqf in Islamic law can be regulated under three disciplines: successions, donations or charitable provisions. The choice
between these three areas is linked to the Islamic school that deals with it (Abbasi, 2012).

Notwithstanding the applicable discipline, generally three requirements are considered basic for the waqf: irrevocability,
perpetuity and inalienability. However, even in this field, not all schools share the same thoughts, especially regarding the
essentiality of the requirement itself (Gaudiosi, 1988). For example, there is also a doctrinal opinion that considers the
temporary nature of the waqf admissible (Abbasi, 2012).

In any case, it appears that its charitable nature should be deemed essential as well, as the waqf dedicated only to wealthy
people is null and void.

Another issue addressed by scholars concerned the type of assets that could be contributed to the waqf.

The most interesting discussion centred on the possibility of establishing waqfs with sums of money. The cash waqf in Islamic
doctrine has been recognised as a legitimate form of charitable endowment since the 8th century. However, a problem remained:
the ban on levying interests. To overcome this problem, jurists of the time argued that waqf funds should be distributed based
on mudaraba, a partnership between the mutawalli and the person who would borrow them (Syed, 2002; Jaiyeoba et al., 2015).
Initially, in the Hanafi and Hanbalita schools, the waqf of consumable goods, including money, could not be considered valid
as it could not last forever; however, in some parts of the Ottoman Empire, the practice of cash waqf was accepted, and
perpetuity was achieved through the investment of money. This practice eventually became generally accepted (Abbasi, 2014).
It can therefore be observed that, in any case, nowadays it is possible to establish a cash waqf. Many countries that make use
of the Islamic waqf as a tool for sustainable finance allow cash wagqfs; for instance, Malaysia (Fairuz Ramli, Shaari, Syamsul
Bakhri, 2022; Ab Shatar W.N., Hanaysha J.R., Tahir P.R., 2021; Ali, Markom, 2020) and Singapore (Mahadi, 2015).
Regarding the legal structure of the waqf, it is noted that the term waqf refers to the foundation, the term wagqif corresponds to
the settlor, while the mutawalli is the person in charge of asset management.

Indeed, to administer the waqf, there must be a mutawalli, and the rules created by the settlor must specify how to appoint
future managers. The mutawalli will always have to manage the assets in accordance with the provisions of the Waqf Act
(Abbasi, 2014).

According to the Hanafi school, the settlor coincides with the figure of the mutawalli and upon his death, the successor will be
appointed based on the testamentary provisions. In the absence of these provisions, a waqf of a public nature for indeterminate
subjects could be managed by the State. In contrast, in the case of waqfs of a private nature, the related right is attributed in
proportion to the beneficiaries' shares (Abbasi, 2012).

The role of mutawalli could also be attributed to a woman, but only with reference to the managerial component, separated
from any religious duties. Such duties can only be performed by a man.

In any case, during the Umayyad caliphate, for example, the administration of the waqf was typically assigned to the qadi
(Syed, 2006).

The qadi had the power to supervise the administration of waqf by the mutawalli. Between the years 661 and 750 AD, during
the Umayyad dynasty, a specific governmental body was also responsible for regulating public waqfs (Abbasi, 2012).

In any case, the settlor's powers do not cease upon the establishment of the wagqf. If the qadi is required to choose the mutawalli,
preference will be given to the names indicated by the settlor's relatives or heirs.

However, it must be kept in mind that waqf management could prove to be challenging, since the mutawalli could also be
incapable. This situation is well known and often leads to misuse and poor administration of the foundation (Pa. Diwan and Pe.
Diwan, 1992).

Furthermore, as the supervision work carried out by the qadis could not be considered sufficient, this problem increased,
especially in cases of waqfs of a religious nature where there were no beneficiaries interested in their management. Because of
this, there were several attempts to move the management to a governmental level: a first example was the Ottoman Land Code
of 1858, which created a Ministry of Awqaf, structured at an administrative level in all the provinces, but only covered the so-
called untrue waqf (waqf ghayr sahih) made by the sultan or with his permission. In any case, even public control was not
considered significant enough, and sometimes management was then entrusted to companies that enjoyed wide freedom (Syed,
2006).

From a formal point of view, to validly create a waqf, there must also be an unambiguous declaration to this purpose, even in
oral form, made by the settlor. It should also be noted that so-called illusory - or simulated-waqfs may exist, which are such
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only in appearance, but there has been no segregation of assets. In this case, if the deed of transfer of the assets is completely
missing, then the illusory waqf will be considered ineffective. On the contrary, if this act exists, those who have an interest in
asserting the simulation will have to provide proof (Pa. Diwan and Pe. Diwan, 1992; Singh, 1998).

Furthermore, it is noted that the different schools of thought do not agree on the nature of the possession of assets in waqf as a
prerequisite for the validity of the waqf itself (Pa. Diwan and Pe. Diwan, 1992).

The ownership of waqf property

Another issue concerns the ownership of the assets transferred into the waqf. In the times of Abti Hanifa, it was believed that
the settlor of the waqf retained ownership of the assets in any case, and the waqf did not have a perpetual character. Abu Yusuf's
vision, however, is the same that will later be espoused by the Hanafi school, which considers three essential elements of the
wagqf in reference to property: the property of the founder expires at the moment of the creation of the waqf, the ownership of
the assets belong perpetually and irrevocably to God and the fruits of ownership are used for the good of humanity (Pa. Diwan
and Pe. Diwan, 1992).

There is a hypothesis that the assets in the waqf can revert to the ownership of the settlor: this would occur when these assets
are destroyed or become unusable for the purpose indicated in the waqf. On this point, Abt Yusif instead maintained that in
any case the goods conferred must be intended for the community and, specifically, for people with low incomes (Abbasi,
2012).

These dilemmas regarding property ownership created additional management difficulties. Some authors then argued that
ownership belonged to the beneficiaries; others, however, contended that the settlor did not retain ownership of the property
rights on tied assets (Abbasi, 2012).

Furthermore, some scholars even believe that in some waqfs it is mixed, and this would lead to the possibility of State
intervention on the matter. In theory, given that even the family waqf is for charitable purposes since the usufruct, once the
possible beneficiaries have been exhausted, belongs to the less well-off, state intervention in the matter would always be
justified. Initially, this control task was entrusted to the qadi. The same conclusions are also reached in the schools of thought
that support God's ownership of the goods conferred in waqf (Abbasi, 2012). In this perspective, the qadi was entrusted with a
supervisory function in managing wagqf assets, as in the case where the waqf deed had not specified rules for appointing the
mutawalli's successor (Gaudiosi, 1988).

6. Relations with the trust

Introduction

From a comparative point of view, it is necessary to observe how many people, of different legal traditions, have attempted to
create instruments to achieve perpetual maintenance of property, to avoid its hereditary division. However, neither the English,
having introduced the rule against perpetuities, nor the Romans left room for this specific possibility. The waqf has therefore
remained, in a certain sense, a unique institution (Pa. Diwan and Pe. Diwan, 1992).

Nonetheless, there are structural similarities between the trust and the waqgf, to the extent that some scholars have analysed the
relations between the two institutions, suggesting that the trust may have descended from the Islamic tool. It is also essential to
notice that the purposes of the two instruments are quite similar and respond to basic needs of the society; this concept is
particularly revealed while analyzing the history of the trust as it appears from a common law point of view (Virgo, 2018,
Keeton & Sheridan 1971, Holdsworth, 1923, Riddal, 2002, Clements & Abass, 2018). Specifically, the idea was to permit
persons who did not have the opportunity to own certain goods (such as the friars of St. Francis) to achieve social purposes or
to avoid the application of specific laws (inheritance or fiscal imposition).

The similarities, though, also concern the structure of the two institutes. It appears that the wagif renounces the property, which
is to be held in perpetuity by the mutawalli, with a right of usufruct granted to the beneficiary. This type of structure clearly
resembles that of the English uses and the trust, namely for what concerns the separation of legal and equitable ownership
(Gaudiosi, 1988; Heffening, 1960).

We do not engage in that theoretical debate, though it could be interesting for the present purpose to report some opinions.
According to Cattan, for example, the trust and the uses derive from the wagqf: in fact, both institutions are aimed at binding
certain assets, for a specific time or indefinitely, with simultaneous renunciation of the title of ownership, usufruct of the assets
in favor of the beneficiaries who may not even be alive at the time of the establishment of the trust or waqf (Catton in Syed,
2002).

There would then be a further analogy between the two institutions: perpetual bonds and blocked large capitals, sometimes
going against growth and development. Consequently, these contributions, even those in waqf, were identified as 'dead hand',
not dissimilar to the in mort main donations made in England, often in favour of the Church (Morgan, 2001).

In English law, the uses were introduced in the 13th century by the Franciscan friars for pious or charitable purposes (according
to many scholars, although not all agree): the waqf would therefore, in any case, precede the creation of the uses. It has been
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argued that there were many possible moments of contact between the English and the Arabs which may have led to the
knowledge of the waqf by the English as an inspiration for the creation of the uses (ex multis, Van Thomas Wynen, 1949, Hang
Wu, 2018, Gvelesiani, 2020, Abdullah, 2016, Rosen, 2000, Kuran, 2001). For example, one hypothesis connects the two
institutes to the pilgrimages to the Holy Land of the 11th and 12th centuries, the Crusades, as well as the journey of Saint
Francis to Egypt in 1219 (Catton in Syed, 2002).

The Merton College case

To delve further into the topic, the author who has dealt most with this matter is Monica Gaudiosi, who argued plainly that the
trust originated from the waqf.

According to the author, in particular, there is a trace of this thesis in the constitution of Merton College, Oxford, dating back
to 1264, whose constitution, the Regula Mertonensis, represents the basis of the modern system of British colleges. Specifically,
Merton College was initially established as a charitable trust, defined as unincorporated, i.e., without legal personality, which,
for this very reason, was very similar to a waqf (Gaudiosi, 1988).

The moment in which the trust was born, in the author's words, is also the exact moment in which there was greater contact
between the world of Islam and the United Kingdom. For example, the Franciscan friars were very present in Western Asia,
and Saint Francis himself was in Islamic territories between 1219 and 1220, without even mentioning the Crusades (Gaudiosi,
1988).

Religious orders, such as the Knights and Templars, proliferated during that period, with bases in Jerusalem (e.g., the Knights
Templar) and London (the Order of the Templars). The forms of these orders seem, for example, to have been an inspiration
for the development of the Inns of Court in England in the 14th century. It was, in fact, supported by scholars of the subject
that the Inns of Court were created like the Islamic Colleges of Law, which included a building with a mosque and a separate
inn (Gaudiosi, 1988).

The founder of Merton College was Walter de Merton, who held the office of Lord Chancellor of England on several occasions.
He also had connections with the New Temple, which served as the English headquarters of the Knights Templar of Jerusalem.
This very Temple later became one of the Inns of Court in England. Furthermore, Water De Merton had relations with Sicily,
which was a significant vector of Islamic culture in Europe, having also been subjected to its domination (Gaudiosi, 1988).
The Statutes of Merton College of 1264 did not provide for a structure with legal personality, and the College acquired it only
in 1274. The author therefore maintains that in the Statutes of 1264, the figure which was not conferred legal personality would
have essentially consisted of a waqf. Indeed, it respected all the conditions as well as the formalities. This was also because the
Statutes provided support in perpetuity for the students of the College, essentially serving as a contribution to charity, which
also involved real estate. Many scholars of the time, the author reports, wondered exactly where Water De Merton had drawn
inspiration from; according to Gaudiosi, it was precisely from the discipline of waqf in Islamic law (Gaudiosi, 1988).
However, some differences remain between the two disciplines: on the one hand, the waqf of a private nature, once its main
purpose has been fulfilled, continues to exist with a charitable purpose, whereas this does not happen for the trust of a private
nature. On the other hand, another incisive difference concerns the ownership of assets conferred in trust or waqf (Gaudiosi,
1988).

Furthermore, another difference is the existence of the rule against perpetuities in England, which aims to prevent the
immobilisation of wealth. Again, the ownership of the property in the trust is in the hands of the trustee, while in the case of a
wagqf, the ownership is not with the mutawalli (Catton in Syed, 2002).

Finally, the contribution to the waqf would remain inalienable forever, and the beneficiaries would retain rights only towards
the income, or fruits, of the assets, which are therefore given in usufruct to them; all this does not happen in the trust, as the
property can be sold (Morgan, 2001). This, perhaps, is the most significant difference: the waqf is a static perpetuity (Abbasi,
2012, p. 26).

In any case, many authors maintain that nowadays, even in Arab countries where the waqf discipline is in force, a greater use
of the trust instrument is actually emerging, especially in the United Arab Emirates (Morgan, 2001).

7. The wagqf'in India

The origins of the waqf'in India

When it comes to the so-called Islamic world, India is not often considered because there is a tendency to overlap it with Arab
majority countries. On the contrary, India is the third State in the world by number of Muslims, after Pakistan and Indonesia.
India, from this perspective, represents a legal laboratory, also due to its essential legal pluralism and historical-cultural
stratification. In this context, the history and application of the waqf must be considered in light of the intersection between
common law, Hindu law, and Islamic law.
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The instrument of waqf was introduced in India during the Islamic conquest. In the year 930, Muhammad Bin Qasim had
temporarily occupied Sind in northwestern India (now Pakistan). Still, there is no evidence that waqfs were established at the
time, although scholars tend to lean towards a possible use of the instrument for the construction of mosques (Syed, 2006).
The first recorded waqf in India appears to date back to the late 12th century, when it was created by Muhammad ibn Sam, one
of the Ghurid sultans, who segregated the income of a single village to support a mosque in the city of Multan (Kozlowski,
1985).

During their reign, Islamic rulers had established waqfs not only for the creation and maintenance of places of worship, but
also for the support of educational institutions. However, in 1828, the British abolished the system and took possession of all
the lands and revenues of the waqfs, which were used to sponsor English and Christian education in schools (Syed, 2006).

The waqf under British colonialism

When the English subsequently arrived on Indian territory, the first objective of the colonisers was to clarify the ownership and
provenance of all the lands in the country, starting with Bengal. One of the first implemented operations aimed at establishing
a tax on land ownership, even if this attempt did not have much success. Subsequently, the English sought to establish a
permanent settlement, appointing a person responsible for collecting land taxes. To this end, the title of owners of the lands
that formed his estate was entrusted to the zamindars (literally e who holds the land’) (Kozlowski, 1985).

The Privy Council had initially also denied the validity of the waqf. It was only in 1913, with the enactment of the Mussalman
Wagqf (Validating) Act, that the possibility of establishing a waqf with the contribution of any property was officially guaranteed
(Syed, 2002).

The British controlled the wagqfs until 1863, when the Secretary of State in England decided to issue the Religious Endowments
Act. This act repealed the previous provisions on waqf management and established local committees to oversee the
management of waqf properties. The waqf management problem was further exacerbated after the abolition of the qadi system
in 1864 (Syed, 2006).

Later, in 1923, the Mussalman Waqf Act was enacted. It required the mutawalli to provide the courts with all information
regarding the management of the waqf, including the accounting records. The Courts could then analyse these documents, but
with little power to intervene, as they could only issue a fine if the accounting records were not kept (Syed, 2006).

There were then isolated experiments in Bengal (1934), Delhi (1943) and Uttar Pradesh (1936) aimed at entrusting control over
management to institutionalized subjects and, similarly, in Bombay in 1935 a new amendment act was issued of the Mussalman
waqf Act of 1923 (called Mussalman Waqf — Bombay Amendment — Act of 1935) through which special District Waqf
Committees were established (Syed, 2006).

The waqf in contemporary India

The management of waqfs in India has always been highly complex, although this instrument is used and forms part of a broader
collection of charitable endowments that can be established in the subcontinent. A contemporary wave of thought is keen on
regrouping these different instruments under the general category of public trusts (Shah, 1964). Within this category fall many
other tools, such as the waqf, an institute that aims to achieve a public and charitable purpose.

Although this was surely within the institute's definition, it is equally clear that its functions are varied and can serve multiple
purposes. Nonetheless, it is essential to remember that there is an ultimate charitable purpose that renders the instrument more
suitable as a tool for sustainable finance.

Even so, the difficulties encountered in managing the institute in contemporary India were essentially the same for all public
trusts, namely, controlling asset management when there are no identifiable beneficiaries.

For the purposes of controlling waqfs in India, several governmental wagqf institutions were introduced with the Waqf Act of
1995 for the supervision of waqf management. They are: the Waqf Boards located in each state and each Union Territory, a
Chief Executive Officer, appointed by the State Government after consulting the State Waqf Board, State Government, the
Central Government, the Central Waqf Council and the Waqf Section of the Government of India, which have a political
direction function with regards to waqfs (Syed, 2006).

Furthermore, regarding the regulation of waqfs, the Indian Government enacted the Income Tax Act of 1961, which established
that public and charitable waqfs are exempt from income tax, basing this provision on a comparison with the trust instrument
(Syed, 2006).

We also need to highlight that the Indian waqf management system is decentralised and characterised by poor transparency,
with mechanisms of corruption and a lack of community participation within the institutions responsible for controlling waqfs
(Owais, Abdul Manaf, 2023).

Furthermore, the Indian Islamic finance system remains underdeveloped, limiting the full potential of waqf in combating
poverty and inequality. It is, however, essential to remember that India proposed a model based on cash waqfs for poverty
reduction, which is a significant concern for many Muslim communities in the subcontinent (Owais, Qutaiba, 2023).
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The most recent reform, the Waqf (Amendment) Act, 2025, introduces structural innovations that have immediately been
challenged before the Supreme Court through numerous constitutional petitions. Among the most debated provisions is the
abolition of the so-called waqf by user, which can no longer be created without a written deed, together with the new
requirement that the founder of a waqf must have been a Muslim for at least five years, a condition perceived as discriminatory.
The Act also excludes properties belonging to scheduled tribes from being transferred into waqf, while at the same time
reforming the composition of Waqf Boards to permit the appointment of non-Muslim members, raising the question of the
possible consequence that the Boards may even have a non-Muslim majority. Furthermore, the application of the Limitation
Act of 1963 and of the doctrine of adverse possession to waqf properties undermines the traditional principle of “once a wagqf,
always a waqf.” Taken together, these measures are widely viewed within the Muslim community as a serious interference with
religious autonomy and as reforms that weaken the distinctive Islamic character of the waqf. The pending judicial review will
therefore be decisive in determining whether the reform can withstand constitutional scrutiny, considering the principles of
equality, non-discrimination, freedom of religion, and property protection, as well as more broadly in clarifying the balance
between minority rights and state powers within India’s pluralistic constitutional order.

8. Last thoughts. Conclusions

In the pre-modern period, the Islamic welfare system was substantially based on the waqf mechanism, whereby specific key
sectors were supported by this institution, including education, health, water supply, food assistance for the poor, the
maintenance of mosques, the salaries of imams, and the support of orphans. There are many problems associated with the wagqf,
including the institution's restrictive regulations and equally problematic management. Nevertheless, it remains a vital and
flexible tool, and potentially a harbinger of solutions to some of the major challenges of modernity.

In an era attentive to the value dimension of the economy and finance, it should be remembered that in the juridical construction
of the waqf, its ethical substratum clearly emerges, since, as we have seen, the provisions in favour of charity, as well as public
utility purposes, are included. The waqf, despite its ancient lineage and some characteristics that make it rigid, at least compared
to the trust, is experiencing a period of revitalisation, with original experiments such as waqf crowdfunding or cash waqf.
Precisely because it is an instrument of ethical finance, the waqf lends itself to carrying out support functions for impoverished
sections of the population, especially when public decision-makers opt for courageous policies, as in the case of India.
Despite the debate within Islamic law, it has been observed that for some legal schools, the cash waqf is admissible, which
would effectively allow the lending of money, thereby overcoming the impediment of interest rates, which are prohibited under
Islamic law.

India represents a peculiar case because, despite having a substantial Islamic minority, the third-largest in the world in absolute
terms, it still has a poorly developed Islamic finance system, making it quite complex to activate ethical banking and finance
mechanisms, such as cash waqf (Rashid, 2018). The first Indian Islamic bank was established in Kerala in 2011, giving rise to
a legal case that ultimately came before the High Court of Kerala. According to the appellants-opponents, this form of bank
would have represented a violation of the principles of secularism and non-equidistance of the Indian State with respect to
religions.

It is essential to note that India is not the only country to have adopted this specialised legal tool. Many other countries have
developed a form of sustainable finance through the Islamic wagqf, as seen in Malaysia and Singapore (e.g., Khaliq, Hussin,
Mohammad, 2019; Ibrahim, 2018; Papa, Santostasi, 2019), while also facing similar difficulties in managing waqf property.
The case of Singapore, a country with a non-Muslim majority, is particularly interesting in the context of the waqf sector, being
cited as a success story and best example in many forums (Saad et al., 2013: 744). In this country, waqf assets are managed by
the Majlis Ugama Islam Singapore (MUIS), a public body established to oversee the overall religious life of Muslims and play
a significant role in establishing and managing regulations governing Muslim life in Singapore (bin Abbas, 2012). One of the
key features of this management lies in the principle of financial optimisation (Rusydiana & Ali, 2024).

From a regulatory perspective, MUIS, established by the Administration of Muslim Law Act (AMLA) of 1966, serves as the
central authority responsible for supervising waqf assets. It has the power to regulate, appoint, supervise, and remove waqf
trustees to ensure efficiency and prevent mismanagement (Rusydiana & Ali, 2024).

A modern aspect of waqf management in Singapore is the transformation of unproductive waqf properties into high-value
commercial assets, often through MUIS-controlled entities, such as Warees (Waqf Real Estate), which was founded in 2001.
Warees has played a crucial role in revitalising waqf assets through real estate investments, property development, and strategic
financing, such as the redevelopment of waqf properties on Bencoolen Street, one of Singapore’s main roads. Specifically, this
project resulted in the construction of a 12-story multipurpose building, which incorporates a mosque, residential apartments,
office spaces, and commercial units (Nagaoka, 2016).
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Furthermore, Singapore has adopted the practice of Istibdal Waqf (substitution of waqf assets) as a strategy to optimise waqf
management. This process involves replacing underutilised or deteriorating waqf properties with new assets that generate higher
returns (Bte Abdul Karim, 2010, p. 148). The concept of Istibdal has been the subject of academic debate (Rusydiana & Alj,
2024). Still, MUIS issued a fatwa supporting its permissibility, also to prevent underperforming waqf assets from being acquired
by the government under Singapore’s Land Acquisition Act (Nagaoka, 2016: 16).

Another innovation in waqf management in Singapore, representing the modern use of waqf, is the introduction of cash wagqf,
which allows donors to contribute funds that are invested in real estate and secure financial instruments. Returns from cash
wagqf investments have provided long-term financial support to Islamic educational institutions, including madrasahs. Between
2012 and 2016, cash wagqf investments generated approximately USD 1.96 million in returns, benefiting religious and social
institutions (Rusydiana & Ali, 2024).

In conclusion, waqf management in Singapore represents an exemplary model of integrating Islamic philanthropic principles
with efficient financial and legal institutions (Rusydiana & Ali, 2024).
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Abstract

The purpose of this study is to explore risk management practices and figh muamalat to improve the performance of Islamic
microfinance institutions. This study focuses on BMT UGT Nusantara, one of the largest Islamic microfinance institutions
(IMFIs) in Indonesia. Due to the site's unique characteristics, the study design is a descriptive exploratory, single-case study
with a holistic approach. Data were acquired using various methodologies, including in-depth interviews with informants, field
observations, focus group discussions, and document reviews. The Interactive Model is used to analyze data, which is then
tested for validity through the evaluation of credibility, transferability, dependability, and confirmability. This study highlights
several substantial findings, including the successful implementation of risk management practices at IMFIs. Risk management
involves understanding, identifying, mitigating, and assessing risks. Despite the lack of standards and the perception that risk
management is only partial, risk management practices have improved financial and organizational performance. Sharia
compliance risk is the most widely acknowledged, while finance and liquidity risk are the most anticipated. The practice of
Islamic jurisprudence (figh muamalat) is efficiently implemented by integrating Sharia compliance as an operational system
and Sharia practices as a work culture, which fosters ethical behavior and is acknowledged as a good risk management practice.

Keywords: Risk Management; Figh Mualamat; Performance; Islamic Microfinance Institutions
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1. Introduction

Baitul Mal Wat Tamwil (BMT) is an Islamic microfinance institution in Indonesia that offers Islamic-based savings and
loan services through cooperatives (Sakai, 2010; Wijaya et al., 2019). As an Islamic cooperative, BMT is a blend of value-
based organizations, characterized by membership, contractual duties to its members, and adherence to Islamic ideals in its
governance system (Rahajeng, 2022). BMT can improve household welfare, especially for people who cannot meet bank
standards (Smolo & Ismail, 2011; Wafi & Muhammad, 2023). In fact, after taking out BMT loans, household assets increased
substantially, demonstrating that saving may help the community even in the face of unstable income patterns (ZahidMahmood
etal., 2017). As a result, BMT is considered a significant Islamic financial inclusion strategy that focuses on financing the poor
and microenterprises excluded from the commercial banking system to increase welfare.

The presence of BMT in Indonesia has made it an alternative financial service provider. First, BMT was established at the
grassroots level, making it easier for prospective clients, particularly MSMEs, to trade and alleviating poverty in the household
sector (Adnan & Ajija, 2015; Bin Mislan Cokro Hadisumarto & Ghafar B. Ismail, 2010; Septianingsih et al., 2024). Second,
BMT in various Indonesian regions has demonstrated that it has eliminated the practice of usury, or lending money at interest,
which is prohibited by Islam (Kamal et al., 2024). Third, as an Islamic microfinance institution, BMT has weathered the crisis
and is regarded as an ethical project (Calder, 2020; M. Igbal, 2020). As a result, BMT has experienced rapid growth over the
last three decades (Fianto et al., 2019). According to the Indonesian BMT Association/Absindo (2019), the number of BMTs
increased from its inception in 1990 to more than 4,000 over the next three decades (Mawardi et al., 2020). According to data
released by the National Economic and Finance Committee in 2018, at least 4,500 BMT units were established. Furthermore,
according to data from the Indonesian BMT Association (Absindo), there were 324 BMTs in 2021, with a total of three million
members and 1,315 offices. The progressive development of BMT in Indonesia is closely tied to the large number of middle
and lower classes. Of the overall population of approximately 265 million people, 40% are classified as middle class, while
20% are classified as lower class (Septianingsih et al., 2024).

According to the Indonesian National Economic and Finance Committee (KNEKS), the widespread growth and distribution
of BMT is not matched by effective data management. Furthermore, many BMTs struggle to maintain performance and survival
(Septianingsih et al., 2024). Previous research has indicated that BMT's overall performance in Indonesia was poor for several
reasons (Rahajeng, 2022; Seibel, 2012). First, authorities paid less attention to BMT than to folk credit banks and commercial
banks, both in terms of operational and financial data. Second, because there is no regulation or control, consumers assume a
greater risk while saving money in BMT. Third, BMT's human resources lack the necessary skills and experience to understand
BMT procedures, manage cooperatives effectively, and maintain high standards of product or service quality. Misalignment of
management between short-term deposits and long-term financing raises financing and liquidity risks in BMT (Mutamimabh et
al., 2022). Although conformity with Sharia has not been fully implemented, it poses a particular risk to BMT. Because sharia
compliance is more than just a requirement for a corporate operational system, it must also be a work culture that ensures halal
business transactions through the practice of figh muamalat (Muhammad, 2020).

Another aspect is low-income finance, which causes significant knowledge asymmetry. Customers with variable income
and no loan guarantees present a set of risk profiles for BMT. As a result, many BMTs cease operations because they are unable
to foresee inherent risks in the early phases, particularly those related to financing, liquidity, and Sharia compliance
(Mutamimah et al., 2022; Wafi & Muhammad, 2023). Furthermore, BMT operates in delicate and harsh environmental
conditions, which pose significant risks. Even concrete facts demonstrate the prevalence of deviations from Islamic standards,
including a series of fraud cases among BMTs that cost more than Rp1,143.69 billion (USD 80.54 million) per year (Rahajeng,
2022). This suggests that in Islamic financial institutions, Sharia compliance is viewed as a need for corporate operating
processes rather than a work culture. Consider that the practice of figh muamalat must not only be contained in a system of
company standard norms but must also be incorporated into everyday traditions, creating a habit and even a work culture. The
practice of good figh muamalat is positively correlated with Sharia compliance, which entails risk mitigation. Given the
importance of BMT to the Indonesian economy while confronting significant risks, it is critical to achieve a competitive
advantage and improved performance through effective risk management. The primary focus is on the risks of financing,
liquidity, and Sharia compliance, which are commonly found in BMTs and have a direct impact on performance. Furthermore,
a thorough comprehension of the practice of figh muamalat is required to mitigate any potential risk.

To date, little attention has been paid to the practice of risk management in BMT, despite the high rate of performance
failure and deviation from Islamic values. Previous research has demonstrated that the risks associated with Sharia compliance,

European Journal of Islamic Finance - ISSN: 2421-2172 18
DOI: 10.13135/2421-2172/12489 Published by University of Turin https://www.ojs.unito.it/index.php/EJIF/index
EJIF content is licensed under a Creative Commons Attribution 4.0 International License



EJIF
European Journal of Islamic
Finance

funding, and operational/liquidity issues have a direct impact on financial performance and sustainability (Mutamimah et al.,
2022; Wafi & Muhammad, 2023). Other studies focus on the internal control system and the low implementation of
authorization and consultation with the Sharia Supervisory Board (Wardiwiyono, 2012), as well as the influence of BMT
funding (Adnan & Ajija, 2015; Bin Mislan Cokro Hadisumarto & Ghafar B. Ismail, 2010). Globally, the study of identifying
risk in Islamic Microfinance Institutions (IMFIs) in Malaysia encompasses Shariah risk, operational risk, and credit risk
(Rozzani et al., 2017), as well as the causes of payment failure among Grameen Bank customers in Bangladesh (Kassim &
Rahman, 2018). Even among the most recent literature on Islamic microfinance institutions published in respectable
international journals, only 6 publications (8%) of 71 papers address risk management and governance (Rohman et al., 2021).
This demonstrates the little interest and attention IMFIs have in risk management methods. Meanwhile, it appears to contradict
the practice of risk management, which is dominated by financial institutions or Islamic banks (Al Mustofa et al., 2025; Grira
& Labidi, 2021; Mustapha et al., 2021; Riaz et al., 2025; Srairi, 2025).

The study's findings on IMFIs’ risk management underline the importance of financial, operational/liquidity, and Sharia
compliance risks at the corporate operations level. While the failure and fraud of BMT, which is a risk of non-compliance with
Sharia, must be assessed considering the practice of figh muamalat, good figh muamalat reduces the practice of non-compliance
with Sharia, leading to less risk. Previous investigations have provided only a partial analysis of risk management, and none
have addressed the use of Islamic law (figh muamalat) to mitigate Sharia compliance risk. As a result, this study offers a fresh
and comprehensive perspective: the integration of risk management practice and Islamic law (figh muamalat) as a risk-
mitigation measure, which warrants further empirical research. It is also scientifically proven that effective risk management
practices boost firm performance. Consequently, the purpose of this research is to investigate how risk management practice and
Islamic law (figh muamalat) could assist IMFi in improving its performance. This study also makes a more in-depth contribution
by extending academic literature on BMT's risk management and figh muamalat practices. This study focuses on BMT UGT
Nusantara, one of Indonesia's major Islamic microfinance organizations with a 25-year history. BMT UGT Nusantara currently
has total assets exceeding 3 trillion, over 606,000 members, and 298 service branches throughout Indonesia. Interestingly, the
managers of BMT UGT Nusantara generally have only a non-formal education, specifically from Sidogiri Islamic Boarding
School in East Java, Indonesia. This issue is significant due to BMT UGT Nusantara's involvement in reducing poverty and
enhancing family, social, and economic development in Indonesia. As a result, managers at BMT UGT Nusantara must grasp
risk management and control to ensure continuity and overcome future uncertainties. The typology of risk management
practices and figh muamalat serves as a reference for shaping Indonesia's BMT operational environment.

2. Literature review

2.1 Basic Risk Definitions

Risk definitions vary significantly depending on the perspective of specific scientific disciplines. In economics and finance,
risk refers to the uncertainty of future consequences with a probability greater than one and an unknown result (Bhatti &
Misman, 2010), as well as the likelihood of an investment returning less than predicted (Mohd Noor et al., 2018). Risks are
also defined as the likelihood of an event resulting in a negative state, allowing the value of income and assets to drop (Manan
& Shafiai, 2015). Risk is defined as uncertainty in decision-making and the probability of damage or negative impact resulting
from an unanticipated situation (Bouslama & Lahrichi, 2017). Risk definitions also encompass the possibility of losses, injuries,
damage, or other adverse events occurring due to external or internal exposure (Akram & Rahman, 2018). As a result, risk will
significantly impede the IMFI's ability to achieve its objectives. If a manager fails to handle this risk effectively, it will hurt
performance and may lead to IMFI bankruptcy. According to Islamic jurisprudence, there is a proportional link between risks
and returns, which is combined with the restriction on producing without obligation (Al-Suwailem, 2012).

IMFIs must sustain a competitive advantage in the face of severe competition and numerous threats by focusing on
efficiency and productivity. As a result, IMFIs must continue to define and identify risks that arise during their business
operations. Generally, financial institutions face both systematic and non-systematic risks (Yurdakul, 2014). Systematic risk is
a business risk that originates from outside sources and cannot be controlled or removed, but must be overcome. Political
conditions, the Covid-19 pandemic, market shifts, exchange rate fluctuations, and other macroeconomic developments are all
examples. Meanwhile, diversification can help minimize non-systematic risks, such as operational, reputational, and Shariah
concerns (Al Rahahleh et al., 2019). All these risks have a detrimental impact on the institution's performance if they are not
appropriately managed. Although it does not rule out other sorts of risks, IMFIs confront the most significant risks, which are
funding, liquidity, and Sharia compliance. According to Mutamimah et al. (2022), IMFIs always anticipate financing and
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liquidity risks, as they have a direct impact on financial performance and sustainability. In contrast, Sharia compliance risks
are the most common and unique challenges for IMFIs.

2.2 Risk Management of Islamic Microfinance Institutions

Islamic Microfinance Institutions (IMFIs) operate differently from conventional ones, as they employ interest-free systems.
IMFTIs serve the community by providing various forms of finance, including profit-sharing systems, such as buying and selling,
leasing, and interest-free loans (Mutamimah et al., 2022). As a result, IMFIs have a distinct risk profile because the risk is
shared by the IMFIs and their clients (Wulandari et al., 2016). The unique qualities and nature of IMFTIs, particularly the profit-
sharing system approach, significantly alter the level of risk they confront because they deal with various goods that are not
available in conventional financial institutions. Furthermore, IMFIs manage risks associated with unsecured loans, such as
Qardhul Hasan, which carries a significantly greater risk threshold. Indeed, many Muslim clients come from low-income
families that seek Islamic financial services (Manan & Shafiai, 2015). The risks in IMFIs, if not managed appropriately, will
result in losses that adversely affect health. Because each IMFI has a unique and sometimes severe risk profile, it is critical that
they adopt risk management strategies to mitigate any existing risks. Risk management is a key strategy that financial
institutions employ to mitigate various forms of risk.

Islamic microfinance institutions play a crucial role in promoting financial inclusion and poverty eradication initiatives. The
source of funds for the impoverished presents a significant difficulty for IMFIs. Limited financial access restricts their potential
to serve a larger segment of the community that requires financial services (Kassim & Rahman, 2018). Furthermore, the quality
of financial performance impacts the long-term viability of IMFIs. As a result, filtering is a crucial aspect of risk management,
particularly for individuals from vulnerable areas (Septianingsih et al., 2024). Risk management involves identifying risks,
collecting or combining similar risks, assessing them, controlling risks, and monitoring their progress (Manan & Shafiai, 2015).
Risk management in financial institutions aims to enhance future financial performance and sustainability (Kiptoo et al., 2021).
Long-term sustainability is a challenge for IMFIs since it promotes economic empowerment and boosts community income
and welfare (Abdul Rahman & Dean, 2013). The preceding discussion demonstrates the relevance of risk management for
IMFIs in improving their efficiency for the benefit of the larger community. Studies on risk management in IMFIs have
primarily focused on operational issues (Kassim & Rahman, 2018; Mutamimah et al., 2022; Rozzani et al., 2017; Wafi &
Muhammad, 2023) and have not included figh muamalat as a risk mitigation strategy. As a result, the focus of this research is
on integrating risk management practices with figh muamalat in Islamic financial institutions.

2.3 Practice of Figh Muamalat in Risk Management

The identity of Islamic financial institutions is said to be a unique financial system, using at least five religious features that
distinguish them from conventional financial institutions: the prohibition of usury, paying attention to illicit, halal, gharar
(speculative), or maysir (gambling), implementing zakat (the prescribed purifying alms), and the existence of the Sharia Council
(Sharia Board) (El-Gamal, 2006; Lewis & Algaoud, 2001). The operating premise of these Islamic financial organizations is
to promote a just society, minimize exploitation, and emphasize the principles of collaboration and brotherhood. This laudable
goal can only be achieved by adhering to the strict Sharia norms and applying figh muamalat (Z. Igbal & Mirakhor, 2011).
From another perspective, the purpose of Sharia in the Islamic financial system is to direct humans away from the homo
economicus style, which is synonymous with obtaining material benefits, and toward the homo islamicus, which is based on
morals and ethics and avoids greed and consumerism (Audretsch et al., 2007; Giimiisay, 2015; Mohamed Aslam Haneef, 1995).

The use of figh muamalat in Islamic financial institutions must adhere to Islamic law in numerous ways (Muhammad, 2020).
First, the law governing the marketed product must be based on Sharia (a/-Muamalah al-Madiyah); second, the transaction
procedure must also be based on Sharia (al-Muamalah al-Adabiyah); and third, the purpose must be Sharia-compliant (al-
Magqashid al-Sharia). Compliance with Sharia in various instances ensures that every financial transaction adheres to Sharia
principles, thereby lowering risk. Sharia compliance is not only required for company operational processes in Islamic financial
institutions, but it must also be ingrained in the workplace culture. That is, figh muamalat must be observed in daily traditions
as well as organizational habits, rather than only being specified in the company's standard rules framework. Practicing figh
muamalat correctly and ethically ensures that business transactions are halal and avoids the possibility of deviations in Sharia
compliance and value. As a result, IMFIs have an interest in maintaining the simultaneous practice of figh muamalat and risk
management since they mutually support one another.
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3. Methodology

3.1 Research Design

This study aims to describe the practice of risk management and figh muamalat in Islamic microfinance institutions through
a series of in-depth inquiries. The descriptive exploratory technique is utilized to capture the breadth of individual backgrounds
(Brink & Wood, 1998; Merriam, 2009). We employ a holistic single-case approach (Yin, 2014) to explain the practice of risk
management and figh muamalat, while focusing on a narrow yet in-depth site to arrive at a specific notion. Furthermore, the
case study approach is ideal for capturing the wealth of individual backgrounds that are too complex to investigate through
surveys or studies. The research locus must be unique to meet the parameters required for case study research (Yin, 2014).
Therefore, the focus of this study was on BMT UGT Nusantara, Indonesia, because it fulfills these criteria. First, BMT UGT
Nusantara is one of the largest Islamic Microfinance Institutions (IMFIs) in Indonesia, with 298 units and offices nationwide.
Second, BMT UGT Nusantara is run by students and alumni of Sidogiri Islamic Boarding School and other Islamic boarding
schools who do not have university education qualifications. Third, BMT UGT Nusantara was named the pilot and referral
IMFT for Islamic boarding schools in Indonesia.

3.2 Data Collection

We collect primary data through in-depth interviews using previously prepared interview protocol guidelines, field
observations, focus group discussions, and document reviews (Sekaran & Bougie, 2016; Yin, 2014). We conducted in-depth
interviews with informants to obtain complete information about risk management practices and figh muamalat. We
purposefully selected key informants based on the established criteria. Other informants were chosen using the snowball method
based on the main informant’s suggestions. All possible informants were selected based on their expertise and qualifications in
management and figh muamalat. We conducted in-depth interviews with 16 informants to gather critical information across
various functions, with face-to-face sessions lasting between one and three hours (Table 1). We began the conversation by
assuring the informant that her identity and all information provided would be kept private and would not be revealed in the
publication. We then recorded the interview using an appropriate digital recording device to ensure data security. This
investigation was conducted from February to December 2024. Following that, we created a transcript of our recorded emic
data to facilitate systematic management and analysis of textual data, as well as the extraction of significant information
(McLellan et al., 2003). The informants are summarized in the table below.

Table 1. Summary of Interviews

No Informant’s Status Length of Work | Number Office Affiliation
(Years) of Hours

1 Chairman 23 2 BMT UGT Head Office, Pasuruan

2 Sharia Supervisory Board Member 14 3 BMT UGT Head Office, Pasuruan

3 Finance Manager 12 2 BMT UGT Head Office, Pasuruan

4 Risk Control Manager 14 3 BMT UGT Head Office, Pasuruan

5 Head of Financing Division 16 1 BMT UGT Head Office, Pasuruan

6 Branch Office Head 18 1 BMT UGT Klampis, Bangkalan

7 Branch Office Head 11 1 BMT UGT Pringsewu, Lampung

8 Branch Office Head 15 1 BMT UGT Malang, Kota Malang

9 Branch Office Head 10 1 BMT UGT Riam Durian, Kalteng

10 Branch Office Head 12 1 BMT UGT DKI, Jakarta

11 Branch Office Head 17 1 BMT UGT Glenmore, Banyuwangi

12 Branch Office Head 11 1 BMT UGT Denpasar, Bali

13 Branch Office Head 17 1 BMT UGT Pamekasan, Madura

14 Branch Office Head 17 1 BMT UGT Ambulu, Jember

16 President Director 8 2 PT USID, Vendor IT BMT UGT

Source: Authors’ elaboration
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3.3 Analysis

The data analysis step focuses on identifying patterns and models of relationships between data, as detailed descriptions
gathered during the investigation. We analyze data using the Interactive Model (Miles et al., 2014) since the flow of activities
and data gathering is an interactive cyclical process. This study consists of four stages: data gathering, data reduction, data
presentation, and generating conclusions, all of which are repeated and simultaneous until the data is considered saturated
(Miles et al., 2014). To verify that the findings of data analysis are accounted for, we test data validity using four criteria
(Morrow, 2005). The four criteria are credibility (achieved through the techniques of extending involvement, continuous
observation, triangulation of data sources, peer debriefing, and member checks), transferability (achieved through thick
description), dependability, and confirmability (both are achieved through intensive audits, discussions with experts, and focus
group discussions).

4. Results

This study focuses on the practice of risk management and figh muamalat in Islamic microfinance institutions at BMT UGT
Nusantara in Indonesia. The first emphasis is on the practice of risk management, while the second is on the use of figh
muamalat in risk management. In the next part, we present the findings and describe the study’s focus.

4.1 Risk Management Practices
The study's findings on our risk management practices are organized into four categories: risk perception, risk identification,
risk mitigation, and risk management impacts.

Risk Perception
We explored how BMT UGT Nusantara managers perceived risk definitions. The next Table 2 summarizes the answers

provided by the informants.

Table 2. Risk Perception

Informant Informant Answer Questions about Risk Perceptions

1,3,4 e Risk is a shift or difference in unanticipated outcomes.

1,2,5 e Risks, on the one hand, can have negative consequences (mafsadah), but they can also create possibilities.
1,2,57 e Risk is interpreted as sunatullah, Allah SWT's mandate for creating all that is coupled.

1,3,4.58.9 | o For every obstacle perceived as a risk, Allah SWT undoubtedly provides a solution.

Source: Authors’ elaboration

The informant has a different definition of risk; however, informants' understanding of risk is generally influenced by the
financial industry. Some sources define risks as changes or differences in unanticipated results. Risks, on the one hand, have
the potential for negative or destructive consequences (mafsadah) that must be avoided for a business to succeed; on the other
hand, risks can create opportunities and encourage people to generate income. According to informants who are alumni of the
Sidogiri Islamic Boarding School, the two potential threats are also viewed as sunatullah, Allah SWT's command for creating
all that is paired. The informants also believe that for every obstacle perceived as a risk, Allah SWT provides an easy answer.
This concept motivates individuals to look for ways (endeavor) to turn every obstacle they face into a source of achievement
and a chance to succeed. Informants' perceptions of the concept of risk contain a broader scope than existing definitions.

Risk Identification
We investigate the types of risks that exist in BMT UGT Nusantara. The informants provide a variety of answers, which
are presented in Table 3.
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Table 3. Risk identification
Informant Risk Type Answer Questions About Risk Identification
1,3,4,5,6 ¢ Business Risk e Business risk (failure or bankruptcy).
1,3,4,5,8,9 e Financial Risk e Risk financing, non-performing loan, liquidity risk, and profit margins.
1,2,3,4,5,6, o Non-Financial Risk | e Sharia compliance, operational risk, human resource risk, deaths, accidents,
7,8,9,10 information technology, public trust, and market risk or competition.

Source: Authors’ elaboration

The findings of the investigation reveal that the risks that develop at BMT UGT Nusantara, in general, are similar to those
that occur in other business institutions, namely business risks, financial risks, and non-financial risks. According to the
informants, business risks are intimately tied to BMT UGT Nusantara's overall business activity. Financial risks include the
risk of failure (bad loans), reduced profit margins, and liquidity risk, whereas operational and human resource risks are non-
financial. Other informants mention various risks, including death, accidents, information technology issues, public trust, and
market concerns. According to BMT UGT Nusantara managers, such risks are considered both material and short-term.
Furthermore, there are major concerns in this business, including Sharia risk. Among the many risks indicated by the
informants, three emerged as the most significant: financial risk, liquidity risk, and Sharia compliance risk.

Risk Mitigation
Informants understood that potential risks must be anticipated, necessitating the implementation of strategic and technical

precautions. Table 4 presents the informants' responses to risk mitigation.

Table 4. Risk Mitigation

Informant Steps Answering Questions about Risk Mitigation
1 e Strategic ¢ Risk Control Manager.
1,2,3,4,5,6, e Technical | e Customer analysis using the 5 C approach (character, capacity, capital, collateral, and
8,9,10,12,16 condition); risk reserves for each financing, financing revitalization schemes through

rescheduling, restructuring, or collateral takeover, savings withdrawals must be made
through tellers during operating hours, withdrawals above Rp. 10 million must be
confirmed the day before, control or limitation of cash available at each branch office,
collateral binding and legal completeness, standard operating procedures, takaful
(insurance), internal control unit, public accounting firm audit, figh muamalat practice,
strengthening the role of the Sharia Supervisory Board (SSB) of BMT UGT Nusantara,
each branch head plays a role as SSB, information system training program, contract
training, contract certification test and comprehensive managerial system, strengthening
spirituality.

Source: Authors’ elaboration

Investigations on risk mitigation practices at BMT UGT Nusantara yielded various strategic and technical
recommendations. In strategic steps, the Risk Control Manager is primarily responsible for risk management, which is governed
by a set of regulations. At the technical level, it refers to the types of dangers that arise. For example, mitigation strategies for
financing risks include monitoring client conditions, analyzing the ability to pay on time, assessing the collateral provided, and
implementing preventive actions such as evaluating the 5 C’s (character, capacity, capital, collateral, and condition). A risk
reserve of 0.5% of each loan is established. A financial rejuvenation plan is implemented through rescheduling, restructuring,
or collateral takeover. To mitigate liquidity risk, a rule is in place that requires savings withdrawals to be conducted through
tellers during business hours, rather than through account officers or field workers. Furthermore, withdrawals above IDR 10
million must be confirmed the day before, either by a person in an officer position, or over the phone. Other mitigation strategies
for inter-branch and head office activity include regulating or limiting cash availability at each branch and reporting it to the
head office to prevent theft. Sharia compliance risks are fully foreseen. The research also revealed that to enable successful
Sharia compliance, the Sharia Supervisory Board (SSB) at BMT UGT Nusantara must perform optimally. In addition to
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ensuring excellent governance, each branch manager serves as an SSB, which requires technical training and passing contract
certification.

The Impact of Risk Management
Good risk management improves the performance of financial institutions. This finding is supported by other informants’

responses, as indicated in Table 5 below.

Table 5. Impact of Risk Management Practices

Informant Risk Management Answers to Questions about Risk Management Impact
Impact
1,3,4,5,8,9 ¢ Financial ¢ Profitability increases due to operational cost efficiencies.
1,3,4,5,7 Performance e Liquidity is more stable and well-maintained.
13,4 ¢ Organizational e Better prepared to face macroeconomic changes such as pandemics,
Performance globalization, and political issues.
1,3,5

Adaptability to developments in information and technology.

1,3,4,5,6 e Improved organizational governance, ensuring sustainability.
3,4,5,14,15 e Fraud can be effectively anticipated.
:’g’j’g’;’g e Institutional reputation is maintained, increasing public trust.

Confidence that every problem has a solution increases self-trust.

2,3,4,6,11,12 .
346,11, Be calmer when facing problems.

Source: Authors’ elaboration

BMT UGT Nusantara's risk management practices have a favorable impact, benefiting the institution in both the short and
long term. This indicates that risk management practices demonstrate good organizational governance, which in turn improves
reputation and public trust, thereby contributing to sustainability. Overall, effective risk management practices significantly
impact both financial and organizational performance. Risk management assists BMT UGT Nusantara in increasing its
profitability, cost efficiency, and liquidity availability. Meanwhile, risk management enables BMT UGT Nusantara to
enhancaddress macro and global changes, adapt to information and technology developments, improve organizational
governance, anticipate various forms of fraud, maintain the institution's reputation, increase public trust, boost self-confidence,
and handle problems more effectively.

Practice of Figh Muamalat in Risk Management

The research findings indicate that the practice of Islamic jurisprudence (figh muamalat) begins with the implementation of
Islamic sharia, which governs living. At BMT UGT Nusantara, Islamic sharia is practiced in several ways, including performing
the Duha prayer, reciting the Quran before office hours, and praying the Dhuhr and Asr prayers in congregation. Additionally,
staff members pray together after office hours and conduct weekly religious studies. The findings show that the practice of figh
muamalat at BMT UGTNusantaran not only focuses on the tangible characteristics of the transactions but also emphasizes the
procedure (ethical) and goals of the transaction. The informants, the majority of whom had received religious instruction at
Islamic boarding schools, understood the significance of using figh muamalat in economic operations. This scenario is unique
in that the management of BMT UGT Nusantara had previously obtained their understanding of figh muamalat while attending
an Islamic boarding school and now practices it. The practice of figh muamalat at BMT UGT Nusantara is based on the Quran,
Sunnah, and jjtihad (a serious legal inquiry). Informants further stated that BMT UGT Nusantara's product contracts include
references to fatwas from the National Sharia Council (DSN) and the Indonesian Ulema Council (MUI). Furthermore, the BMT
UGT Nusantara Sharia Supervisory Board performs numerous legal studies using DSN-MUI fatwas and traditional Islamic
sources, which are published in a contract law guidebook.

European Journal of Islamic Finance - ISSN: 2421-2172 24
DOI: 10.13135/2421-2172/12489 Published by University of Turin https://www.ojs.unito.it/index.php/EJIF/index
EJIF content is licensed under a Creative Commons Attribution 4.0 International License



EJIF
European Journal of Islamic
Finance

5. Discussion

Financial institutions' performance suffers when risks are not appropriately managed. Furthermore, excessive financial
losses threaten the futures of financial institutions (Al Rahahleh et al., 2019). However, if the risk can be foreseen, it can be
used as a positive motivator to improve performance and increase the likelihood of profit (Harland et al., 2003; Holton, 2004).
As a result, BMT UGT Nusantara's management must be aware of the risks. Understanding risks will enable the manager of
BMT UGT Nusantara to select the best approach and implement actions to mitigate them. In general, UGT Nusantara's BMT
manager's grasp of risk definitions is consistent with those of prior studies (Akram & Rahman, 2018; Bouslama & Lahrichi,
2017; Manan & Shafiai, 2015). They state that risk is the uncertainty associated with business activities and the likelihood of
an incident affecting the organization's objectives. Thus, the management of BMT UGT Nusantara understands the importance
of developing a strategy to mitigate potential risks.

Informants identified financial risk as critical. BMT UGT Nusantara's contribution to poverty eradication and economic
growth is directly felt by the community through credit distribution. Customers with variable incomes and little loan collateral,
on the other hand, fall into a variety of financing risk profiles. Informants also said that, in addition to financial risk, liquidity
risk is critical to BMT UGT Nusantara's operations. They argued that IMFIs would lose client trust if they were unable to
provide money when withdrawals were made. As a result, liquidity risk management is conducted to maintain a healthy
financial circulation. In addition to these two main dangers, the risk of Sharia compliance is a major problem. They explained
that each product offered must adhere to the contract, and any variation will result in non-halal transactions. As a result,
increasing the practice of Islamic jurisprudence (figh muamalat) at BMT UGT Nusantara is essential. This evidence supports
the concept that, in addition to Sharia compliance, halal responsibility must be introduced into the workplace culture (Hassan
& Mollah, 2018; Muhammad, 2020).

According to the research findings, risk mitigation practices at BMT UGT Nusantara are mostly focused on financial risks
such as financing and liquidity. Non-financial risks, such as those associated with Sharia compliance, are also a concern in figh
muamalat practice. BMT UGT Nusantara utilizes an information system to support risk mitigation and collaborates with PT
USID as an information system (IS) service provider. Informants further stated that a variety of IS training programs, contract
training, contract certification tests, and managerial processes have been established to enhance human resource expertise. Our
findings also revealed that IS has arranged for profit-sharing installments. This practice supports the previous finding that
information technology and risk management are critical for every organization that wants to survive (Mayer et al., 2019).
Furthermore, the use of IS is a significant predictor of successful risk management (Saeidi et al., 2019; Wafi & Muhammad,
2023). This finding is consistent with previous research, which has revealed that information systems play a crucial role in
ensuring Sharia compliance (Ayedh et al., 2021). Additional studies suggest that IS can influence organizational characteristics
and performance (Dewett & Jones, 2001). As a result, aligning information systems with Sharia principles and existing norms
will reduce overall risk while providing effective internal control for organizations.

The findings of this study show that risk management has various positive effects on the performance of BMT UGT
Nusantara, depending on which risk management aspects are addressed. However, it is worth noting that risk management has
a positive impact on both financial and organizational performance. This finding is consistent with prior research showing that
risk management improves corporate performance and value creation (Chairani & Siregar, 2021; Ghazieh & Chebana, 2021).
The findings of this study indicate a significant improvement in the function of risk control managers at BMT UGT Nusantara.
This development leads to a stronger supervisory function, particularly an improved internal control system. As a result,
companies, particularly Islamic microfinance institutions, perform better when risk management is implemented effectively.
Furthermore, the existence of BMT UGT Nusantara to date demonstrates the effectiveness of risk management practices. This
suggests that risk management is crucial in times of uncertainty, enabling businesses to respond effectively and correctly, and
fostering flexibility and resilience (Settembre-Blundo et al., 2021).

Their dedication to adopting Sharia produces a work attitude that values honesty, integrity, non-arbitrariness, and
accountability for assigned responsibilities. The incorporation of Islamic law into company culture is critical for preserving a
balance of faith. Understanding Islamic jurisprudence (figh muamalat) and adherence to Sharia in Islamic financial institutions,
which is based on Islamic Sharia practices and faith in God, will have an impact on the institution's and its workers' ethical
behavior (ihsan). This will prevent actions that are detrimental to the institution, thus facilitating risk management. Sharia
practice, which is part of the work culture at BMT UGT Nusantara, suggests psychological sensitivity as well as work ethics.
This informant's statements are consistent with previous research findings indicating that Sharia practices have societal
consequences and promote self-actualization (Al-Krenawi & Graham, 2000). The practice of Islamic Sharia strives not only to
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maximize profits but also to pay attention to moral and ethical principles known in Islam as akhlaq (Chapra, 2008; Naqvi,
1994), which lead to a sense of God, or another perspective known as tagwa-centric (Dusuki, 2008).

The proper application of Islamic jurisprudence (figh muamalat) leads to ethical business operations that are grounded in
Islamic law (Figure 1). This remark supports a prior study that Islam prevents individuals from acting at will and justifying any
means, such as gambling, cheating, usury (riba), and other negative activities, and emphasizes moral responsibility (Sachedina,
2001). Islamic ethics distinguishes between what is allowed and what is not, what is halal (permissible) and what is haram
(forbidden). Strong Islamic jurisprudence (figh muamalat) fosters robust business ethics. This effort is carried out by delivering
specialized contract education and training to all branch managers who make transaction contract decisions in their respective
regions. Lower-level employees also receive general contract education and training using an information system. The purpose
is to gain a complete understanding of Sharia-compliant business ethics. A thorough understanding of Islamic jurisprudence
(figh muamalat) applied in business will mitigate any potential risks. As a result, good Islamic jurisprudence practices integrated
into workplace culture embody ethics and are acknowledged as a risk management technique. This study demonstrates that
firms that implement a code of ethics in any form can influence risk management practices (Francis & Armstrong, 2003; Luo
& Bhattacharya, 2009). The figure below depicts Islamic jurisprudence practices at BMT UGT Nusantara (Muhammad, 2020).

Figure 1. Practice of Figh Muamalat

A\

/ Thsan (Ethics) \

Al-Madiyah Al-Adabiyah
(Product Law) (The process of avoiding):
Halal-Thoyib (Halal-Good) o Maysir (Gambling)
Haram (Forbidden)e o Gharar (speculative)
Syubhat (Suspicion)e e Riba (Usury)
Madharat (Harmful) e Bathil (Nullification)
Maslahat (Benefit) ¢ e Riswah (Bribe)
L
Iman (Faith) o Comply with the DSN- Islam (Worship) \
MUI Fatwa
o [jtihad Figh Four
Mazhab by the Sharia
Supervisory Board

Source: Muhammad (2020)

6. Conclusion

As one of the largest Islamic microfinance institutions in Indonesia, BMT UGT Nusantara is committed to enhancing
financial and organizational performance through effective risk management practices and the implementation of Islamic
jurisprudence (figh muamalat) as a cornerstone of its ethical work culture. The findings of this study support this conclusion.
BMT UGT Nusantara, an Islamic microfinance institution (IMFIs), employs effective risk management. The risk management
practices encompass recognizing risks, identifying them, reducing them, and understanding the impact of risk management.
Despite the lack of standards and the perception that risk management is only partial, these practices have improved financial
and organizational performance. Sharia compliance risk is the most widely recognized risk at BMT UGT Nusantara, while
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financing and liquidity risks are the most anticipated, as both have a direct impact on financial and organizational performance.
The practice of figh muamalat at BMT UGT Nusantara is well-executed, with Sharia compliance serving as an operational
system and Sharia practices as a work culture. This integration encourages ethical behavior and is acknowledged as a method
that influences risk management practices.

This research offers beneficial implications for risk management strategies at IMFIs, which can improve financial and
organizational performance. Serious efforts are required within IMFIs to develop human resource capabilities, such as technical
risk management skills and a comprehensive understanding of Sharia principles. The findings recommend a novel approach to
risk management practices, contributing to the body of knowledge in the field of risk management. This research is recognized
as a case study, but it could potentially serve as a reference for IMFIs in Indonesia. Developing a multi-case study using an
inductive approach, for example, is expected to complement the findings, including a comparison of the risk management
practices of IMFIs with those of their conventional microfinance institution counterparts.
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Abstract

The negative economic growth observed in Indonesia and Malaysia has led to the classification of both nations as experiencing
an economic recession. This situation arises from a reduction in total household expenditure, despite an increase in zakat
collection. The management of zakat in Indonesia and Malaysia, in light of the economic recession, is implemented through
various programs. This research aims to conduct a comparative examination of zakat management in Indonesia and Malaysia
during economic downturns, with a particular emphasis on policy responses to the recession triggered by COVID-19.
Subsequently, this investigation employs a qualitative descriptive methodology grounded in secondary data sourced from zakat
institutions, governmental reports, and scholarly literature. The findings elucidate four notable distinctions in zakat
management between Indonesia and Malaysia: the focus on resource allocation, the prioritization of beneficiaries, the
sustainability of impact, and the originality of programs. Indonesia focuses on directing zakat towards economic initiatives,
whereas Malaysia places greater importance on its distribution for consumptive purposes. Indonesia has delineated six priority
clusters of mustahik affected by the COVID-19 pandemic, whereas Malaysia has categorized only three priority clusters of
mustahik. Malaysia employs a unique methodology, characterized by a thorough focus on distributing consumptive zakat to
meet pressing household needs. The execution of the program is expected to enhance overall household consumption, thereby
aiding in the recovery from economic recession by restoring public purchasing power. This study advances the framework for
zakat distribution, contributing to informed decision-making in the realm of policy development during economic crises. This
research provides a comprehensive analysis of the allocation of zakat funds as a mechanism for social safety and economic
resilience, highlighting exemplary practices from Indonesia and Malaysia, two leading Muslim-majority countries.

Keywords: Zakat; Zakat Management; Zakat Distribution; Zakat Governance; Government Policy; Comparative Analysis.
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1. Introduction

The COVID-19 pandemic profoundly impacted the global economy, resulting in a decline in economic growth that varied
according to the financial resilience of households (McKibbin & Fernando, 2023). Communities facing economic challenges
tend to be more vulnerable to the repercussions of the epidemic compared to their wealthier counterparts. Barro & Sala-i-Martin
(2004) contend that one can assess the economic performance of nations by juxtaposing their growth rates. The COVID-19
pandemic has had a significant impact on global economic growth. In 2023, Indonesia and Malaysia distinguished themselves
as leading nations within Southeast Asia in the State of Global Islamic Economy (SGIE), with Malaysia achieving the top
position and Indonesia attaining third place. Figure 1 below exemplifies the economic growth trajectories of Indonesia and
Malaysia.

Figure 1. Economic Growth in Indonesia and Malaysia
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In the two years preceding the pandemic, Indonesia and Malaysia demonstrated steady economic advancement; however, they
faced a notable decline in 2020. The COVID-19 pandemic in 2020 led to a notable economic decline, as evidenced by
Indonesia's contraction from 5.02% in 2019 to -2.07%, while Malaysia experienced a drop from 4.41% to -5.46%. In the
following year, both countries experienced a gradual recovery, achieving a 3% growth rate in 2021. Indonesia has maintained
a growth rate of 5% through 2024, akin to levels observed a decade prior, suggesting that it has not yet surpassed the middle-
income trap.

Conversely, Malaysia demonstrated fluctuating effects during the post-recovery period, surging to 8.86% in 2022, followed by
a decrease to 3.56% in 2023, and then experiencing a resurgence to 5.11% in 2024. The notable decline in economic growth
rates in Indonesia and Malaysia in 2020 has been officially recognized, with both countries now classified as experiencing
economic recession (Baharuddin, 2021; Lativa, 2022). According to Gaski (2012), a recession is characterized by a sustained
decline in GDP over two consecutive quarters, resulting in negative economic growth. An economy that heavily depends on
the global market is prone to experiencing periods of economic decline. Modrek et al (2013) posited that a reduction

in household expenditure serves as a significant driver of economic downturn. Figure 2 illustrates the patterns of household
consumption in Indonesia and Malaysia.
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Figure 2. Household Consumption in Indonesia and Malaysia
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Household consumption, which affects the evaluation of economic growth, experienced a significant decline in 2020. In 2018
and 2019, consumer expenditure in Indonesia and Malaysia was elevated, but it plummeted quickly during the initial phases of
the COVID-19 pandemic. Indonesian household consumption decreased from 5.16% in 2019 to -2.67% in 2020. Malaysia
likewise had a more pronounced decrease, from 7.69% to -3.94%. The reduction in home consumption during the COVID-19
pandemic prompted the government to implement measures, including the provision of social assistance, to stimulate household
spending (Georgarakos & Kenny, 2022). This stimulus progressively increased consumption levels in both nations in 2021,
reaching 2.01% and 1.79%, respectively. The increase in the three years following the pandemic demonstrates that household
consumption in both nations responded robustly to post-pandemic circumstances, driven by consistent growth.

Zakat, a fundamental tenet of Islam, significantly contributes to the equitable allocation of resources to individuals in need,
particularly in supporting household expenditures during times of crisis. Throughout the pandemic, zakat serves not merely as
a tool for immediate assistance to mustahik (zakat beneficiaries) but also as a strategy to foster enduring economic recovery.
The proficient management of zakat ensures its distribution to support affected individuals and families, thereby aiding their
survival and facilitating their reintegration into a productive society. The importance of professional zakat governance, which
focuses on empowering mustahiq through sustainable production, could be an effective approach in the pursuit of poverty
eradication (Herianingrum et al., 2023). Zakat Mal, unlike Zakat Fitrah, has a broader scope and significant