“Reforming Business Management in Digital Era”
Faculty of Business and Management, Universiti Sultan Zainal Abidin (UniSZA)
14-15" September 2021

THE EFFECT OF MICRO WAQF BANK ON THE FINANCIAL INCLUSION OF
MICRO AND SMALL ENTERPRISES IN THE PESANTREN AREAS

"Mugiyati, 2Nur Kholis, 3Siti Nur Azizah

1.23 Faculty of Islamic Economics and Business,

UIN Sunan Ampel Surabaya, Indonesia.

mugiyati@uinsby.ac.id, nurkholis@uinsby.ac.id, azizahsiti4816@gmail.com

*Corresponding Author E-mail: mugiyati@uinsby.ac.id

Abstract

While the role of other financial institutions in the development of MSEs (Micro and Small Enterprises) is well documented, the
relationship of Micro Waqf Bank and the MSEs is less explored. This initial study aims to discuss the presence of MWB and its
influence on the financial inclusion of MSEs and the roles of pesantren in improving access of the MSEs in the Pesantren areas
to MWBs financial services. This research uses a descriptive qualitative method of literature study. Data were collected from
extant literature, including journals, books, documentation, the internet, and the library, to produce conclusions under the topics
discussed. The study results indicate that MWB increases financial inclusion, especially for low-income communities and MSEs
actors in the pesantren areas. The presence of MWB strengthens capital and empowers the community through MSEs. Financing
provided by MWB increases the financial inclusion of MSEs through business development and profits sharing. As the target for
establishing MWBs, Pesantrens, play an essential role in SMEs' financial inclusions, particularly in rural areas.
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1. INTRODUCTION

The MSEs (Micro and Small Enterprises) sector have an essential role in increasing the GDP (Gross Domestic Product), and its
existence has its place in economic activities and development in Indonesia. It can be said that its existence is very much needed
by people who have low and limited abilities in terms of finance. The following is evidence recorded at the OJK (Financial
Services Authority) regarding the contribution of MSMEs (Micro, Small, and Medium Enterprises) to GDP revenue from 2010
to 2020. The data shows the contribution of MSMEs to GDP. The sharp increase occurred in 2018 at about 60.5%; in 2019, it fell
to 60%, yet in 2020, it rose again to 61%. The data suggest that MSEs have a significant role in increasing national GDP,
especially in recent years. The MSEs also have a more outstanding contribution than large businesses because MSEs are more
able to survive during an economic crisis in a country due to permanent consumers and willingness to buy products from MSEs
and the ease of absorbing workers who do not have to be highly educated.

Meanwhile, large businesses are vulnerable to risk from changes in the economic and political climates, which often do layoffs
for their employees. Some of these things become the strengths of MSEs to survive in the financial crisis. Another proof is when
the economic crisis hit Indonesia in 1998, where MSEs skyrocketed to export their products with high profits, in line with the
high exchange rate of the USD against IDR (Fiona, 2020).

MSEs are micro and small businesses with a capital capacity limit of less than IDR50 million and less than sales of IDR300
million for total sales per year. The development of MSEs has a vital role in developing the economic capacity of small
communities and accelerating economic growth in Indonesia. MSEs are the dominant form of business organization in Indonesia
and play an essential role in the Indonesian economy. MSEs collectively represent more than 99% of Indonesia's total businesses,
97% of employment, and 57% of GDP per year (Wijaya, 2015).

However, in reality, MSEs experience problems developing their businesses due to the lack of productivity from their business
activities. The obstacles to the development of SMEs include manual production processes, lack of access to reliable workers,
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machines, and IT infrastructure. These indicators trigger low productivity caused by weak capital owned by micro-scale
businesses. Lack of financial capital is due to the limitations of micro business actors in obtaining funds in the form of financing
in the form of credit or loans used as capital for economic activities and become a driving force for business progress.

The limitations of MSEs actors are triggered by the lack of ability to access formal financial institutions. Under these conditions,
MSEs need support. Therefore, the government, the community, and financial institutions have an essential role in empowering
MSE:s actors. The government is necessary to make policies as a means to develop businesses run by MSEs. Meanwhile, financial
institutions provide capital assistance in financing through loans and strengthening capital to MSEs. In addition, the community
elements can play a role as a mentoring function for micro-business actors. Microfinance institutions are the best solution for the
development and empowerment of micro-enterprises in the regions to equalize income and reduce poverty. Microfinance
institutions can overcome some of the problems faced by MSEs, which has triggered the birth of financial institutions that are
tasked with managing finances to collect funds from the community and provide financing to the community to improve the
standard of living of the people at large (Ramadhan & Sukmana, 2019).

One of the government's responses to weak capital at the micro-enterprise level, which the OJK made a breakthrough to help
MSEs, was establishing SMIs (Sharia Microfinance Institutions). Thus, in October 2017, the Government, OJK, and all Pesantren
(Islamic boarding schools) collaborated to build a financial institution aimed at helping micro-entrepreneurs around Pesantren
called MWB (the Micro Waqf Bank). Three reasons backed the birth of the MWB. First is the desire of the government to support
MSEs actors in their financial capital. Second is the government's concern about the limitations of micro-business actors in
accessing formal financial institutions because of the lack of guarantees, information, and the amount of interest that must be
borne. The third is the potentials offered by the number of pesantren in Indonesia, especially in East Java.

With a total of 28,194 pesantren across Indonesia, it is believed that there is enormous potential that can be utilized to empower
the people and eliminate trepidation, especially the community in the pesantren areas (Ramadhan & Sukmana, 2019). Islamic
boarding schools have a role in transferring religious knowledge, but their existence also has a vital role in developing and
building the economy in the pesantren area. The potential of pesantren roles was then welcomed by OJK and assisted by LAZNAS
(National Amil Zakat Agency) so that the MWB emerged.

Micro Waqf Bank is a financial institution incorporated as a cooperative run based on sharia principles developed by OJK in
collaboration with LAZNAS, which aims to reduce inequality and poverty through economic empowerment of the people
performing a mentoring function (BWM, 2019). With the financing function of the MWB, it is believed to increase access to
financing for micro-business actors, encourage the birth of economic empowerment and productivity of the community, which is
considered to increase income and create prosperity for the community.

According to the World Bank and the World Health Organization, 52% of Indonesia's population uses formal financial services,
and 79% of the poor do not have access to traditional financial services (Masnita et al., 2020). The presence of MWB aims to
increase the income and welfare of the community, especially those with lower middle income, namely MSEs actors who have
easy access to capital. MWB only charges operational and administrative costs of three percent per year and without collateral.
So that tiny amounts of capital loans can be obtained by the community through MWB (Faujiah, 2018). With the facilities
provided by MWRB, it is hoped that the community will be able to take advantage wisely and adequately.

1.1. PURPOSE OF STUDY

The existence of the MWB is associated with issues related to financial inclusion that arise amid remote communities, low
incomes, unclear jobs, homeless, and not having a bank account. Therefore, the MWB is an inclusive effort to improve people's
living standards and create prosperity. Thus, the current study serves to achieve two primary purposes.

1. Analyse the role of Micro Waqf Bank in the financial inclusion of SMEs in rural areas.
2. Analyse the role of Pesantrens in supporting Micro Waqf Bank in the financial inclusion of SMEs in rural areas.

2. THEORETICAL REVIEW

2.1 MICRO WAQF BANK

MWB (Micro Waqf Bank) is a sharia microfinance institution established with the permission of the OJK, which aims to assist
in the form of business capital loans to underprivileged communities. MWB is part of the non-bank financial industry. MWb is a
cooperative legal entity with a business license for a Sharia Microfinance Institution (Pamikatsih & Latif, 2020).
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MWB is composed of three syllables. First, in the Islamic Banking Law No. 21 of 2008, the bank is a business entity that collects
funds from the public in savings and distributes them to the people in the form of credit (UNDANG-UNDANG, 2008). Even
though the MWB uses the term bank, in its implementation, there are no collection practices from the public, such as savings
deposits, time deposits, and similar products. Second, most people see waqf as traditional waqf, covering the still physical objects,
establishing Islamic boarding schools and mosques. Understanding waqf as material things leads to less impact on the economy,
which has implications for the people's goals (Fauziah & Fatkhurrozi, 2020). And what is meant by micro in economics is a
branch of economics that studies consumer and company behavior and determines market prices and the number of input factors,
goods, and services traded (Faujiah, 2018).

2.2 SMALL MICRO ENTERPRISES (UMK)

According to Law no. 20 of 2008 concerning MSMEs, micro-enterprises are productive businesses owned by individuals or
individual business entities that meet the criteria for micro-enterprises as stipulated in the law. Whereas what is meant by a small
business is a productive economic business that stands alone, which is carried out by individuals or business entities that are not
subsidiaries or are not included in the branch of a company that is owned, controlled, or becomes a part either directly or indirectly
of a medium-sized business or large businesses that meet the criteria as stipulated in the legislation. In addition, medium-sized
businesses are productive economic businesses that stand-alone, which are carried out by individuals or business entities that are
not subsidiaries of a company or branch of a company that is owned, controlled, or become a part either directly or indirectly
with a small business or a large business with the amount of net worth or annual sales proceeds, as referred to in the legislation
(Nur et al., 2019).

Based on law no. 20 of 2008 concerning MSMEs, Micro Enterprises are productive businesses owned by individuals and or
individual business entities that meet the criteria for small business as regulated in this law. Small Business is a compelling
economic business that stands alone, which is carried out by individuals or business entities that are not subsidiaries of companies
that are owned, controlled, or become a part either directly or indirectly of a medium or large business that meets the criteria of
small business as referred to in this law.

In general, MSEs in the national economy are significant players in economic activity, providing the most considerable
employment opportunities, an essential player in the development of the local economy, empowering communities, creating new
markets and sources of innovation, and contributing to the balance of payments (Singgih, 2007). This study only involves or is
devoted to MSEs, productive poor people living in the vicinity of Islamic boarding schools who cannot or do not have access to
formal financial institutions.

2.3 FINANCIAL INCLUSION

The concept of financial inclusion emerged as a countering idea of financial exclusion. Financial exclusion is defined as a process
of preventing social groups and individuals from gaining easy access to the formal financial system. It is also a process where
people face difficulties accessing or operating financial services and products in the market in general that suit their needs.
Financial inclusion is opposed to financial exclusion. Bank Indonesia defines inclusive finance as all efforts to remove price and
non-price barriers to public access to financial services.

Inclusive finance is the adequate availability of financing, savings, transfers, and insurance from financial service institutions for
low-income groups, lack of collateral, services convenient, affordable, transparent, fair, and regulated by law (Masnita et al.,
2020).

The financial inclusion model in rural-based MSEs is the entry of financial institutions that provide capital and marketing. Capital
criteria include low interest, people's business credits, and assistance (Irmmawati et al., 2013). Accelerating the development of
Islamic financial inclusion can be done by establishing an MWB or collaborating with MIFI (Micro Islamic Financial Institutions)
such as Baitul Mal Wattamwil (BMT) or Islamic financial services cooperatives holding on to prudential principles.

The importance of financial inclusion stems from various factors, including 1) the inability to access financial services can result
in the exclusion of financial entities from obtaining capital, 2) lack of access to safe and formal savings to reduce the ability and
encouragement for them to save, 3) lack of credit products means the inability to invest and make efforts to improve their
livelihoods, resulting in small entrepreneurs unable to improve their finances, 4) lack of remittance products make money transfer
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difficult and risky, and 5) lack of insurance products means lack of opportunities for risk management and levelling welfare
(Savita, 2013).

According to Bank Indonesia, Financial Inclusion aims to: 1) improve economic efficiency, 2) support financial system stability,
3) reduce shadow banking or irresponsible finance, 4) support financial market deepening, 5) provide new potential for banks, 6)
support increasing Indonesia's Human Development Index (HDI), 7) contribute positively to sustainable local and national
economic growth, and 8) reduce inequality and low-income traps, to improve people's welfare which ultimately leads to a
reduction in poverty levels (Nasution et al., 2017).

3. METHODS

The methodology used is a descriptive qualitative method of studying literature on scientific articles related to Micro Waqf Banks.
The data or sources were collected from various sources: journals, books, documentation, the internet, and libraries. This data
collection stage follows Fahiminia's steps in conducting a theoretical study that includes four phases: defining keywords, initial
search results, refinement of search results, compiling statistics on initial data, and data analysis (Fahimnia et al., 2015). The data
obtained were then analysed using descriptive analysis. Descriptive analysis is carried out by describing the facts found and then
followed by the implementation of the investigation. The analysis process involved defining or describing the object as providing
sufficient understanding and explanation.

4. RESULTS AND DISCUSSION

4.1 THE INFLUENCE OF MWB ON THE FINANCIAL INCLUSION OF SMES

Throughout the country and at all income levels, there are still groups of people who lack access to financial services that involve
expanding public access to the financial system at an affordable cost (Irmmawati et al., 2013). One of the substantial efforts to
break the chain of poverty is by expanding the access of SMEs in obtaining capital facilities not only from formal financial
institutions but also MFIs (Micro Finance Institutions) (Wijono, 2005).

It is undeniable that the existence of MSEs as a form of community contribution can improve the national economy through the
productive activities carried out by MSEs. In addition, MSEs have a high chance of opening up opportunities to open new jobs.
Thus, MSEs can play an essential role in realizing local community welfare because they help the income of the poor and
economic development. MSEs are also the largest group in the key to financial security in Indonesia during the economic crisis.
However, in carrying out their activities, MSEs need support from several parties because their existence also experiences
obstacles that can hinder their growth. Among the main problems of MSEs are financial and non-financial (organization or
management). The financial constraints are the lack of access to traditional sources of funds, either the unavailability of legal
institutions in remote areas or procedures that are pretty complicated, and the transaction costs are pretty high for credit
procedures. In contrast, the number of credits launched is small (Firmansyah & Pratiwi, 2004).

Credit disbursement in the form of capital facilitated by banks, both state-owned commercial banks, and privately-owned
commercial banks, apply a general scheme to MSEs, making it difficult for entrepreneurs to access capital assistance in the form
of financing. This access is constrained by the weakness of the business financial administration system, lack of bankable
guarantees, low competitiveness, and weak integrity of MSE development (Zain, 2004). The limited access experienced by MSEs
in accessing formal finance has turned to non-formal financial sources. There are various forms of informal finance, such as
moneylenders, cooperatives, and other savings and loan units. Informal finance is the most appropriate choice for MSE actors
because of the flexible and easy process in terms of disbursement (Machmud, 2013). In addition, there is an indicator that micro-
enterprises need informal financial institutions.

MWRB is part of the SMIs established based on the OJK permit and aimed to facilitate capital and financing for small communities
with difficulty accessing formal financial institutions. MWB is a micro to small financial institution that provides funding and
assistance for micro and small business actors. Their target is the community in the pesantren area, which has a vital role in
community empowerment, including the realm of economic improvement, especially the poor who fall into the category of
economically active poor and lower-income people.

MWB provides new hope for the community to feel the benefits of establishing a sharia microfinance institution. As stated by
the Financial Services Authority, the profit-sharing margin system is 3% per year. Their financing is carried out without collateral,
without interest, and training and business assistance, increasing financial literacy and inclusion, reducing inequality and poverty.
President Joko Widodo said that Micro Waqf Banks could solve problems that the traditional banks cannot solve because when
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small business actors want to borrow from a bank, they must have collateral and administration in stacks before they can go to
the bank (LAVINDA, 2018). The ease of implementing financing in Islamic micro waqf banks includes charging only operational
and administrative costs of 3% per year and not requiring collateral. Thus, small amounts of capital loans can be obtained by the
public through micro waqf banks.

As a microfinance institution, the MWB has other conveniences in accessing financing, in that customers can pay in instalments
weekly with a joint responsibility system. Mutual responsibility is another facility created to increase the sense of responsibility
between groups in one customer, namely other customers helping customers who are having difficulties that week to pay off their
financing. Another offer provides the capital customers receive on a scalable and limited basis from IDR1 million to IDR3 million.
In carrying out its activities, the MWB is supervised by DPS (Sharia Supervisory Board). DPS's task is to lead and assist MWB
in financing business activities that do not conflict with sharia principles. Micro Waqf Banks operating in Islamic boarding
schools also have principles in carrying out their business activities, including, 1) empowerment of the poor or underprivileged,
2) assistance provided must be under sharia principles, 3) cooperation is carried out with group financing, which is often referred
to as fa'awun, 4) providing convenience (sahl), amanah, 6) sustainability program and 7) containing blessings in it (Balgis &
Sartono, 2020). These conveniences make the Micro Waqf Bank a financial institution with excellent potential to be enjoyed by
micro and small business actors, with small instalments and capital provision. So that micro and small business actors in the
pesantren area can enjoy their programs.

4.2 PESANTREN'S ROLES IN IMPROVING FINANCIAL INCLUSION FOR MSES ACTORS

Pesantren can implement empowerment programs supported by the MWBs because it is a potential institution for the community
and a religious, educational institution for Muslims. Currently, pesantren's active involvement in empowering their communities
is its commitment to the community to improve their economy, both individually and in groups (Balqis & Sartono, 2020).
Pesantren also has a strategic role for the community around it, not only about education and religious institutions but also
economic, social, and political institutions. The economic role played by pesantren is very important. With a significant number
of students, pesantren have become the primary source of economic activity for the people around the area. In addition, pesantren
is the center of financial activities for those who live inside and outside the pesantren (Tirta, 2017). The establishment of MWB
in pesantren also has a goal for students to learn to manage a bank. [f MWB grows, the people's economy can run well, especially
in the pesantren area. Another goal is that resources can be achieved optimally, and the community's welfare can increase so that
the quality in the community can rely on independence. A study states that, although its primary purpose is to teach religious
knowledge to their students, pesantren can develop local communities around pesantren by improving their economic conditions
(Kantun et al., 2019 ).

A study reported Indonesia has the largest Muslim population globally and so many Pesantren in almost all regions. The growth
of pesantren for the period 2003-2015 amounted to 14,305. This number is a reference to see that pesantren has considerable
potential to empower communities in the area and play an active role in alleviating poverty (Syafe'i, 2017). The MWB established
in the pesantren is an epic collaboration; both have the goal of helping in the cause of Allah. If united, the purposes of spirituality
and economy can be realized. Before OJK established the MWB, some things to be fulfilled by the pesantren are worthy of
establishing this financial institution, namely the condition of the community in the pesantren area, the commitment of and human
resources in the pesantren. This support has a positive influence and optimism on the growth of MWB and economic development
for the community in the pesantren area.

MWB has an essential role in increased financing for small communities needing assistance in the form of capital to develop their
businesses. It also makes the basis of community welfare the principle of the mechanism for implementing financing activities.
It also has excellent potential to become a living system to revive the welfare cycle. That is, the convenience provided to access
financiers for minorities and have limitations in exercising their right to enjoy programs and services from formal financial
institutions. With a strong capital structure with a low rate of return and easy access of micro-business actors, the presence and
sustainability of MWB are an excellent hope for distribution, development, and others.

It is known that the development of MWB from the beginning of their formation to the present has increased in the number of
units. The vast number is believed to assist the community in realizing prosperity by increasing the ability to develop MSEs. This
development has been proven from the beginning; namely, in 2017, 20 institutions obtained business licenses from the OJK, with
customers reaching 827 and a financing distribution of IDR658 million per year. Meanwhile, in 2018 there was an increase in the
number of customers by 3,876 with financing distributions of IDR3.63 billion (OJK, 2018). As of September 2019, MWB had
21,557 customers with financing distribution of IDR27.7 billion and 53 MWB branches spread across 16 provinces in Indonesia.
In 2020 OJK noted that the MWB distributed the total financing of IDR55.56 billion to 38,860 customers.
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A total of 56 MWB in Indonesia have obtained permits. Therefore, in 2021 there will be 60 MWB spread throughout Indonesia,
with cumulative beneficiaries of 41,436 customers and total financing of IDR60.6 billion (Rully R. Ramli, 2021). This number
indicates that MWBs have increased in number, followed by an increase in the number of customers, which means there is an
opportunity to improve productivity. This situation illustrates that MWB has tremendous potential for the welfare of the people
in the pesantren area by providing capital assistance to MSEs actors.

The MWB provides apparent support for the SME actors who have limitations in accessing formal financial institutions, which
is not uncommon due to the lack of information received by micro-business actors, lack of ability to pay too high interest, and
requirements that cannot be met and the obligation to have collateral. Thus, the emergence of MWB seems to answer the needs
of SME actors to enjoy easy business capital financing without collateral, no interest. The most important thing is business
assistance provided to monitor, evaluate, and input the perpetrators, thereby increasing MSE actors' capital and profits. SMEs
can borrow and pay in instalments with small funds from MWB. Micro waqf banks have also proven to be one of the solutions
for the community amid difficult funding (Arinta et al., 2020). Fulfilling access to capital for MSE actors in rural and remote
areas is a form of creating financial inclusion.

Financial inclusion itself is the government's effort to equalize the use of low-interest capital to maximize the function of SMEs.
The main objective and target of establishing the MWB and financial inclusion are the community in the pesantren area who do
not have access to commercial, financial facilities due to the limitations both in information and prudence commercial banks in
providing credit can enjoy financing easily. Financial inclusion is also defined as a person's ability to access various financial
service products that are affordable and according to needs (Sari, 2020).

The manifestation of efforts to increase financial inclusion is by establishing MWB in pesantren in Indonesia. The government
has determined with certainty the target of financial inclusion, namely the community around the pesantren who have a business
and the ability and willingness to develop their business. This potential is sufficient to implement inclusion for the poor,
marginalized, living in remote areas with minimal information about formal institutions or banking institutions, and living in
poverty.

Overcoming poverty and inequality through financial inclusion is manifested in the Shariah-Islamic MFI business model
(Finance, 2017). MWB is believed to increase financial inclusion, especially for low-income communities and SME actors. This
form can be seen from the small capital provision, namely IDR1 million to IDR3 million, without interest, an administrative fee
of 3% per year, and assistance provided by BWM to assist business actors in solving problems or obstacles faced in developing
the business.

These are the financial inclusion models carried out by rural-based microfinance institutions (Irmmawati et al., 2013). Research
shows that MWB strengthens capital and empowers the community through micro and small businesses. Financing provided by
MWRB is proven to increase actors' ability through business development by increasing customer profits. This mechanism directly
affects micro and small business actors (Ramadhan & Sukmana, 2019). The existence of the MWB is also effective in
empowering the community so that it has a positive impact on poverty alleviation (Safitri & Sukmana, 1967). The provision of
financing in line with business assistance for SMEs actors significantly contributes to increasing customer capital.

It should be noted that the MWB does not take deposits from the public because it focuses on community empowerment through
financing accompanied by business assistance. With the increasing number of customers and MWB from year to year, the
potential for continued development can still be implemented and supported by a high number of Islamic boarding schools. It is
evidence that Micro Waqf Banks have been able to carry out financial inclusion as the initial goal of establishing microfinance
institutions.

It is concluded that the existence of the Micro Waqf Bank is one of the institutions that influence the realization of financial
inclusion for the community, especially micro and small business actors in the pesantren area, with the facilities provided and the
business assistance carried out, making this institution a source of strength for social new finance as a micro-business actor in the
pesantren area.

5. CONCLUSION

Micro Wagqf Bank is one of the Islamic microfinance institutions that provide financing and assistance. It is established in
pesantren supported by OJK and the Government. This Micro Waqf Bank offers new hope for the community to feel the benefits
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of installing a sharia microfinance institution. As stated by the Financial Services Authority, the profit-sharing margin system is
3%, financing is carried out without collateral, without interest, conducting training and business assistance, increasing financial
literacy and inclusion, reducing inequality and poverty. So that the productive poor who own micro-enterprises can enjoy loans
and small instalment payments. Not only that, the operational system of the Micro Waqf Bank that makes it easier for micro-
business actors is increasingly providing optimism for the development of this Islamic microfinance institution.

With the increasing number of customers and Islamic Micro Waqf Banks in recent years, which have almost spread throughout
the region, it is proof that it has been able to carry out the function of financial inclusion as the original purpose of establishing
this microfinance institution. Furthermore, the existence of the Micro Waqf Bank in the boarding school area, which is the
economic center of the community in the area, becomes another reinforcement for Islamic boarding schools to carry out activities
that are not only used as places to transfer religious knowledge but also have another potential, namely helping economic growth
of the community around pesantren. Furthermore, it has been proven that the existence of the Micro Waqf Bank has a positive
influence on micro and small business actors in increasing their income. A Micro Waqf Bank is very much needed for MSEs
actors who have limited access to financing from formal institutions to quickly get capital assistance to develop their business,
which creates financial inclusion. This effort follows the government's program to increase public financial inclusion to create a
prosperous society.
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