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Abstract

Entrepreneurs, especially in developing societies, which include many Muslim countries among their fold, face a herculean
task in up-scaling their businesses due to a lack of capital to procure relevant assets to grow their businesses. The world
Islamic banks’ competitiveness report (2016) identified poor financial inclusion as one of the critical factors responsible
for the uneven distribution of wealth in the Muslim world. This study presents the Murabahah-Ta ‘awun financing product
as an innovative addition to the range of financial products available on the Islamic banking shelf to reduce the incidence
of poverty. Murabahah-Ta ‘awun is operationalized where a group of entrepreneurs contribute funds together under a
recognized Islamic bank while allowing every partner access to the fund on a rotational basis for the purchase of an asset
according to a pre-defined arrangement. The study highlighted the importance of Murabahah-Ta ‘awun as an Islamic
financial contract by reviewing relevant extant literature. The proposed product shows that greater financial inclusion can
be achieved without recourse to riba’ and thus will reduce poverty among Muslims.

Keywords: Murabahah Ta‘awun, Entrepreneur, Islamic Banking, Poverty, Financial Inclusion.
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In line with the above assertions, Imam and
Kpodar (2016) provided empirical analysis which
related that despite the small size of the Islamic banking
industry, compared to conventional banking and the
overall economy, Islamic banking showed a positive
relationship with economic growth. Léon and Weill
(2017) added that Islamic banking development
provides better access to financing in areas where
conventional banking is lacking. The emergence of the
conversion of conventional banks into fully-fledged
Islamic banks and the adoption of the window have also
fulfilled the needs of below of pyramid (BOP) citizens
by providing reliable service delivery, easy
accessibility and convenience for the customers, and
flexible transactions which operate on structured
regulations.

However, Mughal (2017) highlighted that the
finance of Micro-businesses has been neglected in the
Islamic banking world as it has only 1% of the $2.7
trillion market share of the Islamic finance industry,
whereas small and medium enterprises (SMEs) are
closest to the grassroots and are the growth engine of
the economy. Imam and Kpodar (2016) emphasized
that there should be improved access to deposits that
can ensure adequate capital accumulation and deepen
financial inclusion. In the world competitiveness
report, Young (2010), noted that religious belief and
concern for non-shariah compliance are one of the
major reasons responsible for financial exclusion in
many Muslim dominated nations with widespread
conventional banking services (Ernest & Young 2013).
Hanudin et al (2011), focusing on personal financing
observed that Islamic banking and finance products and
services are based on the precept of Islamic ethics by
offering products that consider the needs of the
customers without violating the fundamental principles
of Shari’ah, unlike conventional banks where profit
maximization is the main focus of their relationship
with their customers.

In lieu of the above, this paper proposes

Murabahah-Ta‘awun as an innovative product
designed towards alleviating poverty and improving the
financial inclusion of Muslims and other customers of
Islamic Financial Institutions (IFIs). The concept
allows a group of entrepreneurs (for example, an

association of bakers) in need of similar assets to

further the course of their business by entering into a
contract with an Islamic bank to contribute funds at
certain regular intervals and access the funds on a
rotational basis for the agreed asset. In this
arrangement, the bank, on one hand, acts as the
custodian of the group’s regular contributions and
collects a service charge. On the other hand, the bank
acts as a financier, sourcing funds to obtain the asset on
behalf of the group before the completion of their
contributions. The bank makes additional income from
the inputted mark-up over the cost of the requested
asset. At the expiration of the contribution
arrangement, members of the group will gain
ownership and possession of their individual assets.
Murabahah means an undertaking by a seller to disclose
the cost-plus mark-up price to be sold to a buyer, while
the Ta‘awun is a joint cooperation among a group of
people to create benefits for members of their group.
These two concepts are deeply rooted in Islamic
heritage as encouraged and permissible activities based
on certain criteria and standards.

The rest of the paper is organized as follows:
Section 2 discusses the Shariah justification of the
product. Section 3 presents the proposed contract
model for the product and its characteristics. Sections 4
discusses the limitations and potential Shariah risks of
the proposed model and lastly, section 5 provides the
recommendation and conclusions of the study.

2. The Meaning and Shariah Justification
of the Product

The proposed Murabahah-Ta‘awun financing product
is developed from two different and related concepts:
1- Al-Murabahah and 2- At-Ta‘awun. The two
concepts could be traced to certain evidences from the
Qur’an and Hadith of the Prophet (PBUH) and other
sources of Shariah.

2.1 Definition of Murabahah Sales in Islamic Law

Murabahah in the Arabic language is an adjective
derived from the verb rabaha, from the pattern of
mufa‘alah, which means growth or increase in trade.
The term Murabahah is derived from RibA which
means an increase, gain or profit. Technically,
Murabahah refers to an increase over an asset or capital
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investment in a business. Hence, Murabahah is a
permissible concept in an Islamic financial contract as
long as it fulfills all the conditions stipulated in the
Shariah. (ISRA, 2010) Hence, Murabahah is an act of
mark-up pricing or increase over sale. (Ahmad ‘Alj,
1987).

According to Islamic jurists, Murabahah occurs
when seller's mark-up an additional amount of profit or
gain over a product to be sold to buyers. (Al-Kasani,
1986).

2.1.1 Justification of Murabahah Sales:

Most Islamic jurists permit Murabahah sales based on
certain evidences from the Quran, hadith, commercial
custom and social needs.

In the Qur’an, Allah says: “But Allah has
permitted trade and has forbidden interest”. [Al-
Bagarah: 275].

In the same vein, in the hadith of the prophet
PBUH “It was said, O Messenger of Allah, what is the
best earning? He said, that which a man worked with
his hand and every sale is justified” (Ahmad bin
Hanbali, 1994).

According to Jamaludin Al-Zayla‘i, Murabahah
is the transfer of ownership of the first contract at the
first price with an increase or make-up profit.
Commercial custom and social needs are one of the
justifications of this contract of sale. Murabahah allows
those that lack business skills to rely on professional
traders to provide for certain products to meet the daily
needs of others. However, the sales must be based on
trust without deception because the buyer relies on the
competency of the seller to deliver the correct product
(Jamaludin 1995).

2..1.2 The Condition for Murabahah Sales:

To carry out the contract of Murabahah, certain
important conditions have to be met for it to fulfil the
Shari’ah requirements (Jamaludin 1995). The Islamic
laws of contract stipulate that the capital invested must
be known and the initial contract must be sound and
valid. Also, the contract must be free from any form of
interest (Riba), ambiguity and deceptions. Furthermore,
the Shariah requirements stipulate that adequate
explanations should be provided by contractual parties

on any default, future clauses and changes arising from
reduction and addition to the sales contract.

2.1.3 Pillars of Murabahah Contracts

Generally speaking, there are four pillars in Murabahah
contract. These pillars comprise: the seller is the person
who sells the merchandise, the buyer is the person who
buys the merchandise, and the merchandise are the
goods the seller offers in exchange of the price paid by
the buyer with offer and acceptance. It is necessary in
murabahah sales that the offer by a party to sales must
be in agreement with acceptance of the counterparty
(Tyser, et al, 2007).

2.2 Definition of Ta‘awun:

Ta‘awun literarily means helping each other for
something, or the transfer of help from one person to
the other (Ibrahim, 2004). Thus, in [al-Ma’idah :2],
Allah SWT says:

(...And cooperate in righteousness and piety, but do not

cooperate in sin and aggression...)

Allah SWT has enjoined mankind to cooperate
in righteousness and piety with one another and avoid
wrongdoing with one another. Avoiding iniquities is an
act of piety to Allah SWT.

2.2.1 Importance of Taawun in Islam:

Allah SWT created man as a weak being that it is
uncertain of what the future holds in terms of his
existence and sustenance. Thus, the pragmatic
continuity of life and the accessing of basic provisions
and needs require cooperation with one and another.
The principle of Ta‘awun extends beyond individual
relationships as its import has been adopted among
community members and communities of nations to
leverage on both the absolute and comparative
advantages of the different states. This underscores
reasons why international communities place high
premium on cross border trading around the globe. For
example, a farmer might need the cooperation of the
person who sows for him, and those who harvest need
those who make the machines. Moreover, the
contemporary age requires the continuous application
of Ta ‘awun, especially due to the advent of information
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technology as this is transforming the world into a
global village that quickly connects individuals, work,
communities, businesses and governments across the
globe. Imam lbn Taimiyyah posited in one of his
popular writings Al-Tis Tniyyah that mankind cannot
achieve a complete and balanced life without
cooperation among themselves. He emphasized that
cooperation is required among Muslims in worldly
affairs as much as it is required in religious practices.
Therefore, cooperation among Muslims is essential in
order to achieve the purpose of vicegerency of Allah on
the earth. (Ahmad bin Abdul Halim, 1999).

3. Murabahah Taawun Contract

3.1 Proposed Contract Model and its Product
Features:

In this section, the operational procedures for the
contract of the Murabahah-Ta awun product are
discussed. The proposed product draws
inspiration from the challenges faced by the
traditional
because of the fact that when a group of people
with similar assets need to contribute an equal
amount of money on a rotational basis to defray
the cost of the said asset, defaults always occur
from one or more of the participating
members. When default occurs, it jeopardizes the
interests of member(s) who is/are yet to realize the
purchase of the asset for which they have made
certain amounts of contributions. It is instructive
to note that the situation becomes precarious when
a participating member who has benefited by
taking delivery of the asset, defaults with respect
to his/her remaining contributions. As a corollary,
practical life experiences have shown that due to
the high rate of defaults, some members within the
group do not get to realize their goal of owning
the asset for which they had contributed. They
may get back their money fully or in parts after a

Ta’awun exercise. Setbacks arise

long process of persuasion or, in some cases,
protracted court injunctions which would have
defeated the reason d’etre of the Ta’awun
exercise. Thus, this model is proposed to boost the
confidence of members in the Ta’awun exercise
and remove the incidence of default that generally

puts conforming members of the Ta’awun at a
disadvantage position.

In this model, a group of people, who need
a similar asset and have agreed to contributing
certain equal amounts at regular intervals until the
value of the asset is realized and delivered to the
participating members on a rotational basis as
agreed, approach an Islamic bank instead of the
conventional arrangement where one of the
members takes custody of the money. An Islamic
bank is designated as the collector or custodian of
the rotational 7a ‘awun contributions. The Islamic
bank and the group enter into the Ta’awun
contract, whereby the bank buys the asset in need
by the group and sells it to them at mark up on a
rotational basis. Each of the participating
members must operate their salary account with
the designated bank such that their payments are
deducted as agreed from source at regular
intervals. This procedure will seek to mitigate the
incidence of default. However, in the event that a
member who had already taken delivery of the
asset defaulted on the basis of job loss for
example, the asset will be re-possessed by the
bank and sold at the existing market rate. Where
the proceeds from the sale is greater than the
indebtedness, the difference is returned to the
defaulting members. However, where there is a
shortfall, the bank bears the credit risk after the
efforts to retrieve the difference from the
defaulting member who proves abortive. The
bank makes their returns from the inputted mark
up as well as the service charge for custodian
purposes. In the same vein, the group gains by
securing their assets and avoiding the problems
associated with the default of any participating
member(s).

It is instructive to note that this model is
different from the normal co-operative society
operations in the sense that, for the latter, the
eventual use of the contributions made by
members of the co-operative society is at the sole
discretion of the individual members. Different
members utilize their collections for different
purposes which is different from the proposed
Murabahah Ta’awun contract where members
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purchase a similar asset. In a general cooperative
model, the primary motive is to provide additional
financing to members based on the individual
member’s contributions to satisfy their personal
financing goals and objectives. Whereas in
Murabahah Ta’awun, there exists a mutual
understanding to finance the procurement of a
particular asset wherein the members maintain
regular contributions for a certain period. The
relationship is terminated at the expiration of the
agreement where ownership is transferred to all
participants after due contributions to the
participating bank.

The following diagram depicts how the
Murabahah  Ta’awun contract could be
structured. The diagram explains the key terms as
well as the logical flow of the contract structure:

ABC Islamic
2ot o"“\\\
@ Bank
e

Ta’awun
Members

The process flow is described below:

1. Ta’awun members appoint an Islamic bank as
the custodian of their regular contributions
and enter into a contractual agreement with
the Islamic bank to provide a Murabahah-
Ta’awun contract for them based on their
rotational contributions.

2. Once the terms and conditions of the contract
is agreed upon by both parties, the bank
makes an upfront payment to a vendor for the
purchase of the asset.

3. The vendor delivers the asset to the bank
without any encumbrance, thus transferring
the right of full ownership to the bank.

4. Simultaneously, the bank transfers the asset
to the Ta’awun recipient in the ranking order
provided by the Ta’awun group.

5. The Ta’awun members continue the
contributions and get the asset on rotational

basis until the last member receives his/her
asset.

The inclusion of the bank as a custodian
entity will rid the contract of mis-trust, mis-
management and default that have characterized
the existing practice of Ta’awun.

3.2 Discussion on Limitations and Potential Shariah
Risk of the Proposed Model:

The proposed model seeks to facilitate more financial
inclusion by promoting the purchase of assets and
equipment for a group of entrepreneurs lacking a lump
sum capital. By bridging this gap, the contract has the
capacity to stimulate the local production of goods and
services, reduce unemployment and increase the
standards of living of the society. Nonetheless, the
product faces the risk of default by participating
member(s). However, adequate risk management
mechanisms should be put in place to forestall the
potential danger of defaults resulting from credit risk.
Strict due diligence needs to be followed in approving
the proposal of any Ta’awun group and measures to
ensure compliance of the existing terms and conditions
must be effected. Significant among the list on the
Know Your Customers (KYC) would be to ensure that
every participating member is in a paid employment
without any encumbrance and operates their salary
account with the bank.

Furthermore, since the bank is expected to bear
the shortfall in the event of genuine default of one of
the participating members, the provision of an efficient
monitoring system will raise necessary red flags of
Ta’awun member(s) especially the ones that have taken
delivery of the asset and intend to take advantage of the
system. Also, the bank and the Ta’awun group can, as
a policy, enter into a Takaful agreement to mitigate the
impact of credit risk on the bank.

4. Conclusion and Recommendation

This paper proposed the Murabahah Ta’awun contract
as a veritable innovative Islamic financial product that
has the capacity to improve financial inclusion and
reduce the incidence of poverty among the community.
The product connects a group of entrepreneurs in need
of similar assets to expand their line of trades who are
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willing to make regular contributions towards the
purchase of the asset, with an Islamic bank that acts as
a custodian and financer to the 7a ’awun members. The
product is unique in the sense that it focuses on the
purchase of the asset which in turn has a multiplier
effect on the economy. Given that participating
members are known to each other and operate in the
same industry, Murabahah Ta’awun provides an
internal mechanism that can mitigate the credit risk that
seeks to be its bane.
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