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ABSTRACT

This article evaluates sharia microfinance's contribution in poverty alleviation, focusing
on rural farmer organisations. The methodology includes literature study, case studies,
and data on sharia microfinance programmes and associated subjects. The analysis
compared production, income, and farmer welfare before and after sharia microfinance.
The examination of sharia microfinance organisations is expected to improve farmer
groups' economic and social situations and increase their functions. Various literatures
highlight the role of microfinance organisations in agricultural productivity, farmers'
income, and education and health services. This talk also shows how sharia microfinance
can help rural small and medium-sized firms thrive, create jobs, and increase economic
independence. Therefore, sharia microfinance in agriculture must be improved and
expanded immediately. This includes educating and teaching on the principles and
benefits of sharia microfinance and encouraging the government and international
institutions to improve its infrastructure and capabilities. Access to sharia financial
services has also expanded. Thus, Islamic microfinance can effectively fight poverty and
improve rural communities' economies.

Keywords: Sharia Microfinance, Poverty Alleviation, Farmer Welfare, Farmer

Productivity

INTRODUCTION

Farmers in developing nations frequently have substantial obstacles when it comes
to obtaining finance, which is an essential element for their economic advancement and long-
term viability. Local businesses are vital to the economy, but they frequently face a lack of
financial backing, preventing them from growing or sustaining their operations (Badoc-
Gonzales et al., 2021; Veleva, 2021). This issue is not solely about the insufficient amount
of money, but also about the unsuitability of the financial products that are now available.
These products often fail to consider the specific risk variables that are inherent in
agriculture, such as unpredictable weather conditions and fluctuating market prices.
Consequently, numerous farmers are compelled to depend on loans from informal sources
that may impose exorbitant interest rates or unfavorable conditions, thereby exacerbating
their economic circumstances instead of facilitating their prosperity. Their limited access to
suitable finance solutions hampers their capacity to invest in advanced farming technologies,
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acquire premium seeds, or enhance their infrastructure efficiency. Consequently, this hinders
the potential rise in their farms” production and sustainability (Kim et al., 2020).

In the present era of globalization, it is becoming more and more crucial to find
funding options that align with ethical and ecological principles (Pies et al., 2010; Wood et
al., 2015) This is particularly significant in the financial sector, as it directly affects both the
economy and society. Ethical financing solutions foster trust and sustainability in the
relationship between fund providers and beneficiaries, while also directing investments
towards activities that promote social and environmental advancement (Rizzi et al., 2018).
Responsible financing in the agricultural setting, particularly in Java regions like West Java,
East Java, and Central Java, has the potential to promote sustainable practices such as organic
farming and the use of environmentally-friendly technologies. In addition, through the
promotion of equitable financing options, such as sharia microfinance which eliminates
interest and prioritizes profit sharing. This can facilitate economically marginalized people
in obtaining financing under more equitable and compassionate circumstances (McMullen,
2011; Shadmi et al., 2020) This not only contributes to the reduction of economic inequality,
but also establishes a more robust basis for inclusive and sustainable economic development.

In the worldwide drive to eradicate poverty, access to fair and sustainable financial
services is not only necessary, but also critical in boosting local economies and enhancing
the quality of life for people all over the world (Werhane et al., 2020). Farmers in poor
nations, in particular, confront significant hurdles in obtaining necessary cash to modernize
their enterprises (Thein, 2019). This is a significant expenditure that will necessitate the
acquisition of more efficient equipment, technology, and resources. Sharia microfinance,
based on justice and eliminating interest, offers an ethical and practical alternative to
traditional funding (Ali, 2012; Mia, 2024). Numerous financial models now in use still fall
short of reaching or satisfying the unique demands of farming communities, according to an
analysis of current gaps in inclusive financial services (Chitimira & Warikandwa, 2023).
Compared to urban or semi-urban settings, where conventional financial products may not
always react to the risks posed by external factors like weather and market price swings,
farmers frequently operate in quite different situations. On the other hand, Islamic
microfinance using models like Mudarabah or Murabahah is more relevant, but it is still
small and specialized, and its comprehension and use need to be improved, particularly in
the agricultural sector. This chance inspires a revolution in more equitable and successful
financial plans, especially made to assist farmers and bolster international initiatives to end
poverty

METHOD

This study employs a comprehensive methodology that includes a review of
literature, a case study analysis, and a data study to assess the impact of sharia microfinance
in aiding poverty reduction initiatives, specifically targeting farmer groups in rural regions.
The literature sources utilized pertain to sharia banking and microfinance, focusing on
programs that aid farmers in their endeavors to alleviate poverty. The data includes
information obtained from BPS, sharia banks, sharia institutions, their associations, and
other sources that specifically address microfinance and agricultural. The literature materials
utilized encompass both domestic and global perspectives pertaining to the subject under
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consideration. This includes governmental policies and laws that provide support for
agricultural initiatives and efforts to alleviate poverty. In addition, the approach to analyzing
this study involves examining literature, case studies, and employing data pertaining to
sharia microfinance programs and associated topics. An analysis was conducted to analyze
the situations prior to and following the introduction of sharia microfinance. This analysis
evaluated elements such as productivity, income, and the welfare of farmers.

RESULTS
Sharia Microfinance Concepts and Principles

Sharia microfinance is a financing system that is based on the principles of Islamic
law, which explicitly prohibit the practice of speculation (gharar) and usury (interest)
(Rovera, 2022; Tamanni & Liu, 2017). Speculation is prohibited due to the uncertainty and
superfluous risk it introduces, while usury, or interest, is deemed unfair because it imposes
additional responsibilities on borrowers (Conrad & Conrad, 2020). In sharia microfinance,
financial transactions must be founded on actual transactions for goods or services, and there
must be clarity and agreement regarding the terms and expected results (Kunhibava et al.,
2024). This guarantees that profits are generated through legitimate and productive
endeavors, rather than through exploitation or pure luck, and that both parties to a transaction
bear a proportional share of the risk. Consequently, the objective of sharia microfinance is
to establish a financial system that is both sustainable and ethical. Sharia microfinance is a
financial system that follows the principles of Islamic law, emphasizing fairness and
openness (Hidayat et al., 2021). Sharia microfinance is guided by fundamental principles
that include the prohibition of usury (interest), gharar (extreme uncertainty), and maysir
(speculation or gambling) (Hamidi & Worthington, 2021; Rovera, 2022). Consequently, it
is required that all monetary exchanges are devoid of any interest, the distribution of risks
should be equitably divided among those providing and receiving funds, and investments
should be directed towards both productive and morally upright endeavors. One of the
primary concepts in sharia microfinance is profit sharing, which is exemplified by two
primary models: Musharakah (joint venture) and Mudarabah (profit sharing) (Alhammadi,
2024; Mia, 2024). In Mudarabah, one party provides the entire capital, while the other party
oversees the business. Profits are distributed in accordance with a predetermined agreement.
In Musharakah, the business is jointly managed and all parties contribute capital, with profits
or losses being shared in proportion to their investment.

Furthermore, Murabahah (cost-plus financing) is an additional prevalent approach in
sharia microfinance. This method involves financial institutions purchasing products and
reselling them to customers at a price that includes a predetermined profit margin. This
approach is frequently implemented to finance working capital or acquire capital
commodities. This concept not only prevents usury but also advances the principles of social
equality and justice by enabling financial access for individuals who are unable or unwilling
to participate in the traditional financial system for religious reasons. As a result, Islamic
microfinance offers an ethical and inclusive alternative to poverty reduction and Economic
development.

Sharia microfinance products, including Murabahah and Mudarabah, are crucial in
the agricultural sector for providing financial assistance in accordance with sharia principles
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(Awan et al., 2023). Mudarabah, or profit cooperation, is an investment paradigm in which
an investor provides capital and another party (currently, a farmer or farmer group) manages
the business (Lajis, 2019; Nouman & Ullah, 2023). The capital provider is responsible for
losses, unless they are the result of the manager's negligence. Profits from the business are
distributed in accordance with a predetermined ratio. Farmers who lack the necessary funds
to invest in agricultural development or livestock procurement are particularly well-suited
to this model. Meanwhile, Murabahah is a type of financing that involves purchasing items
with the help of margin. In the agricultural setting, banks or Islamic financial organizations
engage in the purchase of items such as seeds, fertilizer, or equipment required by farmers.
These goods are then resold to farmers at rates that incorporate a mutually agreed upon profit
margin. These agreements offer transparency regarding expenses and advantages from the
beginning, enabling farmers to effectively handle their finances without becoming ensnared
in debt that accrues interest. These two products provide farmers with an ethical and
sustainable option to obtain financing, enhance productivity, and promote the sustainability
of their companies in alignment with sharia principles and regulations.

DISCUSSION
Case Study: Implementation in Farmer Groups

The implementation of sharia microfinance has emerged as a bright spot in the midst
of the economic challenges faced by farmers in Indonesia, particularly in several regions of
Java, including West Java, East Java, and Central Java. This has significantly improved the
efficiency and sustainability of local agriculture. The implementation of sharia microfinance
has created new opportunities for growth and innovation in the agricultural sector, as an
example, in an endeavor to enhance the welfare and productivity of farmers in Java regions
such as West Java, East Java, and Central Java. There are numerous poverty alleviation
initiatives that are specifically designed to enhance the quality of life for farmers and
agricultural workers, with the purpose of reducing poverty rates. The agriculture-based
poverty alleviation program is a program that endeavors to enhance the well-being of rural
communities and producers by implementing a variety of interventions in the agricultural
sector. Providing farmers with access to modern agricultural technology, increasing their
skills and knowledge through training, and facilitating access to agricultural product markets
are all components of this program. In addition, this initiative frequently entails the
establishment of cooperatives or farmer organizations and the provision of capital assistance
to enhance the bargaining power of farmers. This program is anticipated to reduce poverty
levels in rural areas and foster more sustainable and inclusive economic development by
enhancing farmer productivity and income.
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Figure 1. The initiative aims to alleviate poverty among farmers.
Source: (Kementeria Pertanian, 2018)

The adoption of sharia microfinance within farmer groups in regions like Java has
had a substantial influence on the growth of the local agricultural industry. Islamic financial
institutions utilize the Murabahah and Mudarabah models, which are specifically tailored to
cater to the requirements of farmers. In the context of Murabahah, financial institutions
purchase and supply equipment or seeds required by farmers, and subsequently resell them
with a fair and transparent profit margin. The Mudarabah model enables farmers to oversee
agricultural enterprises using funds provided by investors, and the profits are distributed in
accordance with the initial arrangement. An examination of this instance reveals that the
availability of sharia financing enables farmers to enhance their produce and embrace
advanced agricultural technologies. Access to interest-free funding enables farmers to have
more freedom to explore and implement experimental and innovative agricultural methods.
Consequently, numerous farmers were able to expand the scope of their activities and, over
time, attain enhanced economic viability. In the context of implementing Sharia
microfinance among farmers in Java, working capital is provided through the Murabahah
model, in which Sharia financial institutions purchase agricultural inputs such as seeds and
equipment and sell them back to farmers at a price that includes an agreed-upon profit
margin. This method ensures that transactions are transparent and equitable, in accordance
with Sharia principles that ban usury. Farmers can use this cash to gain access to quality
resources that were previously unavailable, resulting in greater production and operational
efficiency. Conversely, under other programs pertaining to lending for agricultural
businesses, this particular program aims to give government-backed finance to assist farmers
in acquiring capital at a reduced interest rate. Advantages encompass enhanced capital
accessibility for farmers, enabling them to get seeds, fertilizer, and agricultural equipment,
while also facilitating business expansion. This program aims to enhance farmers' production
and income, thereby contributing to the alleviation of poverty in rural regions. Considering
the circumstances, it would be more advantageous to handle this situation using a sharia
banking approach, specifically through the implementation of the murabahah or musyarakah
program. This would undoubtedly offer significant assistance and advantages to farmers.
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Figure 2. Credit mechanisms for people's businesses in the agricultural sector
Source: (Pertanian, 2022)

An examination of the implementation of this approach reveals that farmers can
enhance the scope of their enterprise and substantially augment their crop yields by
mitigating superfluous financial burdens and facilitating access to superior resources. This
technique additionally mitigates the financial risks faced by farmers since it liberates them
from the burden of interest-bearing loans, which can exacerbate financial strain, particularly
during periods of crop failure. Sharia microfinance, specifically using the Murabahah model,
has been successfully employed in the Java regions of West Java, East Java, and Central
Java to provide working cash for farmers to purchase agricultural inputs. This approach has
effectively supported farmers in enhancing the productivity and sustainability of their
companies. This concept exemplifies the application of Islamic finance principles to promote
inclusivity and sustainability in the agriculture sector by guaranteeing access to essential
resources and implementing a fair financing system. As the foregoing case study
demonstrates, sharia microfinance can be a valuable tool for raising the standard of living
for farmers and developing the agricultural industry. Application of this sharia finance
approach not only supports sustainable and socially equitable economic principles but also
helps to address the financial demands of farmers. Islamic microfinance has a lot of promise
to duplicate its success in other areas with comparable socioeconomic circumstances with
appropriate management.

Results and Impact Analysis

The agricultural sector in numerous regions of Java has experienced a substantial
improvement in production, efficiency, and producers' income as a result of the
implementation of sharia microfinance. For instance, a study conducted in Central Java
demonstrated that farmers who employed sharia financing products, such as Murabahah, to
acquire higher-quality seeds and fertilizer experienced an average 20% increase in rice crop
production compared to their previous levels of capital. Furthermore, farmers are able to
cultivate land more efficiently by utilizing more modern equipment, which is also funded
through the Mudarabah scheme. Statistics indicate that the time necessary for soil
preparation and sowing is reduced by approximately 30%, which directly contributes to
increased planting cycles per year and reduced operational costs.

Medan, North Sumatra, Indonesia, July, 4", 2024

Faculty Economics and Business, Universitas Muhammadiyah Sumatera Utara Page 1200 of 1205




(%\ c MIICEER 204

Proceeding 2" Medan International Economics and Business

Volume 2, Issue 1, 2024
“Human Resource Transformation and Collaborative Innovation to Build Independent
and Competitive Business in the Digital Era”

In terms of income, an average increase in farmer income of 25% was recorded after
adopting sharia financing. This not only reflects increased production but also results from
better financial management and lower financial burden due to interest avoidance (Hamdiah
& Asnariza, 2018). Farmers also observe enhanced income stability as a result of reduced
financial volatility, owing to more equitable risk-sharing frameworks in Islamic financing.
The data and figures acquired reveal that sharia microfinance has significantly increased
production capacity, operational efficiency, and farmer income in Java. By giving access to
ethical and sustainable money, Islamic microfinance contributes to good changes in
agricultural practices and farmer economic well-being. Implementing sharia microfinance in
Javanese farming villages has larger societal implications, including improved quality of life
and significant poverty reduction. Better access to education and healthcare is a key
component in improving quality of life. Farmers can have improved access to quality
education and health services for themselves and their family as their wages rise and the
economy stabilizes. As a result, it is apparent that this program significantly contributes to
raising the quality of education and overall welfare in the community. Additionally, sharia
microfinance has a crucial function in diminishing poverty rates within agricultural
communities. This is demonstrated through multiple instances of microfinance programs
implemented for farmers, particularly in various regions of Java. These programs have
resulted in a notable increase in production and income, leading to substantial improvements
in the economic circumstances of previously impoverished farmers. Individuals have the
ability to enhance their quality of life by elevating their living standards, upgrading their
residences, obtaining improved access to food and healthcare services, and ensuring their
children receive a superior education. This has the potential to establish a favorable cycle in
which the alleviation of poverty yields enduring advantages for future generations. This
social impact analysis demonstrates that sharia microfinance aims to achieve more than just
economic gains. It also strives to provide a wider and lasting effect by enhancing the overall
quality of life and diminishing poverty rates in agricultural areas. Thus, this strategy serves
as an instructive example of how financial practices rooted in sharia principles can have a
beneficial impact on fostering inclusive social and economic progress.

Challenges and Obstacles

Several specific challenges arise in the implementation of sharia microfinance in
agricultural communities, including issues of sharia compliance and acceptance by local
communities, which necessitate special attention. Ensuring that the products and services
provided are entirely in accordance with sharia principles is one of the primary obstacles.
This entails a meticulous product development process and rigorous monitoring to guarantee
that all transactions adhere to sharia regulations, including the prohibition of speculation and
riba (interest). Additionally, the effectiveness of sharia microfinance is significantly
influenced by the acceptance of local communities. Some communities may be apprehensive
about financial products that are based on religious principles, or they may have concerns
about their capacity to adhere to strict sharia requirements. Consequently, in order to foster
trust and raise awareness of the advantages of sharia microfinance in agricultural
communities, an inclusive and educational strategy is required. The effective execution of
sharia microfinance relies not only on technical elements like product development and
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operational processes, but also on social and cultural variables that impact the acceptability
and trust of local people. By employing the appropriate methodology and employing
efficient communication, it is possible to surmount these obstacles, therefore facilitating the
expansion and long-term viability of sharia microfinance in both rural and urban regions. In
order to address the difficulties encountered in implementing sharia microfinance, many
approaches have been employed, such as providing financial literacy programs and
establishing partnerships with local organizations. Financial literacy plays a crucial role in
enhancing community comprehension and consciousness of sharia principles and the
advantages of sharia microfinance. This entails the implementation of training and
communication initiatives specifically aimed at disseminating knowledge on Islamic finance
principles, elucidating the mechanics of Islamic microfinance products, and highlighting the
tangible advantages they offer to farmers. Financial literacy also enables farmers to
comprehend their entitlements and responsibilities as debtors and stakeholders, as well as
how to efficiently handle their finances. Additionally, it is crucial to fortify the support and
acceptability of sharia microfinance through collaboration with local institutions, including
regional governments, community organizations, and religious institutions. Sharia
microfinance institutions can establish strategic partnerships through this collaboration,
which will allow them to access a broader network, provide support services such as training
and guidance, and secure the institutional support required for their growth and development.
Furthermore, the community's trust and acceptance of sharia microfinance products and
services are bolstered by collaboration with local institutions, which typically have strong
relationships and access to local communities. This approach demonstrates that the sharia
microfinance infrastructure and ecosystem at the community level are significantly enhanced
by financial education and collaboration with local institutions. By enhancing local support
and networks and increasing understanding and awareness of sharia microfinance, it is
possible to more effectively address challenges in implementation, thereby facilitating the
sustainable and inclusive growth of the sharia microfinance sector in Java.

Recommendations and Upcoming Actions

To enhance its effectiveness, sharia microfinance must focus on implementing
strategic measures that encourage the expansion of the agriculture sector. In the future, it is
necessary to take several steps to support the agricultural sector, particularly in terms of
collaborating with the government. This collaboration can effectively encourage regions to
develop policies and regulations that facilitate the expansion of the sharia-based agricultural
sector. This strategy encompasses offering financial incentives to Islamic financial
institutions, facilitating land and natural resource acquisition, and implementing training and
education initiatives to educate farmers on the principles of Islamic financing. Furthermore,
establishing partnerships with global organizations such as the World Bank, International
Monetary Fund (IMF), and International Welfare and Development Organization (UNDP)
can be instrumental in extending the influence of sharia microfinance and enhancing
institutional capabilities. This global organization can offer technical and financial
assistance, as well as facilitate the establishment of international collaborations for the
sharing of expertise and exemplary methods in the advancement of sharia-compliant
microfinance in the agriculture industry.
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In addition, it is imperative to enhance the range of goods offered, as sharia
microfinance institutions must strive to create products and services that are better aligned
with the specific requirements of farmers. This strategy encompasses sharia-compliant
agricultural insurance products, funding for agricultural infrastructure such as irrigation and
harvest storage, as well as training and mentorship initiatives aimed at enhancing farmers'
proficiency in management and marketing. Additionally, it is necessary to enhance outreach
and education efforts. This activity serves as a method to provide outreach and education to
the community and farmers, specifically about the advantages and principles of sharia
microfinance. This method can be implemented through training programs, seminars, and
workshops conducted by sharia microfinance banks in partnership with local governments,
foreign institutions, and local community organizations. Consequently, implementing the
aforementioned measures can enhance the efficiency of sharia microfinance in the
agricultural domain, bolster the well-being of farmers, boost productivity, and alleviate
poverty levels in agricultural communities in Java and other areas

CONCLUSION

The significance of sharia microfinance in assisting farmers is crucial to endeavors
aimed at reducing poverty. Sharia microfinance offers not only financial access but also
adheres to fair and sustainable standards. Additionally, this encompasses instruments that
empower farmers to enhance their livelihoods by augmenting their productivity and income.
In addition, this institution plays a crucial function as a catalyst for significant social
transformation, facilitating the economic growth and overall improvement of the quality of
life for rural communities. Moreover, it is imperative to sustain the progress and promotion
of sharia microfinance in the agriculture industry, as it is a crucial measure towards achieving
the objective of widespread and enduring poverty reduction. The potential of sharia
microfinance include the extension of its paradigm, as previously mentioned, and its
applicability to other locations and sectors that necessitate similar approaches. This
expansion potential encompasses not only regions in Java, but also other regions in Indonesia
that has substantial agricultural potential. In addition, the sharia microfinance model can be
applied to other industries such as fisheries, cattle, and creative industries. These sectors
often encounter similar difficulties in obtaining money, similar to those faced by farmers.
Thus, by adopting a strategy to increase the scope of geographical and sectoral coverage,
sharia microfinance can offer more advantages to a larger population, thereby contributing
to the enhancement of the local economy and the reduction of poverty on a wider scale.
Hence, it is imperative to underscore the advantages of the sharia microfinance strategy,
which not only acknowledges substantial enhancements in productivity but also prioritizes
its broader influence in fostering equity and sustainability. Sharia microfinance enables
farmers to improve their lives in a just and sustainable manner, without imposing unjust
financial obligations. Therefore, this method not only yields superior economic results, but
also establishes a more stable basis for comprehensive and enduring economic development.
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