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دعم دور المؤسسات المالية الإسلامية في الحد من الفقر
ملخص: 


يعتمد النظام الاقتصادي الإسلامي على دعائم أخلاقية تقوم على تحقيق التقدم والتوزيع العادل للثروة بين المسلمين، ومع هذا فإن الفقر ينتشر في معظم أنحاء العالم الإسلامي. يعتبر الحد من الفقر شاغلا أساسيا على المستويات المحلية والوطنية والدولية، وهناك جهودا تبذل من جانب الأفراد والمنظمات الحكومية والأهلية والمؤسسات الدولية من أجل محاربة الفقر ورفع مستوى المعيشة للطبقات المحرومة في المجتمع، إلا أن ما يتم تحقيقه في هذا المجال مازال محدودا.

يهدف هذا البحث إلى دراسة الدور الذي تقوم به المؤسسات المالية الإسلامية في مجال الحد من الفقر في العالم الإسلامي وكيفية دعم هذا الدور.  وتشير الدراسة إلي أن هذه المؤسسات تقدم العديد من الأنشطة والخدمات المالية التي تلتزم بأحكام الشريعة الإسلامية، وتعمل في مجالات عدة من أهمها البنوك التجارية ومؤسسات التأمين وبنوك التمويل. إلا أن المؤسسات المالية الإسلامية تولي اهتماما محدودا لتقديم الأنشطة والخدمات المالية التي تلبي احتياجات الطبقات الفقيرة في المجتمع.


يوضح البحث أنه يمكن لهذه المؤسسات أن تكثف دورها في الحد من الفقر  في العالم الإسلامي من خلال تطبيق سياسات مالية تدعم الفقراء من أهمها: تنوع مزيج الأنشطة والخدمات التي تقدمها وإدراج تلك التي يحتاجها الفقراء، توسيع نطاق انتشار هده الخدمات لتصل إلى المناطق الفقيرة والتجمعات السكانية الصغيرة، زيادة حشد الموارد المالية من خلال تجميع أموال الزكاة والصدقات وتوجيهها مباشرة لتوفير الاحتياجات الأساسية للفقراء، بالإضافة إلى إدارة صناديق الوقف لتحقيق موارد مالية يمكن استخدامها في تمويل مشروعات وأنشطة من شأنها الحد من الفقر ورفع مستوى معيشة الطبقات الفقيرة في المجتمع.      

Abstract:

The Islamic economic system has ethical foundations which are based on achieving prosperity and fair distribution of income and wealth among Muslims. However, poverty is spread in most of the Islamic world. Poverty alleviation is considered a major concern on the local, national and international levels. Households, government agencies, non-government institutions, and international organizations intend to fight poverty and improve the standard of living of deprived population. Nonetheless, actual achievements are still limited. 
The objective of this paper is to study the role of the Islamic financial institutions in alleviating poverty in the Muslim world, and how this role can be enhanced. The paper concludes that IFIs do have a wide variety of financial products and services which comply with Islamic law. These institutions are working in many fields of finance such as: commercial banking, insurance, and investment banking. Nonetheless, limited attention is paid to providing the poor with their needs of financial services and products. 
This research indicates that IFIs can intensify their contributions by incorporating new pro-poor financial development policies including: diversifying the mix of financial activities to incorporate those needed by the poor, expanding the IFIs financial activities into rural areas and small communities, increasing resources mobilization through the collection of Muslims' zakah and sadakah and directing them to provide the poor with their basic needs,  and managing waqf funds to generate financial resources which can be used to finance projects and activities capable of alleviating poverty and improving the standard of living of poor people.
Introduction:
One of the basic principals of Islamic faith -which affects the whole economic and social conditions of society- is intentionally or unintentionally forgotten. It is related to the belief that an individual should utilize all his/her physical and mental abilities to play an active role on whatever level possible. Individuals are expected to help themselves and help others to live a sustained life. Individuals are also expected to attain income to satisfy their needs, and to share it with those who are less fortunate. Neglecting or misunderstanding such basic believes has let people try forcefully to maximize their wealth accumulation, put no limit on their desires, and forget all about sharing. 
The desire to maximize wealth accumulation has led people to use means which are not acceptable in the Islamic law (shariah). This does not mean that an individual has no right to get return for utilizing his/her capital in an economic venture. Islam does not deny this right, but the issue is how it can be acquired. Islamic law identifies different ways to organize economic ventures, through which the different means of production -including capital,- can cooperate to produce required goods and services. This law also indicates how to share the return of such ventures. 
The Islamic way of sharing this return among the  possessors of factors of production (e.g. labors, land owners, capitalists and managers) guarantees its fair and just distribution. In many circumstances, the desire to maximize the return on capital would be on the expense of the return on the other factors of production. Islam is concerned about avoiding misdistribution of wealth and resource endowments, in order to save the society from facing tremendous socio-economic and political problems.

Poverty and income disparity are two of the main byproducts of the misdistribution of wealth and resource endowments. Poverty is considered the evil of any economic and social system. Poverty alleviation on the national and international levels is one of the main challenges facing developed and less developed countries. Fighting poverty is the responsibility of individuals, governments, and related organizations. Islamic economic system lays the principles of poverty elimination. 
Since their inception in the mid 1975s, Islamic financial institutions have considered poverty alleviation as one of their major areas of interest. Guided by the Islamic law and its approach to eliminating poverty, they incorporated pro-poverty services into their activity portfolios. However, poverty still persists. The main questions addressed in this paper are, what have these institutions done to help the poor, and  how can they be more active in this regard.
This paper discusses six main points: 1) the meaning of poverty and how it is measured, 2) the Islamic perspective of poverty alleviation, 3) national and international involvements in fighting poverty, 4) the role of financial institutions in alleviating poverty, 5) the basis of Islamic financial institutions’ operations, and 6) the main policy options to enhance the role of Islamic financial institutions in alleviating poverty.
I. The meaning of poverty and its measurement:
1.1 Defining Poverty: 
Poverty is one of the vital concerns in most countries whether developed, developing or less developed. Some of the basic issues that need to be identified before discussing poverty alleviation in general or according to the Islamic faith are: what is meant by poverty, why there are poor people, and how they can be identified. 
A wealth of literature focuses on discussing the meaning of poverty, and  identifying the most appropriate indicators which can be used to measure its magnitude on the national and international levels. However, it is indicated that there is no optimal definition to describe poverty, or a measurement technique to compare poverty across countries or among different parts of a country (Sirageldin 2000). 
Development studies specialized in poverty related issues indicate that at the beginning of the 20th century, poverty standard was based on estimates of the minimum level of nutritional and food requirements. In the 1960s, it was based on the level of income, reflected in macro-economic indicators like Gross National Product per head. At the beginning of the 1970s, poverty was defined not just as a failure to meet minimum nutrition or subsistence levels of income, but also as a failure to reach the living standards prevalent in a given society. By mid-1970s, poverty was identified as the lack of access to health, education and other services. 

The 1980s witnessed major development in defining poverty.  Non-monetary aspects (e.g. powerlessness, isolation, vulnerability, and lack of participation; security and social relations) were incorporated into the meaning of poverty since that time. This led to further broadening the concept of poverty to include sustainable livelihood, the environment, and the empowerment of women. During the 1990s, the meaning of poverty was augmented to include new human development dimensions such as: the availability of opportunities and choices needed to enable the person to lead a long; healthy; and creative life, and to enjoy a decent standard of living; freedom; dignity; self-esteem; and the respect of others (Maxwell 1999).
Poverty has been identified at various levels. The most popular types of which are: extreme, overall, and human poverty. Extreme poverty (or absolute poverty) refers to lack of income necessary to satisfy basic food needs- usually defined on the basis of minimum calorie requirements. Overall poverty (or relative poverty) is defined as the lack of income necessary to satisfy essential food and non-food needs such as: clothing, energy, and shelter. Human Poverty refers to the lack of basic requirements to sustain basic human capabilities such as: illiteracy, malnutrition, abbreviated life span, poor maternal health, illness from preventable diseases, and lack of access to goods; services; and infrastructure (e.g. energy, sanitation, communication, and drinking water) necessary to sustain basic human capabilities (UNDP 2000: ch.1).
1.2 Major Factors Intensifying the Poverty Problem:

Dealing with the poverty problem in Less Developed Countries requires first of all identifying the main circumstances leading to such condition. Development experts argue that the main reasons of the growth of poverty on the national level include: long-standing inequalities in the distribution of initial asset endowments, social; cultural; and political constrains, and governance and institutional failures. It has been also indicated that the roots of poverty are not in the community at the local level. Poverty is essentially a socio-political product of the systems imposed from the top at the national and international levels (Jan 2002).
One of the main factors which intensify the problem of poverty is the lack of job opportunities. Meanwhile, many working people are also poor such as: self-employed, unpaid family workers, disabled, and people engaged in very low paid jobs. The existence of full; decent; and productive employment depends to a great extent on the nature of national policies adopted to reduce poverty, and the size of investments in education; training; technological progress; and micro-credit programs. 

Generally, the gap between the haves and have nots on the national and international levels is widening. Recent studies show that 74% of total income of world is shared by 20% of the world population. Among the major factors contributing to this situation are: lack of organized system capable of handling poverty alleviation efforts, insufficient awareness of the needs and rights of the poor, and lack the moral responsibility of the rich towards them. With the growing numbers of population especially in developing countries, reducing poverty requires not only the good will and resources, but also the right institutions and systems capable of handling this responsibility.

International development researchers and practitioners used to think that rapid economic growth would lead to poverty reduction. Yet, it has been realized that this is not usually the case. It is becoming clear to many of them that poverty reduction can be achieved not through economic growth only, but governance as well. Meanwhile, growth generates more income, but the poor are unlikely to receive a fair share of this increased income if they are not economically, socially and politically empowered. 

National development policies generally intend to insure that the poor are treated equitably. However, funds assigned for poverty eradication programs do not usually reach the poor. Lack of appropriate poverty alleviation national policies, lack of accountability, and poor management of available resources are among the main reasons for this situation. It has been argued that dealing with it may require external support to assist those countries -firmly committed to reducing poverty- formulate the systems needed to meet their objectives. Such systems should confirm with the economic conditions of the countries where these systems are applied (UNDP 2000: ch.3).

1.3 Measuring Poverty:
Measuring poverty is considered a problematic issue. For example,   identifying the basis used for measurement is not usually clear-cut. A lot of alternative basis do exist such as: individual or household measures, private consumption only or private consumption plus publicly provided goods, monetary or monetary plus non-monetary components of poverty, snapshot or timeline, actual or potential poverty, stock or flow measures of poverty, input or output measures, absolute or relative poverty, and objective or subjective understanding of poverty. 
Another problem is related to measuring poverty on the international level. Comparing poverty levels among countries is affected by the difference of the cost of living (e.g. food and housing) in these countries. Serious efforts have been directed towards developing reasonable estimates for most of the countries in the world. 
The World Bank produced its first global poverty estimates for World Development Report 1990 for developing countries using household survey data for 22 countries. These estimates were based on an international poverty line of $1 a day standard, measured in 1985 international prices and adjusted to local currency using purchasing power parities (PPP). But PPP rates were designed for comparing aggregates from national accounts, not for making international poverty comparisons. 
In a new development, the World Bank Development Research Group published “World Development Indicators”  which includes calculation of the number of people living below various international poverty lines, as well as other poverty and inequality measures. It is estimated that out of the 6.1 billion population of the world, more than %16 of them live on less than $1 per day, and almost %50 on less than $2 per day. (World  Bank 2005).

1.4
Regional Poverty Conditions:

The World Bank estimates of poverty levels in the different regions provide important indications of poverty conditions around the world. Table (1) shows that since the early 1980s, the share of people living below the international poverty line has been decreasing allover the world except in the Sub-Saharan Africa region and Europe & Central Asia. Civil wars, tensions among neighboring countries, and droughts are among of the main reasons for the increasing poverty in the first region. Political unrest and migration from Less Developed Countries are major contributing factors to the increased poverty in the Europe & Central Asia region. 
The East Asian & Pacific region has witnessed an impressive decline in poverty level since the 1980s. The main reason for this improvement is related to national commitment to economic and social development and equity. The Latin America & Caribbean region maintained the same level of poverty. The Middle East and North Africa region  had the second lowest level of poverty in 1981 and continued to have a decreasing share of people living under the poverty line. Oil production, industrialization and the growth of service sector in these economies have played an important role in helping the poor through different approaches such as: governments provision of social services; subsidized food and low cost housing, and the public and private sectors provision of job opportunities for this segment of society.  
The estimated shares of people living on less than $2 a day show that the majority of the world population is in this category. Table (2) indicates that in the early 1980s, nearly 90% of people in China and South Asia, and 85% of people in East Asia & Pacific countries lived on less than $2 a day. A considerable decline occurred since then. Yet, the share of people in this category still high. About three fourths of he Sub-Saharan region suffer from lack of sufficient resources to satisfy their basic needs. As for the European & Central Asian countries, they have the lowest share of people living on less than $2 a day. However, this rate increased more than four folds during two decades.
II. The Islamic Perspective of Poverty Alleviation: 

According to Islamic faith, poverty alleviation is the responsibility of both individuals and the state, whether separately or jointly. Individuals are expected to be sensitive to the needs of those who are near and close to them, physically or in terms of kinship. While managing the allocation of its resources; redistribution of its income; and achieving higher levels of development, the state is expected to take into consideration the needs of the poorest segment of society. 

	Table 1: Estimated Share of people living on less than $1 a day (%)               
                1981-2001.

	Region
1981
1984
1987
1990
1993
1996
1999
2001
East Asia & Paciﬁc

57.7

38.9

28.0

29.6

24.9

16.6

15.7

14.9

   China

63.8

41.0

28.5

33.0

28.4

17.4

17.8

16.6

Europe & Central Asia

0.7

0.5

0.4

0.5

3.7

4.3

6.3

3.6

Latin America & Caribbean 

9.7

11.8

10.9

11.3

11.3

10.7

10.5

9.5

Middle East & North Africa

5.1

3.8

3.2

2.3

1.6

2.0

2.6

2.4

South Asia        

51.5

46.8

45.0

41.3

40.1

36.6

32.2

31.3

Sub-Saharan Africa        

41.6

46.3

46.8

44.6

44.0

45.6

45.7

46.4

Total        

40.4

32.8

28.4

27.9

26.3

22.8

21.8

21.1

   Excluding China       

31.7

29.8

28.4

26.1

25.6

24.6

23.1

22.5




Source: World Bank 2005, World Development Indicators, table 2.5, www.worldbank.org
	Table 2: Estimated Share of people living on less than $2 a day (%)                   

               1981-2001.

	

	Region

1981

1984

1987

1990

1993

1996

1999

2001

East Asia & Paciﬁc

84.8

76.6

67.7

69.9

64.8

53.3

50.3

47.4

China

88.1

78.5

67.4

72.6

68.1

53.4

50.1

46.7

Europe & Central Asia

4.7

4.1

3.3

4.9

17.2

20.7

23.8

19.7

Latin America& Caribbean

26.9

30.4

27.8

28.4

29.5

24.1

25.1

24.5

Middle East & North Africa

28.9

25.2

24.2

21.4

20.2

22.3

24.3

23.2

South Asia

89.1

87.2

86.7

85.5

84.5

81.7

78.1

77.2

Sub-Saharan Africa

73.3

76.1

76.1

75.0

74.6

75.1

76.1

76.6

Total

66.7

63.7

60.1

60.8

60.2

55.5

54.4

52.9

Excluding China

58.8

58.4

57.5

56.6

57.4

56.3

55.8

54.9




S  Source: World Bank 2005, World Development Indicators, table 2.5. www.worldbank.org
Any society, whether in the developed or developing countries, has a long list of welfare problems which need to be confronted. The state alone might not be able or qualified to take care of all of them. Individual active participation in helping those in need in any way possible would make the welfare system more effective. It is also important to insure the organization and coordination of individual and government roles in order to avoid duplication of effort and to maximize welfare coverage. 

Abdul Karim (2004) indicates that Islam, in contrast to the modern concept of the welfare state, holds the individual as much as the state responsible for the welfare of all members of society, particularly kinship and those who belong to the same community. He argues that this joint responsibility makes the welfare system more effective and comprehensive. Target groups of the deprived or underprivileged members of society are specifically identified in the Holy Quran which also clarifies how those groups can be helped or provided for.
Islamic law is clear about the responsibility and the role of both individuals and the state regarding poverty elimination. The shariaa also provides guidance to how such role can be undertaken. Islamic ethical system supports poverty alleviation strategies that are based on the principle of promoting economic growth, productive equity, and individual commitment. (Sirageldin 2000). The Holly Quran provides guidance for coordinating the role of the State and individuals in instituting and managing the welfare system. Detailed mechanics of the combination of both roles is left to the current conditions of society.
In order to form an Islamic welfare society, it is essential to apply the basic Islamic values of life. The most important of these are the believe in the existence of God-the creator, temporary life on earth, accountability of all actions on the Day of Judgment, and reward by the All-Aware according to the real motive of every human action. Among the principle pillars of an Islamic society are love and fear of God, honesty, and justice. It has been recognized more recently that these are essential pre-requisites of a civilized society. 
The Holy Quran specifies the main financial sources for welfare activities.  Zakah, which is compulsory levied in different forms is the main financial resource to support certain target groups. Muslims are also strongly urged to undertake welfare activity on a purely voluntary basis. There are a countless forms of such activities which range from very small and costless deeds to very expensive activities, which are all highly appreciated.
The merit of charitable activities is not related to its monetary value, what is important is the spirit behind it. Every Muslim, regardless of his/her means, is expected to participate in this act of virtue. The Holy prophet explained this by saying: "He who has an extra mount should give that to the one who has no mount, and one who has surplus of provision he should give it to the one who is without it." Muslim, the companion (RA) who reported this saying commented, "The Prophet made mention of so many kinds of wealth until we were of the opinion that none of us has any right over surplus" (Abdel Karim, 2004).
The Holy Quran indicates that Muslims should do the following deeds:

" وأقيموا الصلاة وأتوا الزكاة وما تقدموا لأنفسكم من خير تجدوه عند الله إن الله بما تعملون بصير" “And be steadfast in prayer and regular in charity and whatever good you send forth for your souls before you, you shall fit it with God, for God sees well ass that you do” (2:110)

"...لكن البر من آمن بالله واليوم الآخر والملائكة والكتاب والنبيين وآتي المال على حبه ذوي القربى واليتامى والمساكين وابن السبيل والسائلين وفي الرقاب وأقام الصلاة وأتى الزكاة... " “..But it is the righteousness to believe in God and the last day and the angels and the book and the messengers, and to spend of your substance out of love for Him, for your kin, for orphans, for the needy, for the wayfarer, for those who ask, and for the ransom of slaves; to be steadfast in prayer, and practice regular charity…” (2:177)

"لن تنالوا البر حتى تنفقوا مما تحبون وما تنفقوا من شئ فإن الله به عليم"     
"Never shall you attain to righteousness unless you spend out what you love, and whatever you spend Allah surely knows it well." (3:92). 
" وأنفقوا من ما رزقناكم من قبل أن يأتي أحدكم الموت فيقول رب لولا أخرتني إلى أجل قريب فأصدق  وأكن من الصالحين"  
"And spend out of that with which We have provided you before death comes upon one of you and he says, 'My Lord! If Thou wouldst grant me respite for a little while then I would give alms and be among the righteous."  (63:11) 
As people  (men and women) are urged to be supportive of each others, great rewards are promised to those who sincerely take positive actions.
  "إن المصدقين والمصدقات وأقرضوا الله قرضا حسنا يضاعف لهم ولهم أجر كريم" 
"As to the men that give alms, and the women that give alms and those who lend to Allah a goodly loan-it will be increased manifold for them and theirs will also be an honorable reward." (57:19)               
"إن الذين آمنوا واعملوا الصالحات وأقاموا الصلاة وآتوا الزكاة لهم أجرهم عند ربهم ولا خوف عليهم ولا هم يحزنون" 
“Those who believe and do deeds of righteousness and establish regular prayers and regular charity will have their rewards with their Lord, on them shall be no fear nor shall they grieve.” (2:277) 
 The Holy Prophet also said:        “" إن الحسنات يذهبن السيئات كما تطفئ الماء النار           

 "Charity wipes out sins as water extinguishes fire." (Tirmidhi)
" إثنان  يغبطان ... ورجل أعطاه الله مالا فأنفقه في سبيل الله آناء الليل وآناء النهار"  
"two persons are to be envied ...and he upon whom Allah bestows wealth and he spends in the cause of Allah through the hours of the night and day." (Bukhari) 
The above citations from the Quran and Hadeeth indicate that the Islamic approach to poverty alleviation should generally be based on the existence of four main conditions: a) the design of fiscal and monetary policies ensures the flow of resources to the poor, b) the design of the legal and institutional systems assures that wealthy people transfer regularly the due zakah to the poor and the needy, c) financial sources for poverty alleviation include voluntary transfer as well as compulsory regular transfer from the well-off to the poor, and d) the provision of interest-free loans is necessary to make funds available to the needy. 

III. National and International Involvements in Poverty Alleviation:
3.1
 National Participation in Poverty Alleviation:

Development specialists argue that in order to achieve positive results in the battle against poverty, public policy in Less developed Countries need to be embodied in a number of anti-poverty strategies including: redistribution of physical assets, provision of human or social development services (e.g. basic education, shelter, health care, water, and electricity), social welfare and insurance, and security and protection against violence. In addition to these strategies, it is very important to have a good government capable of winning the fight against poverty. Such government should be characterized by: sound moral foundation, a philosophy of transparency, effective implementation, strong leadership, and fairness of the election process.

Governments in many LDCs adopt different types of programs devoted to poverty alleviation. These programs are in three categories: basic social services (i.e. education, health, housing and utilities), consumer subsidies mainly of food, labor-intensive public works for the unemployed, and cash transfer programs. The main problem which limits the effectiveness of such programs is the difficulty of targeting the poor, and the benefits are too small to lift people out of poverty. 
In their fight against poverty, LDCs face a number of challenges which limit the achievements of these countries’ poverty alleviation goals.  These challenges are mainly related to the difficulty of: a) identifying  the most financially-sustainable programs that reach the poor, b) rationalizing the existing programs and improving their cost-efficiency through better management and targeting,  and c) designing and implementing a monitoring system which ensures the effectiveness of these poverty alleviation programs (World Bank 2005). 

The experience of many developing countries indicates that the achievements of their efforts in fighting poverty are quite limited. It has been argued that the LDCs’ anti-poverty plans are usually based on general, vaguely worded objectives with unrealistic; unachievable; and no time-bound goals and targets. Reaching better results in reducing poverty in those countries would be based on a number of factors mainly: maintaining accountability and transparency in the use of poverty alleviation funds, generating more tax revenues to support poverty alleviation programs, applying decentralization to help local governments increase their competence; revenues; and their responsiveness to the needs of the poor, promoting community participation, and developing stronger organizations for the poor. 
3.2
 International Participation in Poverty Alleviation:

On the international level, the United Nations Development Program is committed to eradicating poverty worldwide. This program focuses on providing countries with what they most need and what the program is best at providing mainly: helping these countries improve their policy-making, and enhance their ability to build institutions as the principal means to eradicate poverty. The UNDP also provides countries with the technical advice resources needed to make their governance structures more participatory, more accountable, and more pro-poor.
There is also a large number of other international organizations which are involved in the international battle against poverty. These organizations have different approaches to reach their goals and also have different levels of achievements. On the top of the pro-poverty international organizations, in addition to the United Nations we can find: the International Monetary Fund, the World Bank, the Asian Development Bank, the African Development Bank, the International Labor Office, the Islamic Development Bank, and the Food and Agriculture Organization.
3.3 NGOs’ Participation in Poverty Alleviation:

The NGOs are also considered a major partner in the war against poverty on the local, national and international levels. There are different types of NGOs involved in this war such as: a) local organizations whose participants are also the direct beneficiaries of their activities, b) external organizations which provide goods and services to the poor but do not directly represent them, c) national NGOs which focus on advocating poverty alleviation policies on behalf of the poor at the national level, as well as providing benefits directly to them, and d) international NGOs which concentrate on providing different types of programs to help the poor especially in LDCs.
IV. The Role of Financial Institutions in Alleviating Poverty: 
4.1
Financial Services Required to Assist the Poor:
The study of the structure and functions of financial institutions indicates that they cannot cause economic growth, but they can play a major role in facilitating it. The effectiveness of financial institutions in helping the poor can be improved through increasing the coverage of their specific financial needs, and expanding access for disadvantaged groups including women and the landless. (Gonzalez-Vega, 1994) 

  Financial institutions are expected to play an important role in enabling the poor to participate in the economic development process, and to benefit from its outcome. The availability of appropriate financial services is expected to improve the productivity of poor people, increase their abilities of poor people to satisfy their own needs, and reduce their reliance on public assistance.
The ability of financial institutions to benefit the poor depends to some extend on the mix of services offered. The main financial services those clients need include the following (Nelson 1999):
a) Transferring funds through different payment mechanisms (e.g. checks, money orders, or cash) to the poor. This service is usually delivered by postal networks, and sometimes commercial banks which have branches in small towns and rural areas.

b) Managing liquid assets for the poor. Sometimes they can have enough cash while other times they are in desperate need of it. Financial institutions can provide liquidity management service which would benefit the community poor whether personally or collectively.

c) Providing important intermediation of funds services such as: deposit and savings mobilization, credit, and managing financial risk.

d) Providing subsidized micro-credit programs. Subsidization of interest rates in credit programs is considered the key to sustainability.

e) Offering "social intermediation". These services can help the poor by improving their access to sustained financial sources, develop their self-confidence, and improve their management skills.

f) Reaching poor women, especially the head of households and providing them with their needs of different financial services.

Generally, access to appropriate financial services enhances the ability of the poor to help themselves in establishing work opportunities which provide them with sources of income. Financial institutions can also facilitate the provision and maintenance of shelter, which poor people can not obtain without help. The effectiveness of financial institutions in delivering services that meet these needs can be improved through: facilitating intermediation between informal and formal financial institutions, increasing coverage of the poor, expanding access for disadvantaged groups, and enhancing the outreach and sustainability of financial institutions. 
4.2 Pro-Poor Financial Institutions, the Grameen Bank Experience: 
Many financial institutions are actively involved in poverty reduction activities. Many of these institutions are successful in mobilizing resources and providing reasonable credit programs for the poor in rural and peripheral urban areas. Grameen Bank is the best known pro-poor financial institution worldwide. It is specialized in providing micro and small loans without collateral to the rural poor, in addition to other services and skills development activities. 
Grameen Bank Project was first established in the village of Jobra, Bangladesh, in 1976, then it was transformed into a formal bank in 1983. The bank works exclusively for its poor borrowers who own 94% of the total equity. The remaining 6 percent is owned by the government. In 1995, the bank borrowers decided quit receiving donor funds. The last installment of the previous funds was received in 1998 (Yunus 2006). 
Although the Bank does not require any collateral against its micro-loans, each borrower must belong to a five-member group, but there is no form of joint liability. Table (3) shows that by 2006, the total number of borrowers was 6.61 million, 97% of them were women. Total amount of loan disbursed by the Bank since 1976 is more than US$ 5.7 billion, with nearly 90%  repayment rate. 
Grameen did not make any profits until 1984, after it became an official bank. Since then, the bank has made profit every year except in 1991 and 1992. Table 3 shows that annual profit has improved dramatically since the beginning of the 2000s. It increased from US $1.02 million in 2001 to US $ 15.21 million in 2005. Total accumulated net profit in 2005 was about US$36.2 million. The bank transfers all its profit to a Rehabilitation Fund created to cope with disaster situations. This is done in fulfillment of a condition imposed by the government for exempting Grameen Bank from paying corporate income tax.

Grameen Bank's interest rate is lower than government rate. The bank charges four different interest rates for loans: 20% for income generating loans, 8% for housing loans, 5% for student loans, and 0% (interest-free) loans for Struggling Members (beggars). All interests are simple interest, calculated on the declining balance of a loan. In terms of deposits, the bank offers interest rates which range between 8.5%  and 12% (Yunus 2007).

Grameen Bank introduced the housing loan program in 1984. It offers housing loans up to about US $ 250 to be repaid over a period of 5 years in weekly installments. Table (3) shows that since the inception of this program, the bank offered  about US$ 203.5 million in housing loans for its clients to build more than 640,000 house. 

Grameen Bank provides larger loans, called micro-enterprise loans, for fast growing businesses. There is no restriction on the loan size. Nearly one million borrowers benefit from this program. These loans finance various types of projects such as: power-tiller, irrigation pump, transport vehicle, and river-craft for transportation and fishing.
	Table 3 : Growth & Development of Grameen Bank       Activities 1976-2006  (US$ Million)
	
	

	Year
	Number of
	Number of 
	Number of
	% Female
	Loan
	Housing Loan
	Number of
	Profit/loss

	 
	Branches
	Villages
	Members
	Members
	Disbursement
	Disbursement
	Houses
	for the Year

	1976
	                 1 
	                   1 
	                       10 
	         20 
	               0 
	               -   
	                -   
	0

	1979
	                 6 
	                 17 
	                  2,200 
	         41 
	               0 
	               -   
	                -   
	0

	1980
	               24 
	               363 
	                14,830 
	         31 
	               1 
	               -   
	                -   
	0

	1981
	               24 
	               433 
	                24,128 
	         39 
	               3 
	               -   
	                -   
	0

	1982
	               54 
	               745 
	                30,416 
	         39 
	               5 
	               -   
	                -   
	0

	1983
	               86 
	            1,249 
	                58,320 
	         46 
	             10 
	               -   
	                -   
	-0.0059

	1984
	             152 
	            2,268 
	              121,114 
	         56 
	             22 
	.07 
	              317 
	0.0009

	1985
	             226 
	            3,666 
	              171,622 
	         65 
	             38 
	                 1 
	           1,581 
	0.0017

	1986
	             295 
	            5,170 
	              234,343 
	         74 
	             57 
	                 1 
	           2,042 
	0.002

	1987
	             396 
	            7,502 
	              339,156 
	         81 
	             83 
	                 6 
	         23,408 
	0.0023

	1988
	             501 
	          10,552 
	              490,363 
	         86 
	           124 
	               11 
	         44,556 
	0.0036

	1989
	             641 
	          15,073 
	              662,263 
	         89 
	           179 
	               18 
	         67,841 
	0.0063

	1990
	             781 
	          19,536 
	              869,538 
	         91 
	           248 
	               25 
	         91,157 
	0.0084

	1991
	             915 
	          25,248 
	           1,066,426 
	         92 
	           322 
	               34 
	       118,717 
	0.0148

	1992
	          1,015 
	          30,619 
	           1,424,395 
	         94 
	           459 
	               48 
	       157,334 
	-0.1352

	1993
	          1,040 
	          33,667 
	           1,814,916 
	         94 
	           725 
	               90 
	       258,194 
	0.1048

	1994
	          1,045 
	          34,913 
	           2,013,130 
	         94 
	        1,073 
	             124 
	       295,702 
	0.6448

	1995
	          1,055 
	          34,913 
	           2,065,661 
	         94 
	        1,406 
	             141 
	       331,201 
	1.0148

	1996
	          1,079 
	          36,420 
	           2,059,510 
	         94 
	        1,692 
	             145 
	       329,040 
	1.4748

	1997
	          1,105 
	          37,937 
	           2,272,503 
	         95 
	        2,063 
	             161 
	       402,747 
	1.8048

	1998
	          1,137 
	          39,045 
	           2,368,347 
	         95 
	        2,472 
	             182 
	       506,680 
	3.9548

	1999
	          1,149 
	          39,706 
	           2,357,083 
	         95 
	        2,792 
	             186 
	       511,583 
	5.5248

	2000
	          1,173 
	          40,225 
	           2,378,356 
	         95 
	        3,060 
	             188 
	       533,041 
	5.7348

	2001
	          1,178 
	          40,447 
	           2,378,601 
	         95 
	        3,348 
	             189 
	       545,121 
	6.7848

	2002
	          1,178 
	          41,636 
	           2,483,006 
	         95 
	        3,621 
	             191 
	       558,055 
	7.8148

	2003
	          1,195 
	          43,681 
	           3,123,802 
	         95 
	        3,986 
	             194 
	       578,532 
	13.9648

	2004
	          1,358 
	          48,472 
	           4,059,632 
	         96 
	        4,417 
	             198 
	       607,415 
	20.9648

	2005
	          1,735 
	          59,912 
	           5,579,399 
	         96 
	        5,026 
	             201 
	       627,058 
	36.1748

	2006
	          2,226 
	          71,371 
	           6,610,000 
	         97 
	        5,720 
	             204 
	       640,726 
	N.A.


Source: Constructed from data available at “Grameen Bank Historical Data   Series  1976-2005” Grameen Bank- Bank for the poor.htm, June 2006.

Grameen Bank also provides annual scholarships to the high performing children, especially girls of its borrowers. Students who succeed in reaching the tertiary level of education are given higher education loans. During 2006, about 27 thousand children were awarded scholarships, 40% of which were higher education loans (Yunus, 2006).
Meanwhile, Grameen Bank system focuses on enhancing borrowers’ involvement in community development and local government. In 2003 election, 24% of the total Grameen members were elected in the seats reserved for women.  They constitute 41% of elected women in the local government.
Studies show that Grameen Bank has been expanding its operations to reach more poor families. In 2006 the bank had a total of 2226 branches serving 71,371 villages. Total staff is nearly 19,000 (Yunus 2007).   Grameen Bank has succeeded in helped its borrowers to step out the poverty cycle. While nearly 60% of  the borrowers' families have crossed the poverty line, the remaining families are moving steadily up word towards the poverty line and new clients are being served.
V. The Basis of Islamic Financial Institutions’ Operations : 
5.1 The Basis of Islamic Finance System:

Islamic finance system is mainly concerned about justice and fairness. It  prohibits extracting a surplus value in an unfair way. The main characteristic of this system is that it prohibits the practice of paying and receiving interest and the engagement in transactions which have elements of "riba" or "gharar". Riba is based on the exchange of a commodity (e.g. money, products) of the same nature for lesser amount. Ghara refers to transaction whose outcome is highly uncertain (e.g. as gambling). 

The four basic principles of Islamic finance system  are: a) risk-sharing among parties of a contract; b) financial transaction should be directly or indirectly linked to a real economic transaction; c) a financial transaction should not lead to the exploitation of any party of the transaction; and d) no financing of "haram" or sinful activities such as the production of alcoholic beverages (El Hawary & Grais 2005). 

The Islamic financial system provides a linkage between savings surplus units to savings-deficit units. through the provision of various types of financial products and services which comply with Islamic ethics and principles. These units refer to households, business firms and governments.
5.2 Islamic Financial Institutions:

The past three decades have witnessed a considerable progress in applying the Islamic Shariah to the field of financial service industry. The evolution of Islamic financial institutions in modern time started in 1975 with the establishment of the Dubai Islamic Bank and the Islamic Development Bank. The first specialized research institution (the Centre for Research in Islamic Economics, in the King Abdul Aziz University in Jeddah) was established by in 1978. The first takaful company was established in 1979. During the 1980s, more Islamic banks and academic institutions emerged in several countries. Countries such as Pakistan, Iran and Sudan announced their intention to transform their financial systems to comply with the Shariah rules and principles. 
Since the early 1990s, the Islamic financial services industry has witnessed a very rapid rate of growth. The total  assets of Islamic financial institutions is estimated at US$ 230. These institutions are working in many fields of finance such as: commercial banking, insurance, investment banking, fund management, and project finance (Obaidullah 200?).
Currently, the Islamic financial market includes a wide range of institutions which operate according to the Islamic law such as:

a) 
Islamic banks (i.e. deposit-taking and financing institutions): they include full-fledged Islamic banks, Islamic subsidiaries and “windows” of conventional banks;
b) 
Islamic non-bank financial institutions: these include Islamic leasing and factoring companies, finance companies, Islamic housing cooperatives, Islamic microfinance institutions, credit sale subsidiaries of trading companies and other similar institutions, and institutions managing special funds (e.g. haj, awqaf, zakah, and sadaqah); 
c) 
Islamic insurance or takaful institutions;

d) 
Islamic capital markets and their players, such as brokerage houses,

investment banks, etc., as well as fund management institutions including Islamic asset management companies (e.g. mutual funds/unit trusts, hedge funds); and

e) 
Islamic financial architecture and infrastructure organizations which provide various consulting, governance, regulation and supporting services for the main financial institutions.
5.2
 Islamic Financial Services:

Islamic financial system developed financial products and services which conform to the basic principles of Islamic law. The main categories of these products and services include: deposit services, retail and consumer banking, corporate banking and trade finance, and treasury and money market investment products. Islamic scholars have established the basic principles and norms of Islamic ethics, and also identified the contractual mechanisms that conform to these norms and do not violate them in any way (Obaidullah 200?). 

The main financial products and services can generally be grouped in the following three categories according to their compliance with the Islamic ethical norms and principles:
The first group which emphasizes the principle of risk sharing principle includes the following services: 
a) Mudarabah (trustee financing): where the owner of funds finances the entire project while the entrepreneur offers his/her labor, time and expertise. Profits are shared between them at a certain pre-determined ratio, whereas any financial losses are exclusively borne by the financier. The financial partner does not participate in project management. The liability of the entrepreneur is limited only to his time and effort unless it is proved that he/she has caused this loss.
b) Musharaka (equity participation): a contract of partnership somewhat similar to a mudarabah contract, but partners who provide the capital may participate in the management. Profits are distributed between the partners in accordance with the ratios initially set, whereas loss is distributed in proportion to each one’s share in the capital. 

c) Murabahah (sale at a specified profit margin): it refers to a sale agreement whereby the seller purchases the goods desired by the buyer and sells them at an agreed marked-up price, the payment being settled within an agreed time frame, either in installments or in a lump sum. The seller bears the risks associated with the goods in possession until they are delivered to the buyer.
The second group which emphasizes the principle of "materiality" includes the following services:
a) Ijarah (Leasing contracts): where the provider of funds is the lessor and the user is the lessee. The former retains the ownership of the asset, together with all the rights and the responsibilities that go with ownership The latter pays a rent to the former. These contracts also include products generally used for trade financing but with increasingly wider application, such as housing finance. 
b) Murabaha: which is contract of partnership between capital and work – that is, between two parties, namely one or more capital owners or financiers (called the rabb al-mal) and an entrepreneur or investment manager (called the mudarib). Profit is distributed between the two parties in accordance with a pre-determined ratio, agreed at the time of the contract. Financial loss is borne only by the financiers. The entrepreneur’s loss lies in not getting any reward for his services.

The third group which emphasizes the principle of “social equity” includes the following services:
a) Qard al hassanah (beneficence loans): it refers to financing service extended without interest or any other compensation from the borrower. It is provided for unproductive purposes or for the needy to meet living expenses (e.g hospital, housing, and education expenses).  The financier is allowed to charge the borrower a service fee -but no loan interest- to cover the administrative expenses of handling the loan provided. 
b) Zaqah (religious tax): it is the amount payable by a Muslim on his net worth as part of his religious obligations It is calculated as a certain percentage (2.5%) of the sources of income or wealth which exceed certain levels. There are different types of zakah which are all directed towards  benefiting of the poor and the needy.
5.3
 Sources of Funds for the Islamic Financial Institutions:
As indicated earlier, Islamic financial institutions prohibit predetermined interest on financial transactions. However, these institutions accept and encourage commercial trade and investment for profit. These institutions’ operation is based on risk-bearing and earning a variable rate of return. Islamic financial institutions do participate in investments, share profits on projects, and earn fees for provided services. The main sources of funds for Islamic financial institutions include the following:
a) Amanah and Qard-hasan deposits: these are conventional deposit and transfer accounts for safekeeping and transferable checking, and they pay no returns. The financial institution is required to guarantee the nominal value of the deposits.
b)
Mudarabah certificates: these are contract between investors and a financial institution that, as a silent partner, invests deposits in a commercial activity that earns each partner an agreed-upon portion of the profits on the venture. A Mudarabah can be entered into for a single investment or on a continuing basis with the financial institution acting as a fiduciary. Mudarabah investments may be made for fixed terms and arranged through negotiable instruments (called investment deposit certificates or Mudarabah certificates) and thus may have characteristics similar to those of stock.
c)
Participation term certificates: These are long-term investment instruments that entitle the holder to a share of a corporation's profit. These certificates should be classified as deposits if the certificates are treated as liabilities of a financial institution and are not part of its permanent capital base.
d)
Profit and loss sharing certificates and investment deposit certificates:

These are investors' deposits, such as Mudabarah certificates, that resemble shares in a company and should be classified as deposits.
Figure (1) illustrates the flow of funds within the Islamic financial system. It indicates that this system depends on both direct financing and financial intermediation. The first type takes place between saving-surplus and saving-deficit units directly. This means that households, firms and government can exchange funds or have direct engagement in financial products or services (e.g. murabaha, ijara, mudaraba). 
In terms of financial intermediation, this role is played by three types of financial institutions: a) Islamic commercial banks which procure funds by offering a variety of deposit products (e.g. wadiah,  qard hasan, and mudaraba); b) Islamic insurance companies which mobilize funds through a variety of takaful policies; and c) Islamic mutual funds and unit trusts which obtain funds by selling fund units that are similar to mudaraba certificates. These institutions invest their funds in a wide range of financial services and products which comply with the Islamic law. 
As for the Islamic investment banks, they play the role of facilitators where the flow of funds is direct. They help saving-deficit units create and offer various Islamic securities called sukuk to the savings-surplus units. These banks also provide after-market services, such as, stock-broking and advisory services relating to project appraisal, mergers and acquisitions, and corporate restructuring and the like.
Figure 1: The Flow of Funds Among the Islamic Financial System.
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V. Policy Options for Enhancing the Role of IFIs in Alleviating Poverty: 
Islamic financial institutions have been expanding rapidly in Muslim and non-Muslim countries allover the world. These institutions have paid most of their attention to provide financial services which comply with the principals of Islamic law. Financial services directed towards helping the poor still limited and do not have significant contribution to poverty alleviation. Islamic financial institutions can benefit from the academic contributions of scholars and practical experiences of other financial institutions working in this field to improve their contribution to poverty alleviation. Figure (2) is designed to highlight the main new directions which can help enhancing the role of Islamic financial institutions in alleviating poverty. The graph includes the following approaches:
6.1 Expanding Pro-poor Financial Services and Products:

One of the main approaches to benefit the poor, is to facilitate their accessibility to appropriate financial services and products. Islamic financial institutions need to consider the following measures:

a) Establishing new branches in areas lacking financial services; 

b) Hiring and training local male as well as females staff in order to better reach and serve poor clients in their communities;
c) Applying group guarantees or group lending which has been found to be an effective method in reaching the poor, reducing the risk of default, and lowering transactions costs;
Figure 2: New Directions for Islamic Financial Institutions Involvement in Poverty Alleviation Activities.
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d) Designing special lending program based on repeated loans of increasing size and duration. Such program encourages business expansion, provides an incentive for timely and complete repayment and, develops continuing relation with the financial institution; 
e) Providing complete financial services including savings or deposit mobilization not just lending;
f) Reducing transactions costs in terms of money and time through simplifying credit application and approval procedures, and increasing the decision authority of field offices; and

g) Providing standardized financial services and products which meet the various needs of borrowers with fees and no interest.

6.2
Applying New Transaction Technologies:

Islamic financial institutions should consider applying new transactions technologies in order to have a more active role in alleviating poverty. These technologies need to comply with the socio-economic and political environment within which they are applied. Such technologies include: computerization of institutional operations and the use of ATMs and smart cards. ATMs are un-staffed neighborhood outlets for financial transactions. Smartcards are microchips capable of preventing fraud and do not require literacy. They are rapid, low cost, and can function off-line with battery-powered readers. Such tools, combined with other techniques, can greatly improve the quality and reduce the cost of provided financial services, offer new services, and increase the ability of financial institutions to reach and help the poor and micro-businesses. 

6.3 Managing Cash-Waqf Fund:

One of the main potential financial sources for poverty alleviation activities is waqf funds from people’s donations. People can donate their money as cash waqf by purchasing cash waqf certificates from a legitimate financial institution. The gathered fund can be then invested in various investment portfolios (e.g. banking products, finance selected businesses, establish new prospective businesses, or finance small and medium scale enterprises). Profit generated from these investment activities can be used to finance various poverty alleviating programs. 
Cash waqf fund certificate serves a number of objectives including: a) collecting social savings and transforming them into social capital; b) encouraging rich communities’ awareness of their responsibility for social development in their society; and c) stimulating integration between social security and social welfare (Dian Masyita and others 2003). 

Islamic financial institutions can play a major role in issuing waqf certificates, mobilizing cash waqf fund, and managing the utilization of the collected fund. In managing this fund, these institution should maintain the highest levels of transparency, productivity, reliability, and integrity.

6.4  Managing Zakah and Charity Fund:
Zakah and Sadakah (charity) are two of the main sources of finance for poverty alleviation in a Muslim society. Sadaqah is a voluntary act of giving for the cause of Allah. Zakat is the yearly obligation of wealthy Muslims to poor and it is the share of the poor in the property and wealth of the rich. It is considered an obligatory form of "charity".  It is a fixed proportion collected from the surplus wealth and earnings of a Muslim after subtracting the basic living expenses. It is then distributed to prescribed beneficiaries and for the general welfare of a Muslim society. Zakah has a deep humanitarian and social-political value. This religious act advocates solidarity amongst Muslims, for excessive wealth is distributed to the poor. 

Muslims are usually keen to pay their due zakah and to spend on charity in the love of God and out of fear from punishment. Not all Muslims can find appropriate venues to spend their zakah and charity as identified in the Quran and Sonah. Muslims need to have trustable and reliable institutions which can collect these money and spend them on behalf of the payers on the appropriate beneficiaries. 
IFIs can play a major role in managing the zakah and sadakah fund. It can be part of their operation to collect this money, identify the most appropriate way to spend it, and manage its allocation. This fund can be used to finance poverty alleviation activities.
6.5 Networking with Other Financial Institutions:



Islamic financial institutions can improve their contribution to poverty alleviation activities through establishing active networks with other specialized financial and non-financial institutions especially those located in the rural areas and poor urban areas. Such collaboration would increase financial service accessibility and pro-poor activities which all in turn would improve the socio-economic conditions of the poor and increase their involvement in the production process.
Conclusion:

This paper focuses on examining the role of IFIs in alleviating poverty, and how such role can be enhanced. The research argues that despite the rapid growth of these institutions allover the world, their provision of pro-poor financial products and services is still limited. In order to boost this role, it is suggested that IFIs can benefit from the academic contributions of specialized scholars, the experiences  of financial institutions specialized in poverty alleviation, and national and international organizations which have significant achievements in fighting poverty. 
In order to improve its role in eliminating poverty, especially in the Muslim countries and Muslim communities in other parts of the world, it is recommended that the IFIs apply new pro-poor policies which include: diversifying the mix of financial activities to incorporate those needed by poor, expanding the IFIs financial activities into rural areas and small communities, increasing financial resources mobilization through the collection of Muslims' zakah and sadakah and directing them to the poor, and managing cash-waqf fund. The IFIs could also maintain close contacts with the poor directly and/or indirectly, through its cooperation with other governmental and non-governmental institutions such as the postal service and community development organizations. 
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