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Abstract
Agriculture continues to be a fundamental sectat thecessitates sustainable development
towards poverty reduction. However, the currenaficial services and facilities offered by
the existing Islamic Financial Institutions (IFIgre not accessible to the agricultural
fraternity whose credit standing is usually notosty. This paper is primarily intended to
propose potential models of innovative financingesues that can be appropriately offered
by a banking institution to the underserved grofipeople in agricultural sector. This study
found out two pertinent issues that require furtiimliberation and immediate solution
namely (1) Cost of Fund (COF) and (2) requirementcbllateral. Thus, this study proposed
potential Shari'ah compliant models of financindhemes that emphasize on (i) low COF
and (ii) lack of collateral. This study found obt&t the above can be achieved by engaging
the voluntary sector of the economy such as zak@tagaf institution, as well as the bank’s
tainted income. In addition, this study would aEmbrace experiences of AGRO Bank in
providing viable financing schemes for the smalifar which include but not limited to the
schemes that involve agriculture-related organmatsuch as BERNAS as subsidy provider,
utilisation of a free deposit through governmersdrgretc.

Keywords: Social Finance, Financial inclusion, AgricultuBdnking

2016 GBSE Journal

Introduction

The diplomatic relations between Malaysia and RaRisvere established in 1957 where each
country placed its High Commission in the otherrdop Such friendly relations include
economic cooperation. The economic cooperation é&twboth countries is enhanced when
they entered into a Free Trade Agreement known akydia-Pakistan Closer Economic
Partnership Agreement (MPCEPA) on Novemb®r B007. It is then coming into force on
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January 1, 2008. The impact of such agreement is seen insterf liberalisation in trade in
goods, services, and investment, together withtdyddh technical cooperation and capacity
building in several areas including sanitary angtgdanitary measures.

Further, both countries signed the Early HarvesgRrmme (EHP) agreement for free
trade between them on Octobéf 2005. Under EHP, Malaysia and Pakistan has exguthn
a number of products including agriculture produBisth countries are complementing each
other as Pakistan produces quality and affordablécwaltural produces while in return,
Malaysia provides its expertise, the halal stamnslaadvanced food processing establishments
and more access to ASEAN trade courtesy of fre#etegreements. Therefore, this paper
seeks to examine the issues and challenges regaléagricultural sector in Malaysia and
Pakistan by focusing on the financing part in orteenhance these countries’ agricultural
sector.

Three problem statements have been pointed otiisrstudy. First, the limitation of
Islamic banking products for agricultural financirigr farmers despite there are many
contracts that are intended to facilitate agrigaltactivities under Shaah such assalam,
muzara’ah, muagharasah, musagamd others. This indicates that Shan gives emphasis
on the development of agricultural sector. In taeecof Malaysia, AGRO Bank for instance
has initiated a financing facility based on Salapmtcact in collaboration with BERNAS.
Secondly, financing for farmers is of high risk file because they are people who do not
have collateral and steady income but they areegdnof working capital. Therefore, the
issue of credit risk becomes pertinent if the bgrants financing to them. Thus, there is a
need for a mechanism to mitigate the risk or trangfe risk to third party. This arrangement
needs to be spelled out clearly particularly asur@égarties and institutions involved. Lastly,
financing for agricultural sector involves low imoe group whereby it is necessary for the
bank to offer a financing facility with low profiate. However, this may be impossible for
the bank due to the cost of fund incurred by thekbahe issue is the need for a mechanism
to reduce the cost of fund so that the bank caer afffacility at a reasonable and affordable
rate. It can also offer interest free loan shotuldanaged to secure a zero cost deposit such as
government granetc. This is to ensure that the bank’s bottom line may be severely
affected.

Research question that arises in this study is twdra other financing facility
alternatives that the bank can offer in order touse a sustainable livelihood of the
borrowers?”. In relation to the question, this pagiens to offer several models of financing
facility that the banks could implement in helpthgse in need without burdening them with
high interest rate.

This research study paper is organised in the Viatig manner: The first section
embraces a discussion on the general overviewipedao the development of agricultural
sector in Malaysia and Pakistan which includesi$saes and challenges surrounding such
development. The second section explicates theifis@mt contribution of agricultural
production (Food, Fishery, Agro-Based Industry,dstock, Agro Tourism) to the economy
of Malaysia and Pakistan. The third section exglamitiatives and efforts in developing
agricultural sector in Malaysia and Pakistan. ThH@RO Bank experience in developing
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agricultural sector in Malaysia is delineated irebm section four which include the latest
implementation of a strategic partnership agreerbetiveen AGRO bank & BERNAS to
cater for the issue of financing in developing #ggicultural sector. Section five focuses on
the most significant contribution of this paper ahiis pertaining to alternative models that
assume the feature of lower financing rate, zesh ebfund as well as no collateral involved.
Section 6 conclude the discussion.

Result and Discussion

1.0

169

General Overview of the Development of AgriculturalSector in Malaysia and
Pakistan

11

1.2

Developing Agricultural Sector in Malaysia and Pakstan: Issues and
Challenges in Terms of Funding, Working Capital, Fhancing and Banking

Agricultural sector is one of the most importanttees of the component of
most countries in the world, either developed oreflgping countries. In fact,
agriculture is the primary basis for the developtrarall sectors and the main
supplier of the sources of raw material particyldor the industrial sectors that
produce food and other agro-related products. Mbshe developed countries
in addition to being developed industrially andhealogically, they also have a
developed agricultural sectors that suffice theierinal needs in terms of food
security and industrial inputs for the differenpég of goods and foods that
boost their respective economy from the high reeenthey earn from their
exportations. Furthermore, developed countries fiierge from advanced
technologies and specialisation in the differeatds of agriculture, they have
conquered the international markets thanks to thempetitive prices and the
high quality of their goods. Though one may argudavour of the industrial
and technological revolutions, in fact, it is treadily available access to low
cost financing that has caused the success of thgiicultural sectors.
Nevertheless, emerging and developing economiaddsethe lack of advanced
technology and developed industrial sectors, they «dill incapable to fully
utilise their agricultural sectors despite the ptad of these sectors and their
significant impacts on their economies. Indeedrehare many issues and
challenges that hinders the full utilisation ofstlinportant sector. However, in
this paper, we focus on the issues and challemge¢ste related to financing the
development of agricultural sector for Malaysia &akistan as a case study of
emerging and developing economies.

Agricultural Sector in Malaysia and Pakistan: Issues and Challenges
The Malaysian agricultural sector used to be tigaicant contributor in the

national economy. However, its share to the Grosmé&stic Product (GDP)
began to decline sharply from 29.9 percent in t8@0% to around 7 percent in
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2014. The main challenges that have attributetlisosignificant decline are the
labour shortage, increase of production cost irhkagricultural inputs and
capital cost and finally low productivity and quglof the agricultural produce.

However, the major reasons for the decline in adxical and/or agri-business
sectors in Malaysia are attributed to the struttaomstraints, low prices of
major commodities and competition in capital, lamehd labour with

manufactural sector (Harron, Shamsudin, & Latif,020 In the post-

independence period of 1957 to 1970, Malaysia esthiffrom the normal

subsistence crops to cash crops such as rubbepand oil, and within this

period and under the First Malaya Plan of 19563601 the nation’s economy
allocated RM478.2m equivalent to 47.5 percent efttital public development
expenditure for agriculture and rural development.

Meanwhile, the government had continued its strangenditure
throughout the First, Second, Third and Fourth MsiEn Plans of 1966 to
1970, 1971 to 1975, 1976 to 1980, and 1981 to 1@Bérestingly, the outcome
of these agricultural plans and programs had saamifly reduced the poverty
level in the rural areas from 58.7 percent in 19G024.7 percent in 1984,
Moreover, Malaysia emerged as the first global poed of natural rubber and
palm oil by 39.8 percent and 58.8 percent respelgtiMeanwhile, despite the
recommendable achievements of the above Malaygjgou#tural plans, it did
not eradicate poverty among the traditional smaltlérs’ farmers and did not
posted economic growth as expected due to the anbas of income between
the commercial and traditional farmers and the lperformance of the
agricultural sector due to the challenges of theodigable policies towards
manufacturing, labour shortage, increased costadyzction and shrinkage of
land due to other sectors competition. Neverthelt#ssse were some of the
main issues that has been addressed by the fitsnakagricultural policy
(1984-1991) when the Malaysian economy beganatsstormation through the
expansion of the manufacturing sector.

However, these issues and challenges were addréssé® second
national agricultural policy (1992-2010) by prowvidi subsidy programs for the
small holders’ farmers in all sub-sectors and affgmew land areas by the
government for industrial crops and agro-food. Nbekess, the agricultural
challenges become more challenging such as lackaifle land, shortage of
labour and efficient utilisation of resources, duethe economic structure
changes that taken place after the 1997-1998 ASresancial Crisis which again
had been addressed through the two approaches tiitd national agricultural
policy (1998-2010). Due to some of the persistembblems such the
competition for land with other sectors, shortadelabour supply and the
increased cost of production in addition to climatkange and further
enhancements in quality and affordability, Malaybis already initiated its

3 Rozhan Abu Dardak, Transformation of AgricultuSalctor in Malaysia through Agriculture Policy, MARD
Retrieved from http://ap.fftc.agnet.org/ap_db.pliz386.
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fourth national agro-food policy (2011-2020) in erdo address these issues
and further make the agricultural sector more modand dynamic through
strengthening of human capital and the use of mmodechnology and
mechanization besides incentivizing private sectorgwvest in the agriculture
and agro-based industry (Dardak, 2015). Anotheomasue for the case of
Malaysia is the inadequate financial assistanceptavided to the independent
smallholders palm oil producers who do not fulfietminimum requirement of
collateral to get access to financing to cover lifgh costs of material inputs
such as fertilizers, seedling, harvesting, trartgpion and risks of crop price
fluctuation (Ador, Shafiai, & Ismail, 2014)Nevertheless, with regards to the
paddy in spite of the continuous government supgorte the 1966-1970
Malaysian Plan to the recent LlMalaysian Plan, rice production is still
considered inefficient in terms of cost and qugntf production (Fahmi,
Samah, & Abdullah, 2013). Moreover, besides thedss interest in the credit
financing, it was found by (M. H. M. Shafiai & Ma2015) that the involvement
of the Malaysian farmers with financial institutiea be very low because of
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to offer financing to small farmers, fear of log@payment, informal financing

and expectation of governmental organizations sdgpo

Graph 1: Malaysia-Pakistan Livestock and Crop Prodwetion Indices (1961-
2013)

4 - Proceedings PERKEM ke-9 (2014).
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Source: World Bank — World Development Indicators

The above graph depicts a clear picture of the ois¢he indices of
livestock and crop production in Malaysia and P@kisfor the period of five
decades that span from 1961 to 2013 shortly afterimdependence of both
countries. As we can observe, both of the indicebath countries from less
than 100 points in the first decade, they have shawlight increase till the end
of the third decade in the 1991, after which theeas a significant growth until
the fifth decade with slight falls in the end oétfourth decade. However, as we
can see from the above graph of both of the inditéslaysia’s indices of
livestock and crop production have performed bdttan the Pakistan’s indices
since the beginning of the fourth decade. This lygapdespite the vast
differences between the agricultural land betwdenttvo countries, portraits
clearly the efforts and the agricultural policigglastrategies that Malaysia has
adopted in its agricultural sector since 1981. linavhile the Malaysian crop
production index rapidly grew from 50 points in fitsst decade to 450 points in
the last decade compared to the livestock indeixgrew moderately from the
same points to 250 points 2012 after which bothhef indices stated falling.
Meanwhile, in the case of Pakistan while the cropdpction index has shown
similar rise to that of Malaysia but quite lower BP0 points, the livestock
index, however, has grown to half of that of Malagslivestock production
index i.e. 125 points.

In Pakistan, agricultural sector is the most imgoitsector, and it
contributes 20.9 percent to GDP besides employiBgp 4ercent of the
country's labour force. It comprises five sub-sestwhich are major crops,
minor crops, livestock, fishery, and forestry. Hamar, the livestock sector is
the back bone of the whole agricultural sector idntributes 56.3 percent of
the value addition in this sector. Meanwhile, Piisis the third largest milk
producer in the world following India, China andettUSA, and the fourth
largest cotton producing country in the world fellog the same countries
(Chandio et al., 2015). In addition to the commanbtems and issues, the
agricultural sector in Pakistan also faces the majoblem of credit financing
due to the lack of collateral in addition to theugh loaning procedure strict
repayment conditions thereby the inability of astes the formal credit
institutions for agricultural credit particularlg northwest Pakistan (Jan, Munir,
Usman, & ldrees, 2012). It was also highlighted (Mehmood, Ahmad, &
Anjum, 2012) that the delay in repayment of agtioal credit in Pakistan was
found to be due to the reasons of careless supmrvisy bankers, miss-
utilisation of loans, higher interest rates andngjea of borrowers’ business
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and/or residential location. Nevertheless, in taidito the above issues, it is
documented in the literature that other factors plose challenges are those that
have high impacts on the credit demand of the aljukal sector such as climate
change, interest rate, investment in the micrgation system and the farmers’
credit worthiness (M Taimoor Hassan et al., 20M)reover, the agricultural
sector productivity in Pakistan is low because lté substandard quality of
seeds/pesticides/fertilizers, unavailability of tieguired water and machinery,
crop diseases, unavailability of transport and laictechnical guidance. Besides
that, old traditional way of cultivation and the&lieus procedures of taking loans
from the banks, in addition to the huge burden @tdon the majority of the
farmers (Kaleem & Abdul Wajid, 2009).

2.0  Significant Contribution of Agricultural Production (Food, Fishery, Agro-Based
Industry, Livestock, Agro Tourism) to The Economy d Malaysia and Pakistan

Although Malaysia has succeeded in achieving aiffégnt increase in some of the basic
foods such as rice, fruits, vegetables, fisheried poultry, it is yet dependent on the
importation of some other basic food items suchvheat, beef, mutton and dairy products
due to the relatively limited local production amdh demand. Nevertheless, the agricultural
sector has a considerable contribution in the emgyneither in achieving self-sufficiency or
generating hard currency revenues from exportatiblowever, the self-sufficiency
programme mainly concentrates on the productioricef which accounts for 86 percent of
Malaysia’s food grain production and as one ofrtiest important source of employment in
the rural area. Nonetheless, the agricultural seiatdMalaysia is dominated by palm oll,
rubber and forestry products. Furthermore, it isutheented that poultry is the most viable
livestock industry in Malaysia due to its higheoguctivity and standards (Ahmed & Siwarr,
2013). Interestingly, empirical evidences of therstand long-run relationship between the
industrial and agricultural sectors is still exagfiin which the industrial sector reveals to have
impacts on the agricultural sector (Matahir, 201R) fact, the contribution of the agricultural
sector to the Malaysian economy from 1970s regasdie agriculture-led economic policies
and strategies. It was found by (Matahir & Tuyo@12) that both economic growth and
agricultural sectors to have bi-directional caugaiovement in the long-run which clearly
indicates the interdependence of economic growtd agricultural productivity which
confirms the unbiasedness of government policgitber of the industrial or agricultural
sectors as documented by (Zakiah Ahmad, Abdul M&jidzlan Shah Zaidi, 2001).

Graph 2: Pakistan-Malaysia Agricultural Value Added (% of GDP) 1960-2015
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The above graph compares the agricultural valuedds percentage of GDP for
both Pakistan and Malaysia for the period of 196@®®15. Interestingly, from the value
added of 45 percent of GDP for both countries i811%he value sharply dropped to 25
percent and 15 percent in the 1990s respectivadwener, while Pakistan has still kept the
value added 25 percent of GDP in 2015 after sligist and downs movements since 1991. In
Malaysia, however, the value added of GDP has fsgmnitly dropped to 8 percent for the
same year i.e. 1991. The information conveyed Wiith graph makes an economic sense due
to the increased value added from the manufactuaimd) service sectors to the Malaysian
economy.

In the case of the Pakistan’s economy, it is erogliy proven that the agricultural
sector is the most important sector compared tather two major sectors, manufacturing
and service industry, that significantly affect twenual GDP growth of Pakistan since its
independence in 1947 (Nazish, Igbal, & Ramzan, P013 assessing the significant
contribution of the agricultural sub-sectors to #wmnomic growth of Pakistan, (Syed Al
Raza, Ali, & Mehboob, 2012) found that crops andestock combined are found to
contribute significantly of about 91 percent of #ggregate agricultural sector while fisheries
and forestry only have minimal contribution duestone major that related to low investment
intensity, insufficient facilities as well as th&sue of untrained and unskilful labour force of
these sectors. Interestingly, the recent Pakistgicudtural sector contribution to the GDP
was estimated to be 23.4 percent, which clearlgtauitiates the strong relationship between
them. Most importantly, the main role of the agiietal sector in Pakistan is to minimize
poverty, provide unemployment and diversificatioronfi self-reliance to profitability.
However, in Pakistan up to date, there are 395@ baanches that offer agriculture credit to
farmers with only three Islamic banks involved (l&sm2016). It is worth mentioning that
while the conventional mark-up rates in Pakistamges from 15 to 20 percent in Pakistan,
Meezan bank is the first Islamic bank which hasidted the fully Sharah compliant agri-
financing under the Murabaha financing contraceésket al., 2013).
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3.0 Initiatives and Efforts in Developing Agricultural Sector in Malaysia and
Pakistan

One of the main challenges and issues highlighiteéde previous literatures is the problem of
financing poor farmers particularly in the ruratas. The conventional financing system that
based on interest rate has already proved its niigignce in the agricultural sector.
Meanwhile, government and donors’ subsidies forrpfasmers to cover their interest
payment expenses and defaults has also endedurefand raised another major problems of
unhealthy dependency on subsidies and therebyedficiant low productivity. Nevertheless,
with the evolution of the 1980s microfinance, majgvernments have supported them to
finance the rural agricultural development whichswmat very much successful despite some
improvements due to the lack of experience andrégpeHence, according to (M. H. B. M.
Shafiaif if good initiatives are taken, there are many ifdagpossible opportunities to exists
and offer interest free financing to rural farmerdinance their working capital and the non-
crop needs such as buying seeds, fertilizers asticfpkes as well as to pay their electricity
and water bills. However, the proposed Islamic mitnance vehicles can obtain funds from
the wagaf and Zakat institutions using the feasislamic contracts of Mudarabah and
Muzara’a. The Islamic agricultural finance for thueal poor farmers has already proven to be
successful using the tripartite model of the irdéign of the philanthropy-based, not-for-
profit and for-profit financing model in Sudan (Gdballah, 2015). Some of the major
initiatives and efforts in developing the Malaysegricultural sector is undertaking under the
research funding in the #0Malaysian Plan (2011-2015) under the auspices hef t
government ministries (Rahman, 2012). First, thenistiy of science technology and
innovation provides research grants such as Scieand, Technology Fund and Innovation
Fund in the form of enterprise and community. Secdhe ministry of higher education
fundamental, exploratory, long-term and prototyesearch grant schemes. Finally, the
research university grant schemes that has betténi by the ministry of higher education
which provides financing to a large number of pectgeunder the five research leading
Malaysian universities. Moreover, Malaysia is takthe initiative to accomplish five specific
targets in the 9 Malaysian Plan which includes generating a valugeddgrowth of 7.6
percent and 5.2 percent in the agro-based industsyrplus of RM 1.2 billion in food trade,
attracting investment from the private sector addieving self-sufficiency level of various
documents. Hence, it has set an encouragemenhegutive schemes under the development
funds of the LKIM fishermen funds, Techno fund auwience fund as well as the fiscal and
non-fiscal incentives$.

Graph 3: Pakistan-Malaysia Agricultural Land (% of LA) 1961-2013

> Proceedings PERKEM ke-9 (2014).
& http://www.moa.gov.my/en/agensi-palisi
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The above graph show the Pakistani and Malaysiaouwyral land (sq.km), and the
agricultural land as percent of the lands of baibintries for the period of 1961 to 2013. In
the 1960s, the total agricultural land in Pakisdad Malaysia was 357300 sg.km and 31185
sq.km while the agricultural land as percent of kwed was 46 percent and 10 percent
respectively. Nevertheless, in the 1990s, whileghleas no change in the case of Pakistan for
the agricultural land as percent of land. In féog percentage in Malaysia has doubled to 21
percent due to the double increase in the agri@ailiand i.e. from 31185 sq.km to 68457
sq.km. Finally, in 2013, Pakistan has only increlase47 percent whereas Malaysia slightly
went up to 24 percent due to the 9933 sqg.km inereathe agricultural land.

Even though Pakistan economy is an agriculturad keeonomy, empirical research
has shown that financial liberalization have a fesieffect on the agricultural growth both
in the short and long-run, in contrast to intemrasé which affects the Pakistani agricultural
growth negatively in the long-run (Muhammad Adnayek& Wizarat, 2011). Meanwhile, it
was also confirmed that financial development amgicalture growth have long-run
relationship and bi-directional causality whicharlg indicates the significant role of the
financial development (Shahbaz, Shahbaz Shabb8aBihuddin Butt, 2013). Nevertheless,
due to the long-term negative impacts of interast,rthe relationship between the Islamic
banks and the agricultural sector in Pakistan hesoine significant in providing easy
financing under its diverse contracts suchljasah, Diminishing Musharaka, Murabahabh,
Salam, MusawamaandMuzara’awhich substantial increases the asset ownersigla gnd
income of the farmers. However, the main issuéhad tslamic banks are not offering any
form of financing for the irrigation system whichakes farmer encounter problems of credit
standing and collateral (Muhammad Taimoor Hassa. e2012). However, recent study by
proposes the utilisation @ard hassaras one of the viable option of financing poor farm
in the agricultural sector which is also deemededbeneficial as well to the Islamic banks
and financial institutions (Saqib, Zafar, Khan, Bdb, & Zafar, 2015). Finally, Pakistan has
also set the national flagship programs that haeartological component for the remote to
address the challenges and high priority naticsgles based on the high risk and high return
policies.
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4.0  Agro Bank’s Experience in Developing Agricultual Sector

Agrobank is formerly known as Bank Pertanian Maiayghich has 40 years of experience in
agricultural banking and an excellent track redordeveloping successful entrepreneurs. It
was established with the mission is to provide &stio range of financial services and
banking facilities with emphasis on the agricultusactor. Currently, AGRO is offering a
range of Islamic banking products and services sashHartani-l, Strategic Alliance
Financing-i (SALF-i), Paddy-i, MUSIM-etc AGRO Bank has products that are based on
strategic alliance such as the one launched rgcehttre it is based on strategic partnership
with BERNAS. Thus, this paper would focus on thieduct as a successful instance of
AGRO Bank initiative to assist the farmers.

4.1 A Proposal for The Implementation of a Strateig Partnership Agreement
Between Agro Bank & BERNAS

Padiberas Nasional Berhad (BERNAS) involves in fmwcurement and
processing of paddy, together with the importatimarehousing, distribution,
and marketing of rice in Malaysia. It is committedhe continued growth in the
local rice industry. Meanwhile, AGROBANK is estathled with the mission to
provide a holistic range of financial services &aaking facilities with a focus
on the agricultural sector. As both of these iogths’ objectives are
complementary, they proposed to implement a Sti@fegrtnership Agreement
(MOU) between them.

There is a proposal to implement a Strategic Pestie Agreement
(MOU) between Padiberas Nasional Berhad and AGROBANs a company
involves with the development of paddy and riceustdes, BERNAS offers
financial assistance to the farmers who have regidt under Plantation
Partnership Program &rogram Rakan Ladan{PRL). Under PRL, the farmers
who have registered as a member agree to sellatthaypyield to BERNAS and
in return for that, BERNAS will provide advance ig&snce in terms of cash
money.

The agreement is proposed as BERNAS wishes to ehafinthe fund
for the farmers to AGROBANK, in which the latterta@s the main financing
source. Hence, AGROBANK will provide credit finangifacility (Paddy-) to
the qualified participants of PRL BERNAS. Basicatlye proposed structure for
such Strategic Partnership Agreement is illustratdtie following diagram:
Figure 1: Proposed Structure of Strategic Partnersip Agreement
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@ BERNAS
/\

Program Rakan Ladang
(PEL)

Agrobank / \ @ Participants of PRL
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Under this Agreement, all parties will play thewrorole, namely:

A) BERNAS:
. To submit the list of all participants of PRL BERBSAto
AGROBANK for the purpose of financing.
[l. To open savings account with AGROBANK.
lll. To channel the revenue including related subsigésnent into
such savings account of PRL BERNAS'’s participantsh w
Agrobank.

B) Agrobank:
I. To evaluate and consider the application of Firnamdtacility
according to AGROBANK's current policy.
II. To provide financing facility for paddy to the qifield
participants of PRL BERNAS.

C) Participants’ of PRL:
I. Responsible to sell any revenue from the produatiopaddy to
BERNAS.

The proposed agreement may be terminated in twewWaystly, when
all the Financing Facility issued to the particifganf PRL BERNAS are fully
paid. Secondly, through 6 months’ written noticehigh is equivalent to 1
season of paddy’s cultivation) given by a party whish to terminate the
agreement to the other party. No modification, adneent, or waiver of any
provision of such agreement shall be effective pkéeis made by mutual
consent in writing through an additional agreemehich refers specifically to
the current agreement and signed by the represergatiuly authorized by
BERNAS and Agrobank.
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4.2 Shai‘ah Issues

With regards to the abovementioned agreement, lilag &h issue discussed is
related to one of clauses in the agreement. lulstips that The participants of

PRL BERNAS have given an irrevocable consent toNBERto make any
deduction from the paddy’s revenue to Kilang BeBasnas and to channel
directly such revenue and subsidies from the produocof paddy into the

savings account of the participants with Agrobankhis clause, which is

related to the consent given by the participantstlie@ deduction, has to be
inserted in the financing agreement on the grotnad the money transferred
into such account belongs to the participants hadcetore consent from them is
needed to make such deduction. The amount of mibragyhas been transferred
into the savings account of the participants wié bsed to set off the
participants’ debt with the bank on the basismaigasahand the remaining

belongs to the participants for their use. The rin@@ of such clause in the
financing agreement is in line with the requiremantder the Strategic
Partnership Agreement where BERNAS as the party mwade payment for the
yield of the paddy or the subsidies’ payment wilaonel such money to the
Bank directly into the savings account of the pgrtints’ of the PRL with

Agrobank.

5.0  Other Alternatives

The following models can also be considered to idevinancing facility to the small
farmers whereby the profit rate charged to thearust is lower than the normal financing
rate or there will be of no charge for examplefitne financing is based ajard.

First model: Utilisation of zakat fund to cover payment of takafil contribution
for credit takaful for zakat beneficiaries

Figure 2: Proposed Model for Utilisation of Zakat Fund to Cover Payment of
Takaful Contribution for Credit Takaful for Zakat B eneficiaries
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Under this model, the operation will be as follows:

1) The bank would provide financing facility to theggble customer who is in need.

2) The zakat fund would be utilised to pay takaful tetwtion subscribed by the
customer who falls under the category of zakat fieiages particularlymasakin
andfugard.

3) In the event of customer’s failure to meet his ficial obligationi.e. due to
permanent disability or death or other factors, thestanding balance of the
financing amount will be paid form the takaful fund

However, there is an issue as to the number ofubkaerator who is willing
to participate in this programme. There might bemany takaful operators who will
join this programme due to several reasons. Aparhfthat, Sharah issue might
arise as to the Shaahruling on utilisation of zakat fund for the abgwerpose.

Second model: Utilisation of donation fund to partfinance the lower income
group

This model is originally developed from the ideaS#dagah House propounded by
Dato’ Abdul Halim Ismail Award Recipient of the RalyAward for Islamic Finance
2014 At the GIFF 2014 as spelled out in his Pubdicture.

Under this model, the donation fund will be opededs follows:

Figure 3: Proposed Model for Utilisation of Donation Fund to Part Finance the
Lower Income Group
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1) Sadagah Fund (SF) in its capacity as legal enttyakiyiyyah ftibariyyah)
appointsSadagah House (SH) as its trustee / wasi / wakihamage and maintain
the fund.

2) SF pays wakalah fee to SH for managing and maintithe donation fund and
the interest of the donors.

3) Agriculture Bank (AB) as wakil to SH receivSadagah,waqf,and other types of
Islamic social finance from donors as well as ABisted income, on behalf of
muwakkil (Sadagah House-SH). The SH may have its own accoithtAB for
donation placement. AB may charge reasonablelabkfee / service charge for
managing and maintaining the SH account in additioservices rendered to the
SH.

4) SH pays wakalah fee to AB for managing the donafiima at fund mobilization
stage which includes collection of fund throughieas channels and mechanism
and fund distribution stage which includes disbomset of fund to the designated
beneficiaries.

5) AB passes on the donation to SH at the end of awenth.

6) SH makes various investment which results in okiigato pay various fees and
charges to the respective investment parties ulB&r Group etc.

7) SH pays relevant fees and service charges to ABstment Groups for investing
the fund in various investment portfolios to geteraturn.

8) At end-year or end-month SH passes return fromsimvent of the donation fund
to be distributed to AB.

9) AB distributes such return of the donation fundhe eligible customers.g.the
lower income group in financing their business.
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10)Customers will pay back to the bank on the speatifiate as agreed upfront. The
amount that the customers should pay is based etyfies of facility that they
entered into. The first type is normal banking facisuch as Commodity
Murabahahwhere the customers have to pay back based oreliiregsprice. On
contrary, the customers will pay back at zero ederrate if the facility igjard
hassan

In Pakistan, Akhuwat Foundation is an excellentngxa that has similar
mechanism where they offered interest free loangh& economically poor in
microfinance based on the principles gdrd hassan The purpose is to acquire a
sustainable livelihood of the customers. The mawfeAkhuwat Foundation is as
follows:

Figure 4: Model of Akhuwat Foundation

Transforming / /
borrowers into |

donors once they ||

secured a sustainable \ND GN
livelihood
Qard Hassan
loan in
financing
\_\ microfinance

In terms of collection of donation fund mobilizatjoit is suggested that the
banking infrastructure be leveraged such as the apmied by Bank Muamalat
Malaysia Berhad (BMMB) in collaboration with Perlaexdn Wakaf Selangor under
the name of “Wakaf Selangor Muamalat”, a corpovedef model joinly established
by Perbadanan Wakaf Selangor (PWS) and Bank MuanMbdaysia Berhad
(BMMB), can be implemented under this model. On¢heim is througthibah from
the donors'wadi’ah account with BMMB apart from paying it in cash tirough
cheque. Under this method, the donors’ (the batik&omers) will give permission to
the BMMB to channel part of thieibah received from theiwadi’ah account to the
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wagqffund. The financial and operational structure\taikaf Selangor Muamalat is as
follows:

Figure 5: Financial and Operational Structure for Wakaf Selangor Muamalat

taw:

"\\'
Joint Management —
Committee (JMC)

(BMMB and PWS)
Investment
Manager

However, this model is subject to two issues amallehges. The first issue
and challenge is pertaining to the status of timel fiwhether it is being operated based
on the Sharah principles or not. Meanwhile, the second issu# éhallenge is with
regard to the sustainability of the fund. It is sfi@nable as to whether the donation
fund will sustain if the principal amounts of doioat are being used to finance the
eligible customers, instead of using the returmmfrihe investment of such principal
amounts. In this case, the donation fund will st long.

Third model: Utilisation of zero cost deposit to fhance the lower income group
at lower rate
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Figure 6: Proposed Model for Utilisation of Zero Cst Deposit to Finance the

Lower Income Group at Lower Rate
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Under this model, the donation fund will be opedads follows:

1) The bank receives fund from government without cekereby the bank is
mandated to channel the fund to the target groymtefntial recipients.

2) The bank would channel such fund to the eligiblst@mers as financing facility.

3) Customers will pay back to the bank at lower/zexte ron the specified date as
agreed upfront. This is because the bank doesneat iany cost of fund when
receiving it from the government.

However, this model is subject to two issues arallehges which are in terms
of operation and in terms of Shah In terms of operation, the government as
provider of grant may from time to time either cedise scheme or expect a return on
the allocated fund. Consequently, the financingitg@iven to the eligible customers
will be reduced or the customers will have to pagkthe financing facility at a
higher rate in which they may not afford to doHabr the issue related to Stiah,
there is no issue which is in conflict of Shah as the structure is very straight
forward and that it is based on Shah-compliant structure endorsed by the
respective Shalmh committee.

Conclusion

The issues and challenges revolving the financawgify in agricultural sector in Malaysia
and Pakistan has been one of the constraints gla@ng such sector. Since the issue has yet
to be resolved, this study attempts to analyseislise from the perspective of the bank by
proposing several models to utilise the donatiamdfto the eligible customers. It is found
that the utilisation of the donation fund can bé¢hiree forms, namely utilisation of zakat fund
to cover payment of credit takaful for beneficiarief zakat, utilisation of donation fund to
part finance the lower income group, and utilisaid zero cost deposit to finance the lower
income group at lower rate. This study also idedifthe strategic partnership agreement
between BERNAS and AGRO bank in developing thecadjriral sector by giving financing
facility to the eligible customers. Therefore,stimportant to urge the banks in Malaysia and
Pakistan to implement this new initiative in mainiag the importance of agricultural sector
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in both countries. It is also submitted that thieran urgency to move forward by cooperating
with the institutions/agencies that are involvedwagricultural sector to develop such sector
together as the work done by every person involsedore efficient and effective.
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