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Abstract 
Economic practices in Islam are conceptually defined as partnership based on equality, justice, fairness, honesty 
and halal profit-oriented for the sake of communities. One of examples related to financial transaction in Islam 
that puts ahead partnership principle is participation method or profit and loss sharing contract, such as 
mudharabah financial contract. Profit sharing concept is considered good because it prioritises equality in term 
of sharing profit and loss. However, such financial method is not quite popular among Syariah financial 
institutions. This may be due to the lack of understanding about profit sharing concepts coming from either the 
Syariah financial institutions or entrepreneurs as the receiver of the mudharabah finance. This paper aims to 
discuss how parties involved in the contract understand the definition of trust in mudharabah financing contract 
according to research result conducted in Baitul Maal wat Tamwil (Islamic Microfinance) Al Aziz, Tongas sub-
district, Probolinggo Regency, Province of East Java, Indonesia, where the majority of people are dominated by 
Madurese people.  
A. Introduction 

Islamic economic concept stems 
from the result of integrated re-
actualisation of Islamic doctrine on 
economic transaction, and the integration 
of national revival and spirituality. Islamic 
economic science is defined as social 
science which studies economic problems 
among communities inspired by Islamic 
values (Manan, 1993). The philosophical 
principles of Islamic economic structure 
lie in the principle of justice in order to 
realise social justice leading to prosperity 
and fairness. Therefore, economic 
practices conceptually represent equality, 
justice, fairness, honesty and halal profit-
oriented for the sake of societies as a 
whole.   

Participation is one of the methods 
prioritising the principle of partnership 
where a profit/loss sharing contract 
applies. The contract in profit sharing 
comprises musyarakah and mudharabah. 
In musyarakah, each party is involved in a 
business contract and agrees on the profit 
and to accept the risk based on the ratio as 

much as the amount invested by each 
partner. In mudharabah, on the other hand, 
one party gives capital called shahibul 
maal to another party called as mudharib 
to give a start to a business with the profit 
shared for both parties as agreed, while the 
loss will be the responsibility of the capital 
injector (shahib al-mal) (Al-Jaziri, 1994). 
In addition, a mudharib is also responsible 
for controlling the management of the 
investment. The positive return from the 
contract gives profit to be shared for both 
parties according to the ratio agreement 
(sharing ratio) established in advance. The 
loss, which commonly happens, however, 
is the responsibility of the funder serving 
as a sole party who gives the funding. This 
loss may be due to any accident that may 
happen during the work or project related 
to time and energy given. Thus, 
mudharabah actually reflects the core of 
Islamic political economy, where the 
system of Islamic economy and profit and 
loss share are the fundamental axiom 
(Najib, 2008).  
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Profit share is a good concept, for it 
gives a chance to entrepreneurs with 
capital problems. Besides, this concept 
puts ahead equality principle of all parties 
in term of sharing the profit and risk. 
However, this financing method is not 
quite popular in Syariah financial 
institution because it is seen as a high-risk 
business practice, so that it requires 
transparency and fundamental trust 
between the capital owner (shahib al-mal) 
and entrepreneur (mudarib). Problems 
arise in a mudharaba contract when the 
entrepreneur’s interests are against the 
capital owner’s (shahib al-mal), where a 
mudharib disregards in contractual 
relationship and does some conduct which 
is against the interests of shahib al-mal. 
Shahib al-mal in mudharabah contract is 
not allowed to interfere with the 
management in the entrepreneurship, so 
that a mudharib holds private information 
and opens access to asymmetric 
information (Maharani, 2008).  

Karim (2007) stated that 
mudharabah contract was categorised as an 
uncertainty contract due to the unfixed 
revenue. In order to do this contract, there 
are some requirements needing to be met 
embracing the contractor, contract objects 
such as capital and skills, agreement 
between the two parties according to their 
function and responsibility, profit share 
ratio representing the right to receive the 
share for each party. Ratio reflects the 
benefits from what is given by each party 
in mudharabah; a Shahib al-mal obtains 
benefit from the capital invested and a 
mudharib gains benefit from the work 
done. Therefore, profit and loss share ratio 
represents justice in rights and obligations 
for both parties, which can strengthen the 
mudharabah contract. In contrast, profit 
and loss share ratio could also raise some 
problems in the cooperation when fraud 
emerges due to possible dissatisfaction of 
both parties.  

From the aforementioned, 
mudharabah is an ideal financial method, 
but disinterest coming from Syariah 

financial institution like Islamic 
Microfinance (BMT) is the reality. Some 
external and internal factors coming from 
the Syariah financial institution contribute 
to this problem; the lack of understanding 
that the human resources in Syariah 
financial institution have emerges as 
internal factor (Muhammad, 2008), while 
not understanding well the concept of 
profit and loss share for mudharibs serves 
as external problem, where the concept of 
honesty and trust as an important element 
is overlooked (Jusmaliani et. al., 2006).  

Mudharabah financial system 
should be backed up by honest and trusting 
societies. In addition to administrative 
requirements, transparency should be 
present in order that this mudharaba 
financial system runs well in term of the 
profit share. The absence of transparency 
triggers conduct of moral hazard. 
Therefore, it can be said that the small 
amount of mudharabah finance in Syariah 
financial institutions is also influenced by 
the concern in moral hazard which is the 
problem of asymmetric information. 
Moreover, agency problems occurring in 
the mudharabah contract are due to the 
imbalance of bargaining position 
perceived by shahibu al-mal, for the 
mudharabah characteristics tend to give a 
chance to mudharibs in managing the 
business.  

Referring to several contributing 
factors to the small amount of 
mudharabah finance coming from the 
factors of understanding and defining the 
profit and loss share in mudharabah 
financial method, This research is 
addressed to analysing the understanding 
about the meaning of trust by the Shahib 
Al-Maal and the Mudharib in a financial 
contract of mudharabah according to the 
research results in Baitul Maal wat Tamwil 
Al Aziz, Tongas sub-district, Probolinggo 
Regency, the Province of East Java, 
Indonesia as Shahib Al-Maal and the 
micro-entrepreneurs as mudharibs, where 
the majority of the societies are dominated 
by madurese people.  
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B. Research Method 

This paper was done by applying 
qualitative method of research, aiming to 
raise the problems for specific solution in a 
particular context and location, which is 
holistic by referring to the object of the 
research such as trust in term of the 
perspective of principal-agent relationship 
in the mudharabah financial contract as a 
whole unity inseparable from other social 
issues such as culture, ethical values and 
religion. This research was conducted by 
creating no social barriers between the 
researchers and the objects observed, as 
the existing objects represent the meaning 
of the empirical facts; the kinds of truth 
that expect to be obtained are the 
ideographic construction (which gives 
ideas, concepts or meanings) and not 
something nomothetic that is statistically 
measured.  

This research applies an approach 
called phenomenology, a study on 
conscious experience of the respondents. 
This approach was employed to investigate 
perception, understanding and assumption 
of the respondents in mudharabah 
financial contract.  
 
C. Discussion 
1. Trust As An Important Element In 
Mudharabah Finance 

A fundamental result of this 
research on mudharabah financial contract 
in Islamic Microfinance (BMT) indicates 
that trust serves as a parameter of bona 
fides, where the entrepreneurs need to 
decide that business is to do what is said 
and say what is done. In other words, 
entrepreneurs are required to be able to 
convince their business partners that what 
they say is what they do or vice versa.  

This is in line with Stewart (1996), 
implying that trust is a fundamental 
element, as it comes from honesty. 
Honesty is considered as one of character 
qualities, which is not easy to have in 
business practices, where personal 
interests compete with common interests. 

Analysed according to Bertens (2000), 
trust is an important element in business 
context. Trust must be put in the scheme of 
reciprocal deed. Entrepreneurs with this 
value may presuppose that their partners 
have the same values as theirs. This is in 
contrast with the assumption that their 
partners deserve to be given trust or 
assumed bona fides as they themselves are 
bona fides to their partners. Entrepreneurs 
embedded with trust are willing to accept 
their partners as individuals that can be 
relied on.  

According to Putnam (1993, 1995), 
trust is a desire to take risks in their social 
interaction, which is based on belief that 
others may do as expected and may tend to 
act in supportive ways without causing any 
harm to others. Putnam in Champlin 
(1999), implies that cooperation requires 
trust which is, in modern economy, 
represented by formal mechanism known 
as contract agreement to prevent any 
fraudulence. However, such a formality is 
not present to replace trust, as it should be 
known that contract is supplementary.  

Trust embraces several conditions 
such as financing, and other economic and 
social transactions. In addition, 
mudharabah finance, one of financing 
methods of economic system in Islam, acts 
as stepping stone for shahibul maal in 
giving funding to mudharib party for 
business purpose.  
 
2. Religious Dogma And Cultures As 
The Source Of Trust. 

Nahapit and Ghost (1998), stated 
that at the level of individual, the source of 
trust came from the existence of values 
coming from religion, individual 
competition, and fairness that had become 
the norms among societies. At the level of 
societies, however, the source of trust 
came from social norms attached to the 
social structure of local societies. Trust is a 
form of decision taken by Islamic 
Microfinance as shahib al maal/principal 
and micro entrepreneurs as 
mudharibs/agents to take the risk in a 
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social interaction based on their belief 
believing that each party will act as 
expected, and always keep behaving 
within the pattern in which they support 
each other and will cause no harm among 
others.  

Related to the understanding of the 
definition of trust in mudharabah financial 
contract, it was obtained that the 
respondents believed the principle of trust 
is required to live a halal wealthy life. 
With this concept, it is expected that it lead 
to the wealth in life and hereafter. To gain 
wealth, one should obey ethical values 
coming from either religious values or 
cultures held by the societies in order to 
mainly build trust for long-lasting 
businesses.  

Trust is also seen as economic ethic 
sourced from noble values in Islam. Cited 
from Triyuwono (2012), trust is a principle 
which is Humanist-Transcendent. 
Humanist is defined as a relationship 
among individuals, and transcendent 
means the relationship between people and 
their God. Trust is one’s reliance on others 
to be maintained according to what the one 
who gives trust desires. It clarifies that an 
individual who is trusted does not have an 
absolute authority of the trust given. 
However, the trusted individual is 
responsible to behave as expected 
concerning the trust given, and should use 
the trust as desired by the trust giver. 
Moreover, Triyuwono agreed that the 
Allah’s caliphs on earth actually hold the 
given trust and particular tasks that should 
be done with responsibility. It shows that 
the trusted individual should behave as 
expected based on self-consciousness that 
they are the caliphs of Allah on Earth 
being aware that all conduct should be 
based on God will. In other words, the 
trusted caliphs are supposed to use their 
predicate of caliph (Khalifatullah fil Ardh) 
on Earth as a perspective in every single 
deed done either individually or 
communally. By considering such a 
perspective as sole and universal, the 
trusted caliphs are aware of the trust they 

need to meet by spreading godsend to 
societies. The obligation in spreading the 
godsend lies is a universal task which lies 
in every individual who recognises no 
boundaries. In the context of this research, 
the trust brings meaning of spreading 
godsend in the form of kindness, 
prosperity and convenience for the people 
in the universe. Submission and 
resignation to God serve as a consequence 
confirming that all activities are done 
according to ethical values in business. 
Awareness of ethics in business is crucial, 
for it gives access to business civilisation 
loaded with ethical, humanistic, 
emancipatory, transcendental and 
theological values (Kuntowidjojo, 1991).  

In Islamic context, the role of ethic 
in business is addressed to encouraging 
awareness in societies in order that bad 
business practices are avoided, bringing 
away the societies from contempt and 
torment in hereafter (azab). This is based 
on Islamic law written in Al-Qur’an, as 
stated in Assaff verse 10: “O the believers, 
shall I direct you to a commerce that will 
deliver you from a grievous chastisement? 
That has faith in Allah and his Messenger 
and strives in the way of Allah with thy 
possessions and your lives. That is better 
for you if you only knew”.  

In a hadith, it is mentioned that 
keeping trust is a noble moral. Prophet 
Muhammad SAW spoke, “the three 
categorised as fulsome although they do 
fasting, praying, and admit they are 
Muslims involves telling lies, breaking a 
promise, and being perfidious on the trust 
given”. The trust means to let others have 
their rights, not having something more 
than the rights we have, and not reducing 
the rights of others. The significance of 
trust rises as a group of individuals who 
establishes a business corporation, agrees 
on a contract of profit share (mudharabah) 
or wakalah, investing goods to run the 
business as ruled in the agreed contract. In 
such a case, all parties believe and hold a 
pledge for mutual benefit. When a party 
runs the business for its own interest, it is 
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seen as perfidious conduct. In hadith 
Qudsi, Allah said, “ I am the third of the 
tree who are allied, as long as one of the 
two does not perform any perfidious 
conduct. If one of the two does perfidious 
conduct, I will step out”.  

According to Karim (2007), trust 
(obligation, trust and credibility) is a 
mission of each Moslem entrepreneur, as 
human beings could only see Allah in 
willing condition and bless (raadhiyatan 
mardhiyyah); it is when one keeps trust 
given. Trust plays a fundamental role in 
economy and business, for the cycle of 
economy and business may stop spinning 
amid the absence of credibility and limits.  

Business, however, is not 
something in a short run, individual, or 
profit-oriented which is only based on 
mathematical calculation, but it has a long 
term goal, holds individual and social 
responsibilities before the societies and 
Allah. Ethical conduct in business is 
identical with trust, where it can be found 
the chain of relation between Islamic 
Microfinance/shahib al-maal/principal and 
entrepreneur/mudharib/agent in which 
they are influential to each other. In the 
chain of relation, ethic should be well 
maintained so that the trust laying as 
groundwork for business can be kept.  

Muhammad and Fauroni (2002) 
confirmed that the fundamental values in 
life emphasised in Qur’an embrace work 
and hard work, as spoken by Allah in 
surah An-Najm verse 39,”…And that there 
is not for man except that [good] for which 
he strives…”. Human beings are attached 
with disposition known as hubb asy-
syahawat, meaning a trigger, which boosts 
them to work seriously, and it leads to 
exhaustion. This gives insight that every 
activity one does requires power and 
move, and from this comes exhaustion. 
According to Al-Qur’an, working has 
something to do with faith. This indicates 
that the correlation between faith and 
working is like the correlation between the 
roots of plant and the fruit. Furthermore, it 
is stated in surah Al-Furqaan verse 23 in 

Al-Qur’an, “…And We will regard what 
they have done of deeds and make them as 
dust dispersed...”. Allah also commands in 
Al-Qur’an through surah Al-Jumu’ah 
verse 9-10, “O you who have believed, 
when [the adhan] is called for the prayer 
on the day of Jumu'ah [Friday], then 
proceed to the remembrance of Allah and 
leave trade. That is better for you, if you 
only knew. And when the prayer has been 
concluded, disperse within the land and 
seek from the bounty of Allah , and 
remember Allah often that you may 
succeed”. It is implied from the verses that 
business comes second after the prayer to 
Allah, and thus the prayer should not be 
left because of pursuing profit which is 
intrinsic as promised by Allah. It, then, 
goes without saying that Islam indicates 
that there is a clear demand in business 
where people are not supposed to be just 
profit-oriented, but it is also implied that 
they should be aware of the intrinsic 
values for their current life and life after 
death. The interview with mudharibs 
brings a conclusion that mudharibs see this 
world as a land where they can do their 
best for the sake of their life after death, in 
which business practices are not the main 
goal, but rather as a means to bring them 
to the wealth in hereafter.  

Lewis and Algaoud (2001) stated 
that the concept of trust in Islam implies 
that Allah owns the fortunes in the 
universe, while the human beings are just 
their keeper, and the fortunes can only be 
used for particular purposes. According to 
Fauzia (2011), transcendental ethic is 
commonly found in doctrines of Islam, 
especially in the explanation on the 
principle of trust. Several words of trust 
were found in the verses of Al-Qur’an 
related to faith and other verses relating 
trust and hypocrisy. Trust brings wide 
dimension. When trust is applied in 
business, every related individual wants to 
trust and be trusted. Regarding this 
assumption, there must be some activities 
that manifest the trust take-and-give, for 
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the trust is not something that emerges and 
goes away with no reason. 

What is taught in Al-Qur’an is 
strongly related to the spirit of trust; it 
teaches how to establish trust. Business, 
moreover, is an activity running on the 
wheels of trust. When the trust is strong, 
the business progress is well maintained, 
and vice versa. In Al-Qur’an, business is 
explained through the word of tijarah, 
embracing two meanings: trading in 
general between human beings and Allah, 
and the trading in term of transaction done 
between two people.  Apart from its 
classified meaning, the word tijarah is 
generally and particularly defined as a 
transaction which falls into two goals: for 
secular and after-death benefits. Such a 
fact shows it is important that business and 
transcendental ethics be inseparable parts 
from business and economy because it 
serves as a manifestation of remembering 
Allah, which is in line with Achmad 
Toheri and Muzdalifah saying that debt is 
not only regarded as a secular matter, but it 
is also regarded as a matter in 
transcendental dimension confirming that 
this is a matter settled in after-death period 
with reward and punishment represented 
by heaven and hell.  

The spirit of trust in the hadith of 
Prophet Muhammad SAW, related to 
worldly business, has become a highlight 
between the position of Islamic economy 
and the credo of capitalist and socialist 
economy. Transcendental ethics have laid 
the groundwork for Islamic economy, and 
it causes Islamic economy to be 
recognised as divinity economy. Islamic 
economy is based on trust involving the 
whole business practices done by Moslem 
entrepreneurs, starting from the capital set 
up for the business, the business 
management and its profit, trading 
cooperation based on what is agreed on the 
contract under the blessing of God, the 
maintenance of private and partner’s 
assets, professionalism, reputation in 
business, balance, wise natural resource 
and human resource use, contribution to 

societies and environment. In the 
perspective of fiqih muamalah, business 
transaction written in the contract 
represents the business mechanism, where 
preventive aspects towards any 
possibilities that could ruin trust are 
emphasised, such as fraudulence, trickery 
and injustice.  

Mudharibs bear in mind the 
concept of kindness taught by their 
parents, teachers (kyai) and several 
community leaders. Culturally, Madurese 
people strongly obligate their generation to 
respect their parents, followed with 
teachers (kyai), to whomever that once 
gave them knowledge. Moral values are 
commonly brought by parents in a family 
scope or by kyai in Moslem schools 
(pesantren). Therefore, moral values in 
doing kindness seem to be a part of the 
Madurese culture attributed in societies 
and quite influential even when the 
madurese people are away from their 
hometown.  

According to Dhofir (1982), 
generally, among Moslems, Moslem 
scholars are known as ulama. In East Java, 
those are called kyai. Kyai is an honorary 
title given by societies to an Islamic expert 
who knows well about Islamic religion, 
usually leads a pesantren, and teaches 
classical Islam of holy books to students. 
Besides, kyai is also considered pious, 
meaning an individual who has strong 
desire to profoundly study Islam.  

Among the Madurese societies, the 
title given to ulama or kyai is also called 
“keyae”, who generally leads or owns a 
pesantren. However, the title ‘keyae’ can 
also be descended (katoronan). When an 
entrepreneur comes to see a kyai, all he 
needs is advice and prayer to help him get 
closer to Allah for the success of the 
business he runs. Madurese people see 
kyai as an idol whose words need to be 
listened to and honoured. It is much the 
same as the relationship between a patron 
and a client. Regarding the honour given 
to public figures, Madurese people put 
parents at the top as the ones who teach the 
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knowledge of Islam, then followed by 
kyai. In other words, Madurese people 
have their conscience and uphold the 
ethics which highlight between the good 
and the bad in their life or in the after-
death. Their knowledge about ethics is 
inseparable from the culture of Madurese 
societies where they have to obey their 
parents and their ulama / kyai; the 
understanding and awareness of Madurese 
societies cannot be separated from their 
culture and religion they are attached to.  

According to Horikoshi (1987), the 
correlation between ulama and village 
communities is also described as a 
relationship between a patron and a client. 
There are several factors causing the 
closeness between a patron and a client, 
such as the knowledge and moral 
credibility in addition to their position as a 
public protector. Nevertheless, in 
Madurese societies, the relationship 
between a patron and a client is not limited 
to the societies in the village, but it also 
involves intellectual figures with the spirit 
of Islam, respect, and closeness with their 
unofficial leaders. The closeness built is 
usually based on emotional connection 
established when they were educated in 
pesantren, and such a closeness is not 
easily ruined.  

Qomariah (2009) agreed that 
traditional paradigm concerning the 
relationship between kyai and his students 
as a dynamic community will form a sub-
culture which is built on exclusiveness, 
fanaticism and esotericism in an effort to 
keep the religious tradition and protect it 
from external influence. In the tradition of 
pesantren, kyai is pictured as a figure who 
nurtures, guides, and educates. Kyai even 
serves as a moral strength and is respected 
by his students, religion teachers, and 
several staff in dealing with the tasks 
related to education in pesantren. The 
figure of kyai strongly depends on his level 
of knowledge.  

In pesantren tradition, there is an 
emotional relation pattern between kyai 
and his students, like in feudal tradition 

but with the absence of sophisticated 
political hierarchy and structure as it is in 
an empire. Kyai and his family 
(descendants) have high cultural and social 
structure compared to his students. 
According to Marijan (1992), such a 
tradition stands on three pillars: 1) 
societies as the pattern of social structure, 
2) Ulamas who represents the structure of 
leadership, 3) the tradition which 
culturally serves as a system of culture 
binding the vision of science or other 
Islamic ethics that they believe. Such a 
cultural system basically acts as an 
institution of tradition, which forms a 
unique structure. The basis of community 
between kyai and his students (santri) is 
back up by pesantren and the village, 
where kyai socialises. This makes the 
leadership of kyai culturally rooted among 
the santri community. Kyai is categorised 
in an elite group culturally, socially, 
politically or economically.  

Geertz (1983) believes that kyai is 
a cultural leader who is flexible in term of 
dealing with local tradition. Such 
flexibility is caused by his realistic 
perspective on what is actually Islamic or 
not. When something is not included in the 
teaching of Islam, kyai is capable of taking 
it as something that does not ruin Islam. A 
tradition of selamatan—a tradition where 
Moslem people gather to have feast to 
celebrate wedding or commemorate the 
death of someone—features the element of 
Islam more than that of non-Islam. This 
tradition is acceptable in Islam, where a 
kyai plays an important role in the tradition 
of selamatan. 

In most cases the role of kyai 
among village societies is not limited to 
issues relating to religion. Amid the 
culture dominated by the figure of kyai, 
issues related to household, matchmaking, 
economy or even cure usually bring kyai 
as a central person. This triggers emotional 
relationship which involves dependency at 
the level of belief which is not 
questionable. Moslem people around kyai 
will conform their perspective of life and 
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their behaviours to the life a kyai lives. 
Kyai is an unofficial leader whose words 
and advice are listened to more than those 
of other leaders in anywhere else. 

The closeness between Madurese 
people and kyai is described as the 
relationship where Madurese people 
always expect the agreement and solution 
coming from kyai. Any problems 
emerging in their life are inseparable from 
the interference of kyai. Such a tradition is 
commonly found in village societies, no 
matter how high the education level they 
hold. The motive behind this is to search 
for bless of God (barokah) through a pious 
person, with the expectation that the 
business they run is also blessed for the 
prosperity of the business. In the reality, 
this tradition is not only applied among 
Madurese people in their hometown, but 
also by madurese communities in their 
foreign towns as told by a key informant.  

 
3. Trust As A Prevention From Moral 
Hazard In The Concept Of Mudharabah 
Finance 

Problems in agency in relation to 
the mudharabah finance emerge when 
viewed from the perspective of 
conventional financial analysis. Firstly, the 
absence of collateral can affect the 
problem of adverse selection with the 
consideration that when a mudharib/agent 
expects his/her project to give high non-
monetary benefit with minimum profit, 
there will be a tendency that the model of 
mudharabah finance is preferred, as the 
mudharib may be benefitted from the high 
total income by artificially sacrificing the 
capital at low amount, as agreed by Sarker 
(1992). Secondly, mudharabah finance 
mainly features the moral hazard problem 
because syariah financial institution does 
not have an authority to force micro-
entrepreneurs/mudharibs/agents to do any 
conduct to maximise their income. 
Thirdly, in mudharabah finance, there is 
always a force from a mudharib/agent to 
write a report stating the amount of profit 

less than the amount that should be 
received.  

From the result of research in the 
field, it was found that micro-
entrepreneurs/mudharibs/agents, in the 
contract of mudharabah finance, use the 
different approach from the paradigm 
currently applied in conventional financial 
institution. The approach used by the 
micro-entrepreneurs/mudharibs/agents as 
observed in this research involves 
trust/amanah. Arrow (1974) states that 
trust is quite powerful in preventing 
difficulties which hamper the achievement 
of normal dependency level, which is 
called by Arrow as “invisible institution” 
coming from ethics and morals seen as 
important elements to reduce expense for 
agency and transaction in the finance of 
mudharabah. 

With the trust/amanah, the 
entrepreneurs/mudharibs/agents are 
expected to pay on time, the income will 
be reported correctly, and the profit share 
with Islamic Microfinance as shahib al-
maal/principal will be managed based on 
contract/agreed by all parties. 
 
4. Implementation Of Trust/Amanah 
Described As Sharing Profit For All 
Parties Written In The Contract Of 
Mudharabah Finance 

Based on the data of the research, it 
was found that behaviour of 
mudharib/agent leads to economic 
behaviour matched with acceptable moral 
demand, in which, in Islam, it can be 
compared with altruistic character, 
meaning to put common interests above 
all. Individuals with such a character are 
considered as highly sociable people who 
recognise no selfishness.  

According to Gordon (1991), 
Altruism is defined as a behaviour that 
benefits other parties with particular loss 
hitting oneself but harming no other 
parties. Gordon also believes that moral 
altruism not only can be found in human 
but also in animals. Altruism is seen as a 
special marker of sociality among people, 
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either in the families or wider 
communities. This phenomenon indicates 
the existence of trust/amanah seen from 
the perspective of piety and knowledge in 
business. Mostly, social relationship is not 
only based on positive facts, but it is also 
considered based on values, for the values 
contain normative standard for behaviours 
performed in either private or social life. 
Values play important role in life. In every 
culture, there are usually particular values 
that help develop ideas. Dominance of 
particular ideas in societies will form and 
influence the rules regulating how people 
should act (rules of conduct) and how they 
should behave (rules of behaviour), where 
these both types of rules simultaneously 
form cultural pattern.  

Regarding those characteristics, 
Siddiqi (1991) considers that altruistic 
attribute generally functions as an 
outstanding contributing factor among all 
forms of behaviours according to Islam. 
This understanding is in line with the 
finding in this research, where altruistic 
attribute performed by mudharibs triggers 
themselves to trust by doing profit share as 
agreed in the contract. The altruistic 
character of mudharibs is implied in 
economic transaction with its perspective 
stating that business is more than just what 
it looks, but business brings the sense of 
worship as a manifestation of love to their 
God. This shows that business brings 
spiritual and material aspects, sacred and 
profane, social and natural. This indicates 
that the awareness of mudharibs of their 
role as the representatives of God to whom 
the trust is embedded to carry out their role 
according to the rules and norms set by 
God.  

The notion clearly proves that the 
existence of negative features such as 
selfishness and altruism within human 
beings could contribute to economic 
transformation (social) in the societies 
(Gilani, 1980). The combination of those 
two characteristics has in fact been stated 
in advance by mudharibs/agents from Al-
Azis Islamic Microfinance. The business 

done by the mudharibs and Al-Azis 
Islamic Microfinance is not separated from 
the interpretation, and it receives 
philosophical symbols found in the 
economic system of Islam and the natural 
characters of human beings (selfishness 
and altruism), as mentioned above. 
Generally, those symbols serve as moral 
and ethical bases in conceptualising and 
implementing the economic system of 
Islam (in contrary with capitalism and 
socialism) without rejecting the basic 
characters of human beings.  
 
5. Contract In Mudharabah Finance 
Stated In The Agreement Of “Syariah” 

The understanding of trust /amanah 
in wider scope was explained by one of 
mudharibs of mudharabah finance of 
Islamic Microfinance, Al-Azis which 
emphasises that the contract of 
mudharabah finance is stated in the 
agreement of “Syariah”. This fact gives 
meaning that contract/agreement in 
mudharabah finance is a transaction of 
debts whose syariah is regulated by Allah 
SWT, as stated in Surah Al-Baqarah verse 
282-283. The verses tell Moslem people to 
regulate their debts in the contract in order 
to keep the fortune and avoid 
misunderstanding. The contract should 
consist of the amount of money borrowed, 
and how long it takes to pay the debts. In 
short words, these verses suggest that the 
debts, whatever the amount is, should be 
put in written record and should be 
witnessed by two people.  

Naja (2011) agrees that debt (Dain) 
comes from the word dana-yadinu, which 
means to give (lend) amount of money to a 
debtor and should be returned in a 
particular time agreed by the creditor and 
debtor. Ad-dain is derived from Arabian 
language meaning the ended or postponed 
cost. In the above verses, Allah justifies 
the existence of debts (at-tadayun) among 
Moslem people so that this practice is 
acceptable and not considered haram. 
However, usury (riba) is considered as 
haram monetary loan, where the creditor 
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gives loan to the entrepreneurs who need 
money to develop their business. In order 
to give comfort to the two parties involved 
in the monetary loan, Allah declares that 
the debt practice is recorded in the contract 
and witnessed by the two parties. 
Referring to the verses mentioned, Allah 
commands his believers to obey and do the 
regulations every time they do such 
transaction, complete it with the contract 
functioning as a fundamental to settle any 
possible dispute that may come up in the 
future.  

Islam promises to give piece and 
dignity to its believers. Therefore, Islam 
does not encourage its believers to borrow 
money unless the condition forces them to: 
“Owing money is disrepute during the day 
and restlessness at night”, spoken by 
Muhammad SAW, the Prophet who never 
felt restless and annoyed because of debts. 
Prophet Muhammad SAW narrated in one 
of his prayers: O Allah, I seek Your shelter 
from debts that give burden and from the 
suppression of human beings on me. He 
also narrated, “postponing to pay debt for 
those who can afford is torment”. (Hadith 
of Bukhari and Muslim).  

The aforementioned verses also 
imply that transaction should not be done 
in straight cash, which is done during the 
journey and there should be a clerk 
recording the practice. Therefore, it is 
advisable that collateral be made available 
to be given to the creditor, unless both 
parties surrender to Allah SWT and have 
agreed to trust each others in which the 
availability of the collateral is not 
necessary. In the last verse cited, it was 
narrated, “…and if some of you believe in 
some of others, so those who are trusted 
do what others have trusted them to…”. 
This last line implies that debt, the 
collateral, written record, and witnesses 
are only supplementary, but the trust 
between two parties is primary. In the last 
verse, Allah implies that whatever work, 
whether hidden or real, the human beings 
do with their appendages or by heart, 
Allah knows everything.  

According to the interview 
conducted with the key informant, it was 
found that the belief in the existence of Al-
Qur’an during the time the contact is read 
or signed, it gives understanding that there 
is a responsibility for the contract before 
God. This brings a wide scope of meaning 
showing that such a relationship forms due 
to the existence of trust without 
overlooking the relation between the 
principal and the agent. Such a relation is 
described as a wide relation where the 
agent is not only responsible before the 
principal, but also before God. In the 
perception of mudharib, it involves ethical 
and moral behaviours, while in 
implicitness and substance, it places 
normative values in conducting economic 
activities, and the activist is considered to 
hold altruistic attribute performed in the 
economic transaction. It is because 
business is not just what people see, but it 
is considered as worship to God; it is more 
than something having economic attribute, 
but it also manifests the relation between 
two parties involved in business and with 
God. In other words, business indicates 
that there is what so-called spiritual-
material religious-not religious, and social-
natural aspect of each individual who is 
involved in the economic practices.  

The central point of ethics in the 
transaction of mudharabah contract by 
mudharib gives understanding that every 
Moslem should be responsible for the 
transaction because of his/her belief to the 
Almighty God. The ethical scheme in 
Islam implied that human is the centre of 
God’s masterpiece. Human is considered 
as the representative of God on Earth, with 
their goals in life to realise their wisdom 
and caliphate who have sense to 
differentiate between good and bad, and 
between halal and haram. In the 
perspective of ethical Islamic teaching, 
principally, human is required to do good 
conduct for himself, for others, for their 
nature and environment, and for his God 
as his creator (Djakfar, 2007).  
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The conception of responsibility in 
Islam consists of two aspects: Firstly, the 
responsibility which is integrated with the 
status of caliph as the representative of 
God on Earth who gives boundaries 
around himself from greediness especially 
in term of the business done with others. 
The second concept of responsibility is 
voluntary, where sacrifice is required. 
Voluntary responsibility is the reflection of 
implementation of piety coming from the 
awareness as a Moslem that Allah is 
second to none (tauhid). In tauhid, 
Moslems surrender their life to none but 
Allah. When related to the responsibility to 
God in the perspective of ethics in 
business, it can be said that what is traded 
in business is bless from God, and the 
parties involved in the business practices 
do the business activities according to the 
regulations set by God. Last but not least, 
respect among parties involved is another 
aspect in doing business.  

Based on a documentation research 
in contract/mudharabah agreement 
between Al-Aziz and mudharibs, it was 
found that in the introduction of the 
contract letter, Surah Al-Maa’idah, the 
fifth surah verse 1 is quoted, “… ‘O 
believers, fulfil your promises…”. The 
promises meant are contracts/agreements, 
which comprise vow to God and business 
agreement made by parties involved. 

Verses in Al-Qur’an as shown in 
the opening of surah Al-Maa’idah above 
should be clarified accordingly, as defined 
by Quthb (2000) that contract (akad) 
means guidance set by Allah. Akad of 
faith to Allah is represented as the pillar 
that upholds all other akads and life 
guidance. Other akads related to the rules 
and prohibition in Syariah of Islam, or 
those related to any activities done in the 
societies come after the faith to Allah. All 
of those mentioned form transactions 
(akads) voiced by Allah to all His 
believers to be fulfilled.  

By understanding the meaning 
given by the key informant, stating that 
contract/akad agreed is the contract 

discussed in Al-Qur’an of surah Al-
Baqarah verse 282-283, implying that 
agreement/contract/akad of mudharabah 
finance brings consequence in both this 
universe and hereafter, for, as known, the 
mudharabah contract is based on the rules 
of Islam so that the 
entrepreneurs/mudharibs/agents are not 
supposed to break what has been agreed in 
the contract/akad/agreement as this will be 
questioned in the after-death following the 
doomsday (yaumil qiayamah). 

According to Choudhury (2001), 
the essence of business contract in Islam is 
that it keeps both parties involved in the 
contract from possible problems. When the 
contract meets some dispute between the 
principal and agent due to 
misunderstanding and moral hazard, 
Islamic contract comes to the rescue. 
Entrepreneurs/mudharibs/agents, 
moreover, are rewarded due to their 
honesty and capability in dealing with the 
business financed through mudharabah. It 
can be said that inside the circle of Islamic 
economic system, the business under 
Syariah system may minimise the 
problems arising between two parties, and 
it gives advantages to the principals and 
agents.  

What is explained in the theory on 
agency is discussed as well in Surah Sad 
verse 24 in Al-Qur’an stating that conflicts 
have arisen among parties involved in a 
particular business simply because of their 
despotic deed. Conflict won’t occur when 
all parties run the business according to the 
rules of Syariah where they are supposed 
to hold trust and faith. 

The theory about agency looks at 
the behaviour of every individual which is 
related to the transparent profit gaining 
(opportunistic) before the other individual 
involved in the contract. Having a closer 
look at the theory, I was brought to a 
thought that the logical consequence 
brought from the motivation attached to 
the theory is that there is no consideration 
in ethical variables which should serve as 
fundamental for the contract/agreement, 
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akad/syariah in business, especially in 
mudharabah financing. Ludigdo (2003) 
stated that there was a strong correlation 
between ethic and economy, where it was 
usually assumed that every individual did 
everything unconditionally for 
himself/herself, or fraudulence might even 
be another shortcut for more profit.  

Agency problem in business 
contracts is one of the representations of 
business actors who jump out of their real 
characteristics as human beings who tend 
to do good conduct. Religion contributes 
to how humans behave, for it holds basic 
moral concepts within an individual. 
Insight about goodwill and the bad, or the 
boundary between what should or should 
not be done is gained from religion dogma. 
Good moral and behaviour emerge from 
individuals with strong faith. Such 
individuals are not easily affected by 
negative influence that triggers them to do 
wrong deeds by strongly holding on moral 
values and aqeedah. 
   A Moslem entrepreneur/mudharib/agent 
is responsible for the ethical values in 
business, for those values are fundamental 
for their faith in playing a role as an 
entrepreneur and a caliph who holds the 
given trust. When faith has a role in 
agreement/contract/akad of mudharabah, 
every conduct in business should be done 
based on moral values for the pleasure in 
this perishable world and immortal 
hereafter. 

Mudharabah contract will be 
maintained when the mechanism of 
trust/amanah, openness, honesty, and 
fairness coming from the 
entrepreneur/mudharib is present. Keeping 
trust/amanah, honesty, openness and 
fairness is like having a strong foundation 
of behaviours of an entrepreneur. Religion 
can serve as a controller of agency 
problems in better and more human 
dimension, as expressed by Ludigdo 
(2003) suggesting that religion can 
function as a controller in order to give 
way to the human characteristic called 
opportunism. This perspective suggests 

that religion related to the theory on 
agency will provide both ethical and 
behavioural limits to the parties involved 
in the contract/akad of mudharabah 
finance.  
 
D. Conclusion 

It is concluded that Islamic 
Microfinance (Shahibul al Maal) and 
micro-entrepreneurs (Mudharibs) agree 
that understanding the meaning of trust is 
required in gaining halal fortune and bless 
for the pleasure in both this perishable 
world and immortal hereafter. It is 
commonly known that this world provides 
opportunities for what we need later in 
hereafter. The business run in this life is 
not the goal of all, but it is a pathway 
bringing us to the wealth of hereafter. The 
key informant knows well about good 
values coming from parents or Moslem 
teachers (kyai). 

Trust (amanah) is also defined as 
to share profit, which is related to the 
behaviour of entrepreneurs linear with 
moral demand, or it is called altruism. 
Altruism means putting someone else’s 
interests above all, and this character is 
usually attached to those with strong social 
awareness.  

From the results of this research, it 
was found that in the implementation of 
the mudharabah contract/akad, the 
entrepreneurs/mudharibs/agents applied 
the different approach from the current 
paradigm usually applied by conventional 
financial institutions. Based on the 
perspective of mudharibs, mudharabah 
financial system was seen as debtor-and-
creditor transaction whose shariah was 
ruled by Allah SWT. Every Moslem is 
responsible for his/her transaction, for 
he/she believes that Allah sees whatever 
he/she performs.  

The findings of this research 
suggest that cultural factors and religion 
can minimise the relationship between 
principals and agents in the contract of 
mudharabah finance. Elements such as 
habits or cultures among certain societies, 
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such as the role of kyai, are believed to be 
in people’s preference in term of giving 
advice in their business. Islam is seen as a 
spiritual model as appropriate guidance to 
the behaviour in maintaining business.  
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