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from Saudi Arabwa, Australia, Malaysia, Bangladesh, Canada, Indonesia and the UK,
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15 sustainable. They describe how The Tawhidi epistemological framework govern-
ing conscious moral decision-making by institutions and organization, are used to
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whether organizational moral objectives achieve their goals of life-fulfilment develop-
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The Impact af lslamic Development Financing on Poverty Alleviation i Indonesia

W WLIDUANUTY AR narfyandl
bosudul Alam Choudhory and Tetik Marivant

Abstract

In developing couniries, there are many problems that can act as a barrier 1o economic growth. One of
the major problems 15 the incidence of poverly. Poverty 15 a central problem of secal and econom.c
development, By using the of itz D anre conceplion and quantitative formalism in terms of
circular cowsation relatsons. it is possible to show how such a comprehensive methodology and method
can be applied (o the study of poverty alleviation Tor secic-economic development In this chapter this
comprehensive approach s applied to the case of circular causation interrelationships between the
critical variables, namely. economic growth, investment, 2okor expenditure and poverty alleviation,
The incidonce of poverty alleviation 15 measured in tormis of the mumiber of zakal recipients. Zakat is
the mandatory poymen by well-to-do Muslims For the allevianon of deprived social and economic
conditions in socicty at large. 1 has specific rules of collection and disiribation. as mentioned in the
Chicer Among these targered directions of sokad expenditre s poverty midation. Yer in addition, the
channel through which poverty alleviation .8 attained involves zabaf expenditure o assimilae the

abject poar in the growth and spend- ing cveles of a prosperous socicty,

Objective

The object,ve of this chapier is (o siudy the case of 3 producive alleviation of poverty through the
attsinment of o resilient social end economic the inferences in this regard will be of a pencral nature o e

field of susta nability and development, the cage siudy is of Indonesia in recent limes. Poverly alleviauon




stands oul a8 a central focus of Islamic socicty. In gencral, such a process wwards the productne
mpact of idamic Desetopment FAnancng on Powverty Allevdason in Indoreska 76

alleviation of abject poverty in the midst o development management will be studicd in this chapier by

ising the TSR methodology and®formal quantitative method, The “distributive function of wealih 1o

aitoin wellbeing hos been brought out emphabcally n the eradicated. leaving

What is the measurement o poverty must the relative poverty o market resolution ! Thiz guestion
mduces the undersianding  of elements of poveny that affect the poverty line. The wswal Kinds of
elements that underlie abject poverty are sharp deprivation in terms of eamings and mcoms i order to
meet basic needs; a failure to gain social participation o enjoy empowerment: the loss of haman
resources development; the loss of access (o markel exchange: and the lack of appropriaie distribugive
policies 1o enable entitlement. empowerment and access o productive resources,

Consequently, two Kinds of cconomic and philosophical approaches are known o have boen
advocated in the hteraiure. First is the approach of the non-interventionist school that decnes the
redistribution of income and wealth, I alse uphelds the idea of ownership by entitlement of the original
pwner, An example m this case s land that 1s captured and claimed from nature, as by the settlers of the
land enginally inkabited by Aboriginals, Sabsequently, private lobby groeps and governments have ruled
v self-reinforcing interesis on propernty rights over land and resources. Moral, ethical, and social values
are thereby dispensed with o claim owmnership of land and resources w the onginal owners. Advocates of
thiz school includ: Mozick (19747 and members of the neoclassical economic school (Lawson, 200.3),
which belicves m the supremncy of the markei-¢iTicient process 1o resolve social issues. Hence, there
womes o this kind of economic thoughl the gread trade-ofT between cconomic inferests and social
Justice. The tussle in this trade-off is found in 15 wavs of non-nccepiance of cooperative embedding. The

goal of aitaining complementantes between social wellbeing and economic efMiciency remans absent in




the substitution nobune of these opposing clements in the necclassical economies methodobogy . The
77 Choudiwry and Marhyar )
example given by Schiller (2003) on this issuc is inicresting.

The above kind of trade-ofT that disempowers the poor in favour of the wealihy and powerful pervades
into the same kind of substitating relationship m technalogy . resource allocaton, capial investiment.,
povernment expenditure, production menos and economec growth. For instance, in the case of a
reproduction of technology as an exogenous force, and payments to workers and capital as inputs of
producton. the underlving marginal productivity theory of allocation of resources suggesis that the
exogenous fectors cavse elfects from owside the poyments system, as the choice of technology gels
determined by the owners of prodeciion. The side of capatal opposes the partcipation of labour in the
choice of fechnology, Conscquently, the growth path determined by iechnological and resoqree
sugmentation moves perpetually along the backward-bending allocation of reeources towards capital.

The second proup of social philosophers on the matler of resource allocation 1o altain social wellbeing
arzucs that social mequality needs (o be reformed by policy intervention (Rawls, 19717, In such o casc,
the continued intcraction between the endogenous action of market and prodactive change and the
exogenous policy impact of government is broken up. Consequently, a costly agenda of social reform
with high fransaction costs 15 introduced. This too 1s without sustuinable effect as ransaction costs
increase, Thereby, the very goal of poverty alleviation is defeated. Choudhury (194939 hns argeed against
Rawls' Origmnal Position by using the Difference Principle,

Upon paving closs attention o Rawlsian social contract, we node the following Maw in Rawls"way of
reasomng: if the DifTerence Pnnciple 15 kevied to reconstruct a new Onginal Posion cach tme there 15
social imequity, then govemments become mereasingly domanant in such resource albocation. Besources
furn i favour of the social aliernative, Ultimately, the same neoclassical irade-ofT of subsition between

economic efficiency and social equily takes place in fevour of the entically deprived, as in the case of




poverty, Indeed, Rawls' diagrams that he uses 1o explain the cmergence of the Original Positions via the
mpact of idamic Desetopment FAnancng on Poverty Alleviason in Indoreska 78

Difference Principle along the trajectory of social contract happen to be the ncoclassical cconemic kind

of convex o the ongin surfaces

Resource allocation inTSR

The continuous resowrce reproduction function can be succincthy explained, Let Ri6) denote knowledge-
induced resources, meaning that resources arc continuously replenished as the principle of unity (%)
between possibilities CX(03) brings oul diversification of the output CY{05), emplovment (L0599 and the
cmergence of new echrelogics, policics and innovations (T0%F, All these inleractively ingegraved and
evolutonary (HE) variables and entitics remuin dyvnamic in ferms of emergences inio diversities. This kind
of continuity of organic relations in unity of knowledge across continaums of knowledge. space and time
dimenswons conveys the meamng of swstanabality along the HE trmectores. In the context of poverly
alleviauon (Py ot of growth (G), wechnology (T), zadar spending (£).and the grassrools structure of a
productive organization (Y ) across the conbinuums of know led ge (09, space and time dimensions s
interpreted ag the complex embedding of the multidimenzional processes. Such processes describe the
endogenons interrelations between the socio-economic variahles and their economie, sacial moral and
mshitutional embedding.*

Two critical matiers stand in the way of integrating the neoclassical substitules into complementan
possibilitics, This is causcd by the excgenous mstead of the required endogenous inter-couzal evolutionnry
learning mare of interaction and integration between the complementing possibilities. As bong as
technology, policics and knowledge stand out as cxogenous impacts on crcating lemporary impctus,
production Factors increase transaction costs, Such increasing costs hamper the progress of the co-

determined path-dependency trajectory of sustamabality. 18 55 well-known from cconomic theory that along




every prioduction possibility curve, the opportunity cost increases along the convex o the origin

TS5 Choudhury and Martart
production possibility surface

Consequently, the essential factor of a complementary change existing pervasively beiween the

possibalities o overcome the expansion ecomomic path 1z the endogenous effect of consciousness with o
brond meaning. Along the expansion path, partcipatory complementoribies mvoking organic unity and
cthical choices between the possibilities characicrize all induced artifacis that drive the evolotionary
learming along the expangion path. Examples of such endogenously induced arlifscis by the epistemic
unity of knowledge as consciousness in complementaritias are technology, growth, distribution and
productive ransformation. [t s also such mpects thnt cause markeds and povermnment o mnterrelate by

inter-causality, Sew (1988} refers o such maoral, social and cihical transformation as deoniclogical

cauzsation.

Feview of the lieramrng

i Maryanti, 20008 found in her doctoral research using the simultaneous equation model with secondary
data the ympact of Islamic spending, namely, Zokar fniimg hdogeh (Z18), 15 sigaificant in poverty reduction
in Indonesia. Yet much of the Z15 payment 1o the poor is Tound to receive only charitable poor-due. Such a
result, although being an instrument of poverty reduction. the imfluence of Z15 10 Indonesian poverty
plleviation programmes is found to be statistically insignificant. This kind of siatistical resall contradicts
the expected mission of zabat of realizing and sustaining equitable social and cconomic order in a
sustaimable society,

The influcnce of financing BMT ¢Bavil Mat Wal Tamawil Caoperaiive Islaric Firance) on poverty
plleviation in Indenesia showed that such lnancing has the potential to reduce peverty levels in Indonesia

becanse micro-finance instiutions form a component of the role of sharafl in socic-coonomic




development, Wow i Sghe of the interdependency between the circular cavsaion variables, the weak rela-
Impact of isamic Devebopment Ainancing on Poverty Aleviation in Indonesia B0
tionship between zakar and poverty alleviation sets off a chain reaction on s weak and non-
complementary relations with all the variables,
In reference o the above-mentioned inter-cansal circular cavsation relations, Tatik's rescorch
relating to poverty levels in response o the financing of BMT also found thaf poverty 5 increased n
a situation where BMT cxpenditure 15 redoced. Such o result 15 due fo BMT being a source of both
Fundimg the zakor Tund in BMT and a saving of linancial resources. Thereby, unless such resource
mabilization i used for productive transformation. no firm conclugion can be drawn an the circular
relabions between poverty reduction, BMT spending and productive transformation al the prassrools
level The inter-causal relations between poverty reduction and level of wse of BMT Fundz are not
conclozive on o further eyvele of usape of the zatar fead in productive actrvety. Zakal funds so spent in
BMT resources can just be hand-ouls,
fased on the result of the relations between BMT expenditure and poverty alleviation, and the
ertitcal importance of these in generating productive transformation, Tatik arrives ai the Tollowing
recommendations; it being noted that the effect of BMT on poverty reduction is marginal {that is,
statistically msignificant), the BMT fimd in grassroots development ought o be enhanced by all forms
of chariable funds, especially by those from sharpak-compliant sources, The fathers of Indonesian
independence were pioncers of the grassmoots cooperative movement, et this was a broad-based
approsch, focusing not onlyv on microemierprise of the SMEs. Through such complementary cooperative
relations at the microenterprise and SME levels, the poad of complementary relations between economis
productivity and socml jestce can be schieved,
Thereby, the phenomenon of extensive complementanties, namely between moral, social and

coonamic objectives, can he achieved by unifying the markel forces with imstiiutional [orces with the




aim of establishing a sostamable dircction of developmicnt. Tt is expleined & the continuity of
1 Choudbwry and Mariamt

complementary and participatory intcr-cansal relations between development possibalitics in the

contimums of knowledge, space and tme, Indeed, the ends and means of the magasd ae-shar ol 15

cssenbally this kind of a parbcipaiory development goal by caunse and effect i the circularity of chomge.

Tauk extends the study of zabaf and poverly alleviation to the compound cose of Z15 izabah, ifog amd
sadagah as charitable spending), Monctheless, Tank finds weak statistical relations m such a case. This is
thought w be due 1o the subdued role of charitable institutionz and Z15 expenditure in the productive
transformation of Indonesia. There is also a cultural factor in thig type of inappropriste relationship. The
concept of charitable recemving has been thought of a5 a poor-due. nol as an entreprencurial capifal in the
self-sustained growih of resources interrelating with
charitable resources. On the other hand. the poor recipicnts leok at Z18 as o hand-out: it docs not play a
productive role in reducing poverty,

The failure to interrelate Z15 and produciive transformation extends (o a wider range of development
problems, For instance, a weak and often negative relationship between Z15 and productive
transformation” canses weak employment effect, weak investmenis and a weak relationship between
money, fiance and the real economy (MFRE). In this way. on extension of the collapse of
complementaritics weakens the entire gamut of 1slamic relevance to embedded social, moral and
productive transformation. Markets and institutions are rupiured, Governments unnecessarily bear a
heavier cost of development Nnancing. In the end, a national welfare trap and lethargy in relation (o

Islamic activities destroy the sustanakility of an embedded social cconomy for the commen wellbeing via

simulated synergistiie circular cousation relations between the good things i hife




et this was not il goal of the father of Indoncsion nption, Sockamo and Hutta. They dwelled on their
Impact of lsamic Devebopment Ainancng on Poverty Aeviaton in Indonesi B2
Panchasillah (constitutional goal) to bring about cgalitarian and practising [slamic social change of justce,
equality, and sell-reliant development,

Musthims in Indonesia were expecied to revive the ieaching of the Prophet Muhammad thot would
establish o self-rehant. carmng and entreprencunal society for the wellbeing of the Islamic world, the
wrmah. The leaders of Indonesia were to lead simple lives accordimg to hagh volues, Poverty allevinbon
would cccupy ithe central focus in such a moral, social and progressive nation.

Yei the reality is contrary (o the ideals. Figure 11 1 shows that although zeakal expenditure increasad over
the vears in Indonesia, the mier-caosal relatronship between ZIS, BMT. growth and poverty alleviation
reimaingd weak, The Islamic Tuture of an embedded and prospering social palitical economy s subdued

The increasing volume of zabar payment docs not create a national well-being by the complemeontary
Islamic impact on critical variables that can establish and susiain zocial transformation. Today, Indosesia

with its vast natural resources faces a high level of poverty, abhorrent corruption, high unemployment and

low overall human resources develepment, despite high levels of economic growih

246 Choudhury and Marivanti The empirical evidence

The empirical objective of this chopter is to study the inter-cansal relationships between the following
variables: levels of poverty as head counts, economic growih; zakar expenditure; BMT resources, and
social wellbeing. Social wellbemng is studied here as the crterson of measurement and inference on the
levels of mier-causal complementaritics that are found i the actual case for Indonesia, The undesired

resilis in the light of the nier-causal complementanitics between the sclected vanables are then




simuilated for a betber normative outlook in the cntical variables and the consequential wellbeing thus

13 Choudtury and Marand
found, Policy and institutional perspectives are thercby analytically developed.

The concepts of "incidence of poverty- and "poverty alleviation”

Such a peneralized-sy stem approach as the one we have chosen serves the purpose of studying the inter-
causal nature of incidence and alleviation of poverty, the meaning of which = taken in its wider sense of
clreular causation with the other critical vanables.
Ona limied examination, we mode by fallving Figore 11,1 with Tables 11,0 and 11.2 that alihoegh zokar
and BMT spending increased over a long tume pened, the incidence of poverty continued to fluctuale
around a double-digit percentage point over this time peniad, Likewise, the obscrvations on increasing

coonomic growth also prove this fact as well,

The incidence of poverty is explained by the compound incidence of the adverse
irler-causal eflects on indicators like income, employ ment, himan resowrces development, Zadal and BMT
cxpenditure. and economic growth. A loss in complementaribes between any of these variables will irgger
ol a gencralized weakness in all the inter-causal relations. This will lead to a compounding of the adverse

cause-cfTect circular relations.

When such a failure in inler-cansal relations occurs, a sustainable path of dvnamic basic needs regime of
development is lost The emergent regime of the wanls economy impedes the Mow and interconmection of
resources into social and ethical alleviaton programme 15 adversely affected due to the blockage ot the
free Mow of all forms of resources and the realization of cutcomes al all levels, including growth and vield

o imvesiment, and i social expenditires with zato! ond BMT.




Indeed, it can be seen that through the vears of weathering the Ninancial crisis of the lade 190 Indoacsia
Impact of lamic Devebopment Ainancng on Poverty Aleviaton in Indonesi B4

recorded an abominable poverty incidence rate of 24.23 per cent. In this catcgory, the World Bank
esiimales the percentage of the poor with income under 51,00 a day 1o be 12 per coni. Those caming
under $2 00 a dy amounted to 70030 per cent. The lte 159905 was also the era when Indonesia
expenienced a =132 per cent annual rate of economic growith, During the saome ome period. mmvestment
dropped by 50 per ceni. This dropped by a further 20 percent between 1954 and 20600, During these
vears. the incadence of poverty remained unchanged on a per capita measure of invesiment in poverty
alleviation. These figures amount 10 weak effects of merely eight per cent for 2010 and seven per cent for
2011

The markediv low effect of BMT plus zatat expenditure on the incidence of poveny can be seen 1o
prevail for 1998 and more recently for 2000 and 2011, The figures here are an inerease of 6517 per cent
on the 24,23 per cent rate in 1998, The poverly incidence rate between 2010 and 2011 was 35 44 per cenl.
The effect of zakor on the incidence of poverty recorded similar per unit rates, The incidence of poverty
was 32 43 per cent between 1998-99, but had dropped by 748 per cent between 2010and 2011,

The effort owards developing an Islamic approach fo poverty alleviation is being pursued by Izlamic
organizatons in Indonesia. A prominent example of such a plulanthropic ereamzation s BMT.

BMT comprises a group of non-governmendal organizations, 11s wellbeing goal (the eriterion function)
sceks o develop productive efforts and investments along with the improvement of the quality of small
ehlreprencurs, leading to poverty alleviaton, Tt aims an achieving its goals of wellbeing by encouraging

saving sctivities and supporting cconomic activities with shar Fidb-onented instrumaents.

Surmmary

I the end, il we were (o accept the rate of growth of cutpul as a plasible indicator of development

contrary io the social wellbeing index, then the rate of incidence of poverty por unit of econamic growih




raie stood al the following values: 183 per cent for 1998 and 195 per cont Tor 200 1, All these cstimates
£5 Choudtury and Marant
point to the conclusion that in cvery case, the incidence of poverty remaincd high in spite of the increascs
in charitable expenditure, investment expenditure and economic growth, Further socio-cconomic
implications can be extended. The example 15 of the incsdence of poverty m respect of unemployment i
Indonesia.
The following oeneral formulac apply for ssscssing the cffect of the critical vanables on the incidence

of poventy and poverty alleviaton in the light of the 2ocial well- being index. contrary 10 the ather

development indeses that were mentioned above

Incidence of poverty

POONW ()G, such that (d/d0)] Ingpgt) - InCW 00 | = | @(p(6Y) - ma(W{S)] <0,

(1L.1)

a5 the growth rates gdplfOy) declings and g0 W% ncreases with the growih of "9" the knowladge MNow
and representation of measured wellbeing, "9-values" are then premised both on the prevailing siate of
the problem under myestigation and i terms of itz simulated values m pccordance with the
fransformative outlock of magasid as-shard'ah, Thal 15, the conceptual verston of the wellbeing function
has its approximation in the evaluated (estimated and simulated) form O = F{z{i0), #(% symbolizcs the
vector of selected critical variables.

Poverty alleviation

Expression (111} can interpreted 1o explam complementary intcr-causal relations between the

components of the =0} vector, Therefore, the expression now changes to the followmg one:

ZHUW a6 subject to circolar causation relaiions,




ZHT = Qirtehed, ig = 12,....0; i%j {11.2}
mpact of idamic Desetopment FAnancng on Poverty Alleviason in Indoreska BG

In the cose of expression (111} or {1 1.2}, the 20} vector becomes the predictor in the light of their
"estimated" coeflicients (as they are) and "simulaed" coclMicients (a5 they ought to be) In cither case, a
eood deal of analviscal policy study and embedded moral. social, economic and imstitutional structures is
invoked. In our crude Torm of caleulations, in order w poin our the relevance of sehected crigical
indicaiors on the incidence of poverty and its implications on the rekadional meanig of poverty alle-
viatron, we have used expression (11,1} with crode single variables {o interrelate the social and cconomic
indicators, Yel a more claborate empinical excrcise will be carried cut later on in this chapter.

The end result of o complementary combination of circular causation between the 1 entical vanables
interrelating with poverly alleviation feeds into the measurement @ of social wellbeing. Thiz aciz as a
conceptual and empirical measure of the degree 1 of umity of know ledee and mter-cawsal HE process
relations in the sveemic sense

Thereby, if the incidence of poverty and poverty alleviation were to be understood in | the sysiemic
imter-cansal complemeniary sense of relationships between the critical i variables, then the proper index
of such an cvaluative indicawr is social wellbeing rather than any of the development indicators
examined so far. Among such indicators that are different from and cannot compeic with the social
wellbeing index are the real rate of growih of output, the human development index, the poverly index,
the gender empowerment index, the milleommm development index the cormuption @ index. the
happiness index and the like, This is becauze of (he absence of circular causality as a structural

charactenstic of these indexes, which thus have no explanatory = power, simply index measurement,

| Summarizing the HE methodology of unity of knowledge in poverty alleviation

I Inter-system treatment




i We prove here that iF aimy one of the critical variables, such as poverly alleviation, docs | nol relate o
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the other vanables, then ultimately all the sther vanables can become dissociated with poverty
alleviation, The generalization of this result is that any par- | ticular inter-variable dissociation will lead
1o overall independence between all the | variables,
Consder three sets of indicators, nomely, poveny (500, growth (5:) and Islamic ' expenditure (54,
denoted by S0 i=L2.3. According 1o our resulis on the weak effect of T economic growth and charitable

spending o alleviate poverty by productive means. (Figure 11.2 shows almog no intersechon of

Ba with 5z and S, (11

(11

('_\'\/_\ This result can be extended 1o any
(11

- & W
! < \‘\E\{EA‘T * SonSy * 4o but Sin(S number of scis of critical indicawith
[ & | -
' ' ¢ .
\___J/II '-.\_L’,' GGy Sk = similar properiies.

Mext consider that any of the sets of

Figure 11.2 A theorem of weak, strong and nullif
critical indicators {say &) 15 independent of any

inter-systemic effects of the other ones besides 5. In this case:

(RSN 5mE:) = cp but also SinfSansa) = o and SmBSanss = cp.

Tharefore, NmfSar S e (NS0 = 'Sj = cp.

This result is generalizable o all seis of indicators having the properties of partial independence between
all the sets. The case of complete mdependence between the seis 15 a trivial resule
Thus, w order (o realine the inter-vanable and inter-cousal circular causation relations i wmity of

knowledpe:

(1L




(d/de}{un, in5E0] =0 denotes evolution by processes of learning, {8}

1

Figure 11.3 Evolutionary forms in the limiting case of droular causation by systemic

complementanities

Figure 11.3 shows the evoluticnary movement (double arrows) by unity of knowledge of the three

systems into increasing complementarities by way of circular causation:
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with the property of evolutionary learning:

1=1.2,..nz(integrations) acress keaming processes denoted by the difTerential operatar (d'd <) in relerence
i0 know ledge flows, {0}, premised in unity of knowledge

Mode thal tamgental points between expanding 51 and S (point "a™) and between expanding 5) and 5.
(point "b") are intermediate equilibrinm poinis of the learning syvstems advancing Torther mio cvolutiomary
cquilibriumis by 5%, 1=1,2.3. Such iemporary cquilibrium points ecmerging imio evolutionary points

(Burztein, 19917 can be studied as evoluwionary Walrazian equilibrium points

in learming systems,

Extension over knowledge-induced variables representing |IE systems over learming processes

Il now we consider the S: systems 1o be chasacterized by their respective vanables, then by the general
theory of circular causation, either of the complementary or differenfiated type, we can evaluate
(Mestimation” followed by "simulation™) the social wellbeing function. This criterion function is now

denoted by WiP.EG). Here P dencies the incidence of povery (rate of poverty in the population). E

denotes chantable pnd microfinance expenditure {or rate), and & denotes the cconomic growth rate,

Wi can then cvaluaie the wellbeing index, given ihe HE propertics and dynamics in determining the
circubar cavsation relations m the estimated and the simulaed cases of the coelTicients of this system ol

inter-variable relations;

(did | Wikie)) » Xubx-fi0o, 500y + Mxa-G00 a0y + Ma3-Eie s (1110




Here i) denotes the koowlodge-indwced vector respective of whether there is null, weak or sirong
80 Choudnury and Marant

induction by () at any level between the vanables of the vector. Xj'(1) denotes the vector excluding
sevariable =1,2.3. bul can be any number of vanables,

Let the Lagrangian function be:

L= Wit + X0 xe-000,5 000 + Ax{xa-R00x:T00 + Mxa-f02 205 (11.12) Thereby, we
evaluate:

e/ den L o)

= 2 {3WIE ) (dxd + Ziaa* {dxrde) - [fdffaWdx)dd))

v sdrffHdyde] = 1= 0 < 1), = o, {11.13)

accordmg (o the nature of the theory underlving the episteme used, In the case of evolutionary learning

in unity of knowledpe, the value is = 0. In the case of "de-leaming”. the sign can be either =0 or < 0, In

the case of neutrality to all forms of evelubionary dynamics. the sign value can be 6

In the case of Indencsia and expressions (11 49— 11,7} and Figure 11,2, the sign of (dxp/d(d) « 0 Since

thiz result also implies that there does not exis any significant of lechnolopy =like change as of learning.

thercfore, dV ™= 1 These are true wentically with each vpnables according 1o expression (11,7},

Hence, the neoclassical case of Lagrangian classical optimization apphies strongly due to the dentical

vanishing 1erms

The case implied by expressions (1L8)(1 1. 103 and Figure 11.3 iz that of the dynamic effects of
evalulionary learning moving (owards simulated complementarities by liminng values of knowled ge
flows. In such a case, the sign of cach of the terms would be positive, Thereby, dL/d0 = ),

The implications of determining the signs of expression {11, 13} are several. On analytical grounds, the
regult draws on the substantive difference between the mainstrenm coconomic theory of eptimization, the

steady =stole equilibrium and the methodological independence of competing allernatives. and the axioms




and methodology of evolutionary learning ("de-lcaming”) between systems and their represcnlative van-
uernpiiem. mulubng sn Peverly Allevalos m Endonees 9

ables. The applicd simulation implication is the policy, institutional and behavioural structural change that

can be launched in order 1o armve &l an evolutionary learming possibility of panticipatory (complementary )

change. This latter case 15 explmned by desired chanees in the signs of the "csiimated” cocflicients by the

"symulated” coefMcienis. Empirical resulis of circular causatson and wellbemg by 1 complementarites

i Estimnation results

: The cstimated cguations involving circular cavsation between the vanables of the natural loganthmic

version of the vector (%) = [P ZIS. BMT, G0 as defined carlier are:
InP = 4.638 + 0,030 In Z15 +0.010 In BMT + 0,190 Ln G - (1,822 1D (11.14) R-square 0.706 = 70.6%

[The empincal implication of estimated equotion (11,147 15 that the incidence of pov- | ertv 15 positively
related o Z1IS, BMT and G in (he natural logarithmic Tomm. bul & negatively related with the leaming
variable (0], This result agrees with the data | analvziz that we undeniook eadier. [1 1 a perverse result in
respect of the epigeme o unity of knowledge that feeds ino the wellbeing Tuncrion with the agpropriaie
complementary signs. The statistical reliability of this result is sulTiciently high, as 1 evidenced by the R-
square values. In the end. the negative sign of TnP 1o 1wl is cor- 1 recl. Thal is. 8 unil mcrease n

complementaritics between all the vanables {measured | wellbeing) will reflect in a decrease of 0,829
{£2.9 per conth in the rate of incidence of | poverty. This is a significamt resull, which shiows haw
impartant 11 15 0 hove sysiemic complementarities between inter-causal varnobles o targeting poverly

alleviation. The concomitant poinis were discussed in the previons section;

InZI5 = - 14.732 + 2.498 InP - 0.024 In BMT - 0.572 InG +4.735 InO (1 1.15)

R-square 0631 = 63.2%




i The cmpirical results here are also perverse in respoct of the wellbeing Tunction accord- | ing to the
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episteme of unity of knowledge. £15 and BMT are not complementary, An increase in BMT lowers Z15
and vice versa, Yet BMT is supposed o be an [slamic i charilable spending body . This docs not show the
elfectveness of either BMT or £15 | i the system of inter-vanable cousality required in poverty
alleviation and other svstemic mter=causal reinforcemenis. It 15 also guestionable to note thal an increase
in - the growth rate lowers dependence on £15. This s an obvious micrrelationship, for an increase n G
can increase the volume of 215 via employment the wealth effect ; and an increase in BMT. Because of
the substitution between Z18 and BMT, it appears 1 that more is being dravwn fram (G into BMT, thus
couwsing o marginal rate of subst- 1 o of G and BMT for Z15. The negative relatonship between 215
annd €3 can alsoe be : explained by the Fact that the increased size of GDP is being directed into investment,
"The positive sign with a cocTicicnt of 4.735 lor In? s seceptable. but iz very large. This once again
poiniz oul the distinel importance and electivensss of inter-variable § circalar cavsality in gencrating Z15
and, thereby, in poverty alleviatsion with a coefficient of 4.733. The lower R-square value may mean that
there are other variables i that cughi to be included fo specify the struciwral equation more completely -

for ; example, including the investment variable in the estimated equation

InBMT = -4.692 + 2808 InP - 0.126 |n ZI8 - 0.523 In G + (LT85 In% (11.16) R-square 0.754 =
T3.4%
The perverse results of mier-varihle cansality and poverty allevialion continue. but more sironghy so
An merease (reduction) in the incidence of poventy, P, heighiens (lowers) the use of BMT. The
relaponzhip is explicable only through the circular causation chaim of interelatonships. The sensitivity
between the percentage change i P on the percentage change in BMT 15 strong (2 808}, Therelore, the

volume off BMT remains sensitive even 1o o one per cent level of merease (decrease) in P




The negative cocllicients of Z15 and G o BMT once again highlight the rates of substiution
ugrnpiicm. midithng on Poverty Allevealion mn Endonéds 59

between these varnables. This result further remforces our earlier conclusion that the Indonesian
economy fails to model its social secior while considering its cconomic secior, These two sectors anc
Lthus found to be immiersed i the neoclassical economic perspectives of competition and substitulion.
Axa result of such o socio-cconomic pursuil, the Indonesian economy remams ineffectve i brimgmg
about poverty alleviation and a participniory modality of socio-cconomic ransformation,

The relationship between the partial rate of change in the G-value and BMT is acceplable. Yet this

trend i nol revealed by the effects of the other variables in bringing aboul socio-economic change

throwgh the use of Ielamic metruments. Z15 and BMT:

InG = -12 166 +2.446 InP - 0.146 In ZIS - 0.25 [n BMT + 3.007 InG (11.17)

R-square 0,754 = 75.4%

' Consistently so. the circular cansation relations pointed out above remain troe in this © structural equation
of the relationship between G owith (P ZIS. BMT. 0}, Mo circular [ productivity elffect is Dound Lo axist
between all these varables. Also, the moral, eth-11cal and social effects of poverty alleviation attamnahls
by meanz of the gencration of 1 Islamic chantable Munds, Z15 and BMT remain weak.

The relationship of the rate of chonge of G 1o the a similar rate for "(" is accepl- ; able. The result
shiows sipnificant sensitivity, meaning that a sipnificant increase (decrease) i wellbeing by the measured
O-valwe will affect G and all the other vari- | ables (P.ZIS BMT). The pointer is therehy towards a
reformation of the Indonesion | social economy in the direction of developing proper complementary links
between i all the mentioned socio-cconomic variables towards attaining the wellbeing index, i vl and

thereby "0

InG =4.045 - 0,768 InP +0,087 InZI15 + 0.003 InBMT +0.217 InG (11, 18) R-square 0,951 =93 1%
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The sum of the coeMicients equals -0 340 due 1o the significant efTect in poverty alle- § viation using the
spending variables. It can be seen thot of the variables showing the | percentope rate of change in
expenditures shown 1o alleviate poverty, the growth rate [ plays the most significant role, The effects of
Z15 and BMT are weak. This 15 contrary 1 @o0-expecisions on Z15 and BMT in poverty alleviation, 1n
refation o the neceszary moral and ethical ransfommation of the Indonesian j social economy twards
Islamic change. policy -theoretic simulation is required, | Expressaon (11, 18) highlights thes fact, The
measured index of secial wellbeing gives the correct signs, bul not the coelMicient values, The coelMicien
signs point ot that a decrease in the rate of incidence of poverty and increases in the rates of ZI5. BMT
and G all feed into their complementary elfects on the wellbeing index. However. the coefficient values
will change in accordance with the simulated predictor values of the socio-economic variables in the
structural equations. As the estimated results stand, the cormeet signs of the inler-vanable cocfficients
indicate the possibility of Islamic social ransformation by the episteme and organization of unity of
knowledge by complementaritics. Yet this is to be attamed by means of simulation of the equations to
altann the comest cocfMicient signs of the inlerralations between the variahbcs

Conclusion

The statistical observation of data and the estimation of the cireular causation relations between the same
critical variables have shown that the Islamic principles of megosia as-shart @k i poverly allesiation
remain as ideals foe all communities 1o adopt. Yel the expected resulis are Tar from being achieved in
Islamic communitics. An cxample of this is the incidence of poverty and the realization of poverty
alleviation in Indonesia. As yet, there are no integrated institutional anangements, cooperative
mechanizms, networking, plans and programmes o address the hidecus problem of poverty and low

human resources development in the Musling world.




This chopier has examined the cstimated results that comprise the present state of failed development in
vermpiiem. mulithng on Poverdy Allevealios m Endkoneea 95
relation to magasid as-shariwh. This is found to be tnec not simply in terms of observed socio-economic

resulis, bl algo in ierms of an absence of inellection along the limes of the foundational theory and the

reconstreciion of the Powhicd methodologcal worldview . In this respect. a sigmilicant gap remains m

Investment per capita of growth {Rp)

terms of understanding, educanon and reconsiruction according to the theory and practice of the episieme
of unity of knowledge. This 15 explamed in o methodical way by evaluating the social wellbeing function
gihjcct to the circolar causation relations.

This chapter has shown that this potential for attamimg the Islamic secial cconomy in theory and
praclice remains alive. [z realization will require the will widh Tslamic icommitment, and policy and
programme formulation of the co=determiming comity of Islamic nabons as o whole furmat)

The famction of BMT 15 providing capatal wath pavment as the amount of fund that has been borrowed,
The funds are zaka, infag and sadakai (Z£15 = Charity ) managed by BMT. The growth of BMT in cities
can provide the sclution (o Munding (capital disteibotion) that can easily and guickly spread w the villages.

especially farmers [ and SMEs,

Motes
it {104 2= "Whio piles up wealth and lays it by, thinking thai lus wealth would make him last for
ever! By no means! He will be sure be thrown into that which Breaks (o Pieces.™
Cherlan (2:177 om zakad: "To spend of your substance, out of love for Him, for vour kin, for
orphans, for the needy. For the wavfarer, and for those who ask, and for the ranzom of slaves; to be

steadfast in praver, and practice regular charity, 1o Tullill the contracts which vou bave made.”




2 Behiller, BLR, (200107 slightly edited: "Markets reward individual according w their oulpul,
50 Choudtury and Markant
govemments rewards poople according to their nceds. How might these different systems affect work
elfon™ g
3 (d/dMEX(0) = ROYGEP.T L)) = (dRE)Y ) *(dY /dt) + (3REG)(dGrdl) « DRBEY*(dEdD) +
AP A GRAIPyAPAOY - SRAT AT e} + (SRBZy(dZA0) =0,

identizally by individual terms. Because of the common relationship between all the variables o 5,
interrelations must exist between the vanables.

Thus, as an example, |[VR/AY I TdY /doy | 3RS0 dGd0)] = (305EY "dY /G =ap =0, where a =
(303Y), p = dG/AY ). This expression establishes the fact that the total change 15 proportionately
contributed by the coniribution of Y to G in the Munctional relatonship ol iotal respurce Nusclion
B(Y.G.E PT.ZM The same resalt con be repeated with other relations as well, Yet again, consider
[CBRAY WY A [CROP¥™(dPdD)] - OPSEY Y (Y dFy = a'p' > 0. Thas is explaned in the same
way, [n all cases, we explain such imterrelations by the circular causation model between the variables
In terms of the pervasive effect of O-values, the ciroular cansation relations explain continnous
transformation acress continuums of knowledge, space and time dimensions, 4 Choudhury and Malik
{1992) found ncgative relations between economic growth and employment in respect of zakal
expenditure in Malayvsia, Even lodav, a clear assessment of the circular impact between Zakar,
employment, growth and development by entreprencurship at the prassroots level connot be
ascerianed. This is due o the absence of micro=disogeregation of data in Islamic banks and other

outlees,
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