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Preface

International Conferences provide an excellent opportunity to bring together academics from different
countries and backgrounds for the purpose of presenting their research results, critically discussing meth-
odology and findings and improving the quality of research and the impact of the research on society
and science. Furthermore, conferences enable the scientific community to create new networks, to foster
relationships and extend their visibility.

The 2nd Global Conference on Business Management and Entrepreneurship (GCBME) 2017 is an
annual conference co-hosted by Department of Management, Faculty of Economics & Business, Uni-
versitas Airlangga and Business Management Education Program, Faculty of Business and Economics
Education, Universitas Pendidikan Indonesia. The theme of GCBME 2017 is increasing management
relevance and competitiveness.

The theme inspired by the concern of Sumantra Ghoshal that bad management theories are destroying
good management practices. Before that, the dichotomy between rigor and relevance is always becoming
a hot topic in the management field. This conference aims to answer the following question: How might
we accomplish a reconciliation of rigor (academic) and relevance (practitioner) standards to offer organi-
zational competitiveness?

I expect this conference raises two important things in the discussion room and proceedings (based on
Corley and Gioia, 2011): First, theories used in this conference should be problem driven—that is address-
ing a problem of direct, indirect, or long-linked relevance to practice, rather than narrowly addressing the
(theoretical) “problem.” Second, the fact that we are a profession (academia) studying another profession
(management), therefore it needs balancing between theoretical contribution managerial implications. By
doing that, I believe that our research and discussion in this conference could offer something useful for
practitioners (thus increase its competitiveness) while at the same time contribute to the development of
our management field.

I am looking forward to seeing you in GCBME in the near future.

With warmest regards,

Prof. Badri Munir Sukoco, PhD
GC-BME 2017 Conference Chair

xi
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Different ways to solve the liquidity problem of Indonesian
Islamic microfinance

I. Mawardi & T. Widiastuti

Universitas Airlangga, Surabaya, Indonesia

ABSTRACT: Baitul Maal wa Tamwil (BMT), which is a form of Islamic microfinance institution in
Indonesia, faces liquidity problems. This study aims to map out the liquidity problems faced by BMTs, to
discover how BMTs are addressing the different problems and to find a BMT model of liquidity manage-
ment. This study used a qualitative approach using the case study analysis techniques of Robert K. Yin.
Subjects of this study are BMTs in East Java, which were selected purposively with ten BMT managers as
key informants. The results show that there are five different ways used by BMTs in overcoming liquidity.
BMTs were established as formal securities guarantor institutions, in the form of a secondary cooperative
that consists of BMTs, taking a standby loan from Islamic banks which can be taken when needing liquid-
ity, establishing non-formal inter-BMT relations, borrowing from other financial institutions, and having
individual backing that can be borrowed at any time. The best way to manage the liquidity of BMTs is to
form a secondary cooperative, because it can also act as an alternative for BMTs to save funds when there
is excess liquidity.

Keywords: Islamic microfinance, baitul maal wa tamwil, liquidity problem, cooperative

1 INTRODUCTION liabilities. Among these are managing financing
and financing activities, estimating funding and
An Islamic microfinance institution, Baitul Maalwa  financing requests, as well as maintaining a reserve
Tamwil (BMT), is an intermediary financial institu-  fund to meet its financial obligations to third par-
tion such as a bank, operating in the micro sector.  ties. Sharia intermediary financial institutions have
BMTs receive deposits from surplus units and dis-  unique characteristics because BMT operations
burse them in the form of financing to customers  must comply with sharia principles. Therefore,
in need (deficit units). As a sharia intermediary  the arrangement of liquidity management mecha-
financial institution, the BMT runs it’s operations  nisms in these financial institutions requires extra
according to Islamic sharia. From the financing effort and special attention. Liquidity risk in the
side, BMTs will earn revenue, where some will be  intermediary financial institution arises when the
given to the depositor (shahibul mal ) and some will ~ business in the real sector decreases, resulting in a
be the income of the BMT (Ridwan, 2006, 34). failure to perform proper liquidity management.
In BMTs, liquidity risk emerges as one of the In principle, sharia intermediary financial insti-
most important risks, where BMTs need to handle  tutions seek to provide good liquidity management
it in order to avoid greater losses. As an intermedi-  on real business transactions. This is because each
ary institution that relies on trust, failure to regu-  financing contract with a real asset in a sharia
late liquidity will impact on other risks. Liquidity  intermediary financial institution is unique, com-
risks are broadly defined as potential losses for  pared to that of a conventional one. Therefore, in
financial institutions, arising from their inability to  operation, sharia intermediary financial institu-
meet obligations or to fund asset increases when  tions should consider business cycles, cooperation
they mature without incurring unacceptable costs ~ among business partners, and deal with stakehold-
or losses (Dusuki, 2005; Greuning & Bratanovic, ers to avoid any liquidity risk arising from the
1999). This risk occurs when depositors collec-  disharmony of business partners or unfavorable
tively decide to withdraw their funds in greater  business conditions.

amounts than the funds owned by the institution The intermediary Islamic finance institution
(Hubbard, 2002, 323), or when borrowers fail to  also acts as a financial intermediary, supporter and
meet financial obligations. facilitator, as well as positioning itself as a trusted

In practice, one of the main objectives of  body for investors and business partners. Thus,
liquidity management is to maintain assets and  liquidity management in BMTs is done based on
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trust, confidence and support from each other. In
the context of banking in Indonesia, both sharia
and conventional banks, in the case of solving
liquidity problems, guarantees are provided by a
third-party deposit guarantee institution (LPS)
and are bound by the regulator to provide savings,
such as the minimum reserve requirement in the
banking system, so that the liquidity problem in
the bank can be overcome.

As a financial intermediary institution like
sharia banks, a BMT is faced with greater liquidity
problems. In addition to having to consider profit-
ability with more release financing, a BMT faces
problems not faced by sharia banking. Firstly,
BMTs do not have a third-party deposit guarantee
institution; secondly, BMTs are not bound by reg-
ulators to provide savings, such as minimum statu-
tory reserves in banks that function as a source
of liquidity when experiencing problems. These
reasons underlie this research to find the way or
mechanism of a BMT in overcoming its liquidity
problem.

1.1 Function of liquidity

Liquidity for intermediary financial institutions
is very important. Therefore, the level of liquidity
reflects the ability of intermediary financial institu-
tions to meet financial obligations that must be met
immediately. According to Kuncoro and Suhard-
jono (2002, 279), liquidity is the ability of the inter-
mediary financial institution to provide sufficient
funds to meet all its obligations, as well as commit-
ments, which have been issued to its customers at any
time. According to Wood et al (2004, 153), liquidity
is the ability of intermediary financial institutions
to meet all withdrawal of funds by the depositors,
clients and liabilities that have matured, and to meet
the demand for credit without any delay.

According to Taswan (2006, 97), liquidity may
serve as follows: a) to indicate that the interme-
diary financial institution is a safe place to save
money; b) to enable intermediary financial institu-
tions to fulfill their credit commitments; c¢) to avoid
the sale of unprofitable assets; and d) to minimize
the risk assessment of the inability to pay the obli-
gation to withdraw the funds.

1.2 Liquidity management policy

The liquidity management process begins with the
establishment of a liquidity management policy by
the Board of Directors as the primary guideline for
all entities in the organization. For this purpose,
there are at least three implementation require-
ments: a) the Board of Directors should under-
stand the bank’s liquidity risk profiles and internal/
external business environment, and stimulate the
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liquidity risk tolerance; b) the Board of Directors
shall determine and agree on liquidity risk man-
agement strategies, policies and practices; and
c¢) the Board of Directors shall deploy, communi-
cate and guide senior managers to manage liquid-
ity effectively (BCBS, 2008).

Following liquidity management policies and
the role of liability committees of assets and their
peers, effective information systems need to sup-
port the liquidity management processes (BCBS,
2008). This system allows Lembaga Keuangan Sya-
riah (LKS) to monitor, report and control liquid-
ity risk exposures, and determine funding needs
within and outside the organization. In general, an
effective information system concerns two players,
namely, decision-makers of liquidity management
and decision-makers at the operational level.

In order to maintain the soundness of the liquid-
ity management process, financial institutions
must have an internal control system, to adhere
to the processes undertaken by decision-makers
with a single set of decision-makers (BCBS, 2008).
This internal control system can be assigned to the
Asset Liability Committee (ALCO) as a represent-
ative of the directors to bridge the gap between the
decision-makers. However, regular functions of a
comprehensive internal control system audit the
liquidity management process, to evaluate liquidity
positions, and if necessary, to propose revisions or
improvements of the liquidity management proc-
ess to the Board of Directors (decision-makers).

1.3 Identification and measurement of
liquidity risk

Measurement of liquidity risk in a BMT can be
done in four ways. First, the funding structure,
namely the assessment of the structure of deposits
by type, term, currency, interest rate, fund owner
and concentration of funds ownership. Second,
expected cash flow, which is the assessment of all
cash inflows and cash outflows, including fund-
ing, needs to meet commitments on administrative
account transactions to identify possible future
funding shortages. Third, market access, in other
words the assessment of the ability of intermedi-
ary institutions to obtain liquidity in the market,
both under normal conditions and in abnormal
conditions. Fourth, marketability asset, which is
the assessment of liquid assets that can be con-
verted into cash, especially in abnormal condi-
tions (crisis), when the BMT is not able to fulfill all
obligations by using positive cash flow owned and
loaned from the money market.

Liquidity calculation can be done by arranging
a maturity profile (maturity ladder) for each type
of scenario, by arranging cash flow based on matu-
rity or estimation using an assumption based on



past experience. If the cash flow forecast is based
on estimated statistical data, the accuracy and
precision of the estimate should be periodically
reassessed. In addition, the assumptions and vari-
ables used in these estimates should be reviewed in
accordance with changing market conditions, com-
petitive factors and changes in customer behavior
(Muhamad, 2009, 74).

1.4 Liquidity as sharia responsibility

Good liquidity management shows good sharia
implementation as well. Sharia implementation
is a good consequence for sharia financial insti-
tutions that will get closer to the achievement of
the goal of sharia, the maslahah. The better imple-
mentation of sharia will have a positive impact on
BMTs. Therefore, Allah has promised a blessing
that can be interpreted as achievement of perform-
ance and the better benefits of a BMT for any-
one who implements Sharia properly. In surah Al
A’raf (7) verse 96, Allah says that for anyone who
believes and is cautious to Allah, which means to
observe the sharia of Allah by doing what is com-
manded and away from what is forbidden by Allah,
Allah will give blessings and prosperity.

This means that if the BMT implements Islamic
sharia correctly, then the performance of the BMT
will be good and will affect the benefit for all. Vice
versa, if the implementation of sharia in the BMT
is bad, then the difficulties will also hit the BMT.
Allah has declared that if implementing the sharia
of Allah is below par, Allah promises shame, as
explained in Surah Al-Baqarah (2) verse 85. Both
verses above show that the implementation of
sharia is very important for BMT, because the
implementation of sharia is closely related to the
achievement of the purpose of implementation of
sharia, namely maqashid sharia or maslahah.

2 RESEARCH METHOD

2.1

This research uses qualitative approach with the
case study approach of Robert K. Yin. Subjects
of this study are BMTs in East Java that were
selected purposively with ten BMT managers as
key informants. A survey research design involves
selecting respondents and receiver samples of
questionnaires (McMillan & Schumacher, 1993).
Primary data is collected by using structured inter-
views with the participation of BMT managers.
This study assumes that BMT managers are
involved, either directly or indirectly, to solve
liquidity problem in BMTs. Purposive sampling is
used to select managers of BMTs in East Java that

Research approach
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know exactly how to manage liquidity and solve
liquidity problems. In addition, managers respon-
sible for BMTs in the study area (i.e. the operations
manager and BMT employees) are used as addi-
tional informants.

2.2 Data analysis technique

The data analysis technique of this research uses
content analysis method. Content analysis meth-
ods are defined as techniques for drawing conclu-
sions by identifying the specific characteristics of
a message objectively, systematically and gener-
ally (Holsti, 1969, 14). This method is intended to
analyze all discussion about the concept of solving
BMTSs’ liquidity problems.

The author prepares the basic procedures for
the design of research and the execution of con-
tent analysis studies, consisting of six steps for
data analytics: a) stages of formulating research
problems; b) arranging the conceptual framework
of the research concept operationalization; c) data
collection by sampling the selected data sources;
d) creation of categories used in the analysis;
e) data collection of selected documents; and
f) interpretation of data obtained.

3 RESULT AND DISCUSSION

3.1 Form of BMT liquidity risk

As a business institution, a BMT acts as a financial
intermediary institution. BMT receives deposits
from third parties with surplus funds and then dis-
tributes these to parties who need funds (minus).
The short-term nature of deposits and long-term
financing make BMTs often experience liquid-
ity difficulties. Of the 128 BMTs questioned, all
claimed to have experienced liquidity difficulties.

Even so, according to the BMT managers,
liquidity difficulties can be anticipated. There-
fore, liquidity difficulties can be predicted as to
when they occur, so they can be prepared for. The
main cause of liquidity difficulties experienced by
BMTs is the commemoration of religious holidays,
such as Ramadhan and Idul Fitri, the new school
year, and planting season. This is as revealed by
Nyakdin, the director BMT Pahlawan Tulunga-
gung: ‘Historical data about customer behavior is
an important lesson in regulating liquidity. Before
Ramadan, we relax the financing to increase cash
for withdrawals during Ramadan. So is July,
because of the new school year.’

The importance of liquidity is well understood
by BMTs. According to Abdul Madjid Umar,
director BMT UGT Sidogiri, which is the largest
BMT in Indonesia, as an intermediary institution,



regulating liquidity is very important for BMTs.
Therefore, liquidity is the pulse of intermediary
financial institutions, so that if it fails to regulate
liquidity, then the future of the BMT business will
be destroyed.

Liquidity is a trade off of profitability, so it
must be carefully arranged. If liquidity is good
then generally profitability is disrupted, and vice
versa, if profitability is good then liquidity is
threatened. Because, to maintain liquidity, a BMT
needs to reserve a certain amount of funds so that
if at any time these are taken by the depositors, the
BMT will have no liquidity problem. However, the
reserve fund is idle, so it cannot be used to make
profit.

From this study, it is found that 82 of 128 BMTs
(64%) claim to be able to solve their own liquid-
ity problems. BMTs that can overcome their own
liquidity problems rely on customer deposits to
do so (35 of 46 BMTs). In addition, by linkage
with other financial institutions, either with sharia
banks, other BMTs or other financial institutions,
some BMTs rely on multiple sources at once.

From this fact, it appears that linkage becomes
very important for BMTs. If they cannot rely on
customer deposits to cope with the usually urgent
liquidity, then they rely more on linkage with
Islamic financial institutions. During this time,
most BMTs in East Java are already doing linkage
with Sharia banks. Meanwhile, of the BMTs that
cannot cope with their own liquidity problems,
48% rely on ownership capital (first rank), other
BMTs (13%), the government (13%), and on per-
sonal bank loans.

From this study, BMTs which can solve their
own liquidity difficulties perform productivity
improvement measures (36%), internal process
optimization (32%), and productivity improvement
(32%). These three are quite effective in overcom-
ing liquidity difficulties independently. Generally,
those who do this are BMTs which are experienced
in performing their intermediary function, so they
already know when liquidity difficulties will occur,
such as before Idul Fitri, the new school year, and
planting season for farmers.

Activities in addressing the need for liquid-
ity independently in BMTs in East Java are very
diverse. In optimizing the internal process, this is
done by reducing the financing (40%) and increas-
ing the capital (53%), while the efficiency step is
done by reducing the operational cost (51%) and
the optimization of working hours. In improving
productivity, this is done to improve employee per-
formance (47%) and billing (45%).

The various ways BMTs solve liquidity prob-
lems can be differentiated in five different ways.
Firstly, BMTs establish a formal guarantor institu-
tion in the form of a secondary cooperative which
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consists of the BMT, namely the Center for Sharia
Cooperatives and Parent Sharia Cooperatives.

In East Java, there are five secondary sharia
cooperatives. This secondary cooperative consists
of other institutions, namely the primary coop-
erative BMT. Primary BMTs that lack liquidity
can obtain liquidity from secondary cooperatives.
Likewise, the primary cooperative BMTs that have
excess liquidity can place funds in secondary coop-
eratives. Thus, the secondary cooperative becomes
a lender of last resort for the BMT. “We set up a
secondary cooperative, recognizing the importance
of places to place excess liquidity or otherwise seek
funding when there are liquidity shortages, said
Nyakdin, director of BMT Pahlawan in Tulunga-
gung as informant.

BMT Pahlawan, along with 39 other BMTs in
Tulungagung, Blitar and Trenggalek districts, form
a secondary sharia cooperative called Center for
Sharia Cooperatives (Puskopsyah). In addition,
40 BMTs affiliated with the Indonesian Islamic
Da’wah Institution (LDII) form a secondary
cooperative BMT. Similarly, 40 BMTs under Aisi-
yah Muhammadiyah East Java form a secondary
cooperative Bueka As-sakinah East Java.

Second, BMTs adopt the financing of a standby
loan at a sharia bank, which can be taken at any
time when liquidity difficulties occur. In general,
BMTs have assets and are bankable, so it is easy
to obtain financing in sharia banks. In fact, many
BMTs have linkage with sharia banks, not only in
case of liquidity difficulties, but also to enlarge the
reach of financing. This is done by BMT UGT
Sidogiri, BMT Maslahah Sidogiri Pasuruan, and
BMT Mandiri Sejahtera Gresik.

Third, in establishing non-formal inter-BMT
relations. BMTs that are in one region generally have
a close relationship that can help one another. Like-
wise, BMTs are affiliated in an organization’s ties,
such as Muhammadiyah, Nahdhatul Ulama, and
the Indonesian Islamic Da’wah Institution (LDII).
Therefore, they usually form non-formal relation-
ships to help each other when needed, including in
overcoming the lack of liquidity, or vice versa.

Fourth, by borrowing from other financial
institutions, either other BMTs, sharia banks, or
Bank Perkreditan Rakyat Syariah (BPRS). BMTs
that use this method generally do not have a good
relationship with other BMTs, so when faced with
liquidity difficulties, they seek loans from other
financial institutions.

Fifth, by having individual backing that can be
borrowed at any time. This step is usually done by
BMTs with relatively small assets. Usually, people
who can lend to a BMT have an ongoing business
relationship, such as customers or administrators.
When experiencing liquidity difficulties, BMT
management borrows short-term funds from them.



Table 1. Problem solving of liquidity risk in BMTs.

Problem of liquidity risk in BMTs Result

BMT doing linkage with other financial institutions, either linkage with sharia
banks, linkage with other BMT or other financial institutions.

Functional Activities of Credit
(Provision of Funds),
Treasury Investments,
Financing Activities and
Debt Instruments.

BMTs that lack liquidity can obtain liquidity from secondary cooperatives. The primary
cooperative BMTs that excess liquidity can place funds on secondary cooperatives.
Thus, the secondary cooperative becomes a lender of last resort for the BMT.

BMT takes the financing of a stand by loan at a sharia bank that can be taken
at any time when liquidity difficulties occurred.

Establishing non-formal inter-BMT relations.

Have individual backing that can be borrowed at any time.
To borrow to other financial institutions, both to other BMT, sharia banks, or BPRS.

The best way to overcome the liquidity prob-
lem of a BMT is to form a secondary cooperative,
because it can also be an alternative for BMTs to
place funds when there is excess liquidity.

4 CONCLUSION AND
RECOMMENDATIONS

The main cause of liquidity difficulties that are
often experienced by BMTs is the commemoration
of religious holidays, such as Ramadan and Eid
al-Fitr. In addition, other causes of liquidity dif-
ficulties are the new school year, and the planting
season. Most BMTs can solve liquidity problems
by relying on customer deposits to overcome their
liquidity, linkage with other financial institutions,
linkage with sharia banks, other BMTs, and with
the Bank Perkreditan Rakyat Syariah (BPRS).
BMTs that cannot cope with their own liquidity
rely on ownership capital, from other BMTs, the
government, and Islamic or personal bank loans.
BMTs that can solve their own liquidity difficulties
use productivity improvement measures, internal
process optimization and increased productivity.
These three things are quite effective in overcom-
ing liquidity difficulties independently.

There are five ways in which BMTs can over-
come liquidity difficulties. First, the BMT is
established as a formal guarantor institution in
the form of a secondary cooperative, which con-
sists of the BMT, namely the Center for Sharia
Cooperatives (Puskopsyah). There are at least five
Puskopsyah in East Java. Second, BMTs cooper-
ate with sharia banks by opening a standby loan
which can be taken at any time when facing liquid-
ity difficulties. Third, by establishing non-formal
inter-BMT relations. Fourth, by borrowing from
other financial institutions, be it from a BMT
and or Bank Perkreditan Rakyat Syariah (BPRS).
Fifth, in having individual backing that can be
borrowed at any time. The best way to overcome
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the liquidity problems of a BMT is to form a
secondary cooperative, because it can also be an
alternative for BMTs to place funds when facing
excess liquidity.
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