CHAPTER 2

LITERATURE REVIEW c\:
2.1 Introduction Y'

As one of the objectives of the research is to increase tWof musharakah
contract in financing construction projects, this chapte 'SRST% he concepts of
musharakah offered by Islamic banking and const%‘r structu roject in
Indonesia. The chapter begins with the definition @irakah rom the er’ﬁgi_ves

in o

of Islamic financial authorities and scholars, before ing opf to"diseuss infiastructure

:Y~ N
construction projects in Indonesia. Empir'aw ratugﬁm to arakah and
construction financing is also reviewe\%apter e a 8tnary.

% ) &
2.2 Musharakah ‘$) @ “Tq‘:;\\
&

2.2.1 Definition of Mushara& .\A

The word mushafakah ZIiteraIIJ;rafted@ articipation. In Indonesia, it is

’ 3 . ] L
‘eo;& Ies, p@ularly English-speaking ones, it is

ém

4

spelled musyarakahg but in“ot

written as musha»é*The renge lies i@ransliteration of “Ui” as ‘sya’ or ‘sha’.
!
Table 2.1 su@s if f&rmat’ géfini

S

by a number of global Islamic financial
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Table 2-1: Definition of Musharakah According to Islamic Financial Authorities

Authority Definition
(AAOIFI, Musharakah, sharikah, or sharikat al-"aqd is a contractual partne%z
2017) an agreement between two or more parties to combine thei‘asg‘(j

labour, or liabilities for the purpose of making profits. :
(1Al, 2007) Musharakah is a contract of cooperation between two or more hedies

of fund with the condition that the profit will be divided dccording to

for a specific business, where each body contributes a ngount
or;

the agreement while the loss divided based on thew n of fund
contribution. The fund can either be in the form of cash or Shariah-

compliant non-cash assets.

(OJK, 2016) A contract between two parties whereby bot
and both may be active managers of t
according to the contribution of capital. Profi
the partners decide.

progide capital,

re. Losses are_shared
are shared+ ‘wa&

’] N
(BI, 2005) A product of Shariah banking thatgis*based on the prafit-a c?
sharing principle. It is the combination'ef fund from ea partnS{with

the aim of owning an asset, a S, 0 roject; whichwis then

managed until it generates incoméey Th

ratio agreed in the contra V
IS ba:

its are shared.based on a

(DSN-MUI, A mode of financing t donth ratio@\two or more
2000) parties for a specific ve where each party co utes a certain

(MIA, 2020) Musharakah re
x s cont
and ses(f

all contracti
and profits

the agree
musharakah
finan ;

d impo? nd pgrt{i(/

amount of fund under the condi \NQa
shared and born; r accordi the i

ill share the profi

Fror@; iti '
between(@ al owﬁemj

(@)

ins_and risks will be
greement.

ween t r more parties, where
pital e musharakah venture,
partne are shared according to
loss-Sharing «atio. Some examples where
d in¢lude @? t financing, working capital
nancing.

\parmez‘%jetween two or more parties, where

artne?ship

it-an
nbeu

d bear the loss from the partnership.

N
S

vr

ov\é',.)nusharakah may be defined as a partnership

am@;nk, and a partner who manages the venture. The
N

ca@wer may contribute e@r fund, assets, or expertise to the venture.
0: Definition from the Literature

Scholars publishing in reputed journal have proposed several definitions for

musharakah. These definitions are compiled in Table 2.2.
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Table 2-2:

Definition of Musharakah in the Literature

Source

(Khan, 2011)

(Ismath Bacha &
Mirakhor, 2018)

(Hasmawati & Mohamad,

2019)

(A. A. Rahman & Nor,

2016)

(Daly & Frikha, 2016)

(Javed &

(A. D. Rarasati &
Bahwal, 2019)

Fida, 2015)

Definition

A joint equity participation, in which the bank and th%%er
reciprocally agree to establish a lawful Islamic iness
venture within an agreed period of time. arties
contribute to the capital of the project and a divide the
realized net profit according to a pre-agreed proportion.

Musharakah is a model of partnership Whereo%th partners act
as managers. \)

Musharakah is a joint venture. Y.

According to Ibnu Arfa (19 akahfis defined as an
agreement between two or indivi uwgrry on a
specific commercial activity in order t@ shar fits i%ﬁeir
investments. Meanwhile, i Mohamma ram
Khan (1990), mush i etv)ee two
peoples making a financi sinesgrto Seargh for a‘gmfit.

It is a word of Arabicforigin M erally. mq}ﬁs sharing.

defined as an “aw t fo fation oq&\:ondition that
the capital arg iti efit be co n between two or more

persons”. dMeanwhile, Ibn 198 fined it as “an
agreement b n two or indi als to carry out a

particular business eTe of=8haring profits by joint
inves %not im jurist, Mohammad Akram Khan

ed musharakah or gership as “an agreement
wo peoples WwHb Iqém a business of financial

RN

whi

Ymty-btea parti ipatiqé\
%‘ mushi; kah {'ne\gimilar to the mudharabah scheme,
apital fr

Westors is collected by an institution or
t will g ge the money, while the implementing

1 U

i e’th@usharakah is a partnership to which a party

NN
18y al@ own prior to entering into the agreement. The

S0 share a common \étive that they aim to accomplish.

E\V\e literal meaning of musharakabh is sharing. In Islamic law, musharakah refers

joint partnership where two or more parties combine either their capital or labour;
r

ofits are shared among every partner according to an agreed-upon ratio, while losses

are shared according to the ratio of contribution of each partner (Rammal, 2004).
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Musharakah may take the form of an unlimited, unrestricted, and equal partnership, in
which the partners enjoy complete equality in the areas of capital, managem

right of disposition. Historically, musharakah was practiced by Arabs | r@e the
advent of Islam. Nonetheless, since the revelation of Islam, it has rem common
business venture in Islamic nations. Musharakah is therefore coyer.ed by many

scholars to be the most authentic form of Islamic contract (Usn‘1an| 8).

2.2.3 Types of Musharakah

In the above definitions, some financial institut such al Aqg FI ng\é&hned

some models of musharakah. In its most basic sense, musharakah could be any form of

\\ A V"

mutual commercial relations between different parties to gain material needs, especially
-

_ _ _ \_‘ 4 L _
in matters relating to business and commerce, or a social relationship that comprises

- N LAY

various economic and non-economic activities (as in general muamalat terms).

) f“y '
AAOIFI classified shlrka%d mtS'two |m|pat:gfegorles traditional figh-

nominate partnerships and atl (F| 2 1) (AAOIFI, 2017). The

PSAK also stated two gorles #hdr@ (Figure 2.2). First is permanent
utes

musharakah, wher \ part €

initial agreem the |on e agreement Second is diminishing

musharaka S rak h mu |S€R/IMQ) where a partner’s contribution (or
stock o% OWREr.

xed amount determined during the

ill b nsferred periodically to another partner, so that

ship of the venture | le transferred from the former to the latter (1Al,

0@
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Traditional

Permanent

Diminishing { * Partnershi re@ 45\
\ Q
s 4

Figure 2.2: IAI}

R / Q‘:}
MIA also categorized m& ahin : irkﬁﬂrmllk (joint ownership) and
shirkah al-"aqd (contractua Wershf) ( e 2% hirkah al-milk is the mutual
{ E (

ownership of an asset by twio or m od%&y\lj or without prior arrangement to

N ©

er thi ntract, each partner’s ownership is

subject it to a j@nershlp.

commonly e>®, Censequent )/l a‘éslner cannot liquidate the partner’s asset

without th% conbﬁi ah eslaqd on the other hand, is a contract between
<>

two or. rtners to enta‘re le"a business with the objective of generating profit.

In\ ntract, a partner |s}‘;égent for the other partners. Accordingly, the conduct

%partners in the course of business is deemed to represent the partnership (MIA,

S
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al-milk « Joint ownership

» Contractual partnership

al-"aqd

> 4

\w o 4
Figure 2.3: MIA’s Classification of Musharakah
4

In Islamic banking, musharakah is typically cat rmto permanent or
diminishing musharakah (MMQ). A permanent mu hi en partners’
shares in the capital remain constant throughout th iod of the co ra)ct.‘@é is
when the Islamic bank agrees to gradually transfer e other partner its\’ms!;\re of the

musharakah object, so that the Islamic bank’s share dech

share accumulates until the latter beco@ole 0

svand thepother partner’s
re.

Al-Milk r(
Joint <‘\J

aal our Mufawadah 100% equal
T — g

OZ {Gaodwill) > Al Inaan variable

ah (profitsharing

Figure 2.4: Types of Musharakah

M I>X>»0>IOVCTEZ

29



2.2.4 Characteristics of Musharakah

2.24.1  Objective T

AAOIFI specified that the objective of the partnership must be cIe@d i

the document of partnership or in the articles of association of the firm 1,2017).

5

It is permissible for an Islamic financial institution to enter into a paRership contract
with non-Muslims or conventional banks to run an operation dm permissible by

Islamic law. However, stipulations may be required to pro S ranie and guarantee

that the partnership will be managed according to Sharial ‘\d
o

les.
@
<D | S
2.24.2 Maturity 4

Y-v

The partnership is limited by time, anthso i comaYen ent a@plry must be

defined and agreed upon by the partn\martners a ave @’%complish certain

obligations and actions before the te@'ﬁtion of ger ;p:}o that the musharakah
o S
g

partnership remains in effect. q
N So

X |3 $

2243  Capital ( 0

The capital o&wharati be brought to the venture in the form of

monetary assett\h&c
recognition o%t or

mushar% tnersyl '

2

An active partner is one that is responsible for the management of the business
e

rations. This task may be carried out by himself or by appointing a third party to

ge‘termining the amount of capital and

or commodities can also be brought into a




manage the business on his behalf. A passive partner is not directly involved in the

administration of the business. Y
2.2.5 Musharakah Structure *

As those above definitions suggest, musharakah models vary infform, differing
in conditions, variables, and kinds of contributions. Mushar. kMId therefore be
Kria

depicted as a hexagonal structure interlinked with var b'es (time, risk),

|

contributions (fund, asset, expertise), and outcomes (profityloss) rig

Ny

Y-v

5

Partner C
Expertise

Partner B

Fund/Asset/
Expertise

Partner A

Fund/Asset
[Expertise

\ National Shariah Board — Indonesian Council of Ulama

Q The first regulation for musharakah contract was Fatwa No. 8/2000, which
pecified the terms and condition of the transactions (DSN-MUI, 2000). In 2017, the

Council issued Fatwa No. 114/2017 on syirkah. In September 2019, the Council issued
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Fatwa No. 133/2019 on al-musyarakah al-muntahiyah bi al-tamlik. This latest fatwa is
a restatement of Fatwa No. 8/2000 and No. 114/2017 (DSN-MUI, 2019). Thesew

have ensured the Shariah-compliant implementation of the musharakah ccﬁ%.‘

2.2.6.2 Islamic Banking Law ?

Article 19(c) of Act No. 21/2008 on Islamic Banking_ allows’ Islamic bank to

inition ofi musharakah is

is still aWoday. The
.y

JK. 1t specified t‘lké%le of
e e@ rd (.Q/SR 2015).

ntravi is Still baseéb?:the Islamic
banking act. In 2016, OJK issued a sta@nushara guiéﬁs implementation
A

by Islamic banks (OJK, 2016). Cf) \>T A
N,
a% tfk @)nstructed from a purely

provide financing using the musharakah contract. The

given in Section 1 of the Act (Presiden RI, 2008). This

latest Islamic banking regulation was issued in 201
issuing a new Islamic banking product, for i

Therefore, the legal aspect of the mushard&h}

Musharakah in Indonesi ¢ banks has»nat be

&

figh perspective, but this Mt I it co enes it. The practices and
Zn

regulations are thorou ed and agrged lupc;pb'[hrough the ijma’ (consensus) of
'3 f &

scholars. In classi'cék‘hruleiﬁ;sm rakﬂcﬂntract does not require any collateral

as it is built on{t. owe 'as t)é"rﬁancial regulator seeks to minimize the

¢

risks of the s&aing rties, ndrso 't('requires collateral in a musharakah contract.
NN

This w% isks ©f.al 'artner

mitigate'er even eliminate the o%'rbility of negligence and irregularities (Arifin, 2012).

s&n be minimized. For instance, customers can
netheless, this prerequisite is at the same time a challenge to the offering of

arakah contracts. Mohamad et al. (2023) concluded that one of the challenges in

roviding musharakah contract is the capital guarantee. Maulana (2014) explained that
collateral in a musharakah contract is not based on classical figh rules but a risk
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management strategy of Islamic banks. In practice Islamic banks do apply guarantees

as a condition that in the event of default in the future (Astriah & Zubair, 2021).

2.2.7 Islamic Legitimacy of Musharakah *j

Scholars unanimously agree on the permissibility of musharak?ﬁs a tradition
practiced since the times of the Prophet, his companions, and Mccessors. This

contract is also based on several verses of the Quranfand %dith. This evidence

strengthens the legitimacy of musharakah. Scholars ha red to 'fol ing verse
N - X~
to support the permissibility of musharakah: ' Q}
J v .
535 31 Us Lok a1 ARD Bae B 3 085S 133 S e 2T HE 00 B

- -

L GNERN R TP PR WL Slas 5k
~ l ~
“If there be more (brothers and §isters of the sam her@&y shall (equally)
share a third of the estate, after payr(e%)f any %at @have been bequeathed
_ N
or debt (incurred); the bequest houfd not (2]§?ghts of the heirs).” (Al-
Quran An-Nisa, 4:12). .\A

Although the abc%er to reléye iu@heritance in Islam, jurists have
i ral

4 $ &
regarded the text as @vidence f(i M P ssibility of any form of partnership,

f

thus providing an'in S mus{f@‘dkah. The Quran describes the ethics of

ct
[53°8

SVl ez 15387 2, a0 ) ak
4 -

\

partners:

)

-
/

T~ o84, o PN OEX . PR
L‘SL; v..)g.ﬁag.g L"Sft"'fj 5.th;—\ A ﬁ}f d/lj %0
e% SRR W

N !\n?any partners (in all walks of life) are unjust to one another: but not so those
ho'b

N,

“O believers, fulfil (all contracts) ...” (Al-Maidah 5:1),

N

elieve and do-good works, and they are few.” (Al-Shad 38: 24).

§ 255RL 1530 08T T e B
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The above verses remind business partners to be ethical when dealing with each

other. Accordingly, they indirectly support the permissibility of parw

arrangements in Islam. In a hadith narrated from Abu Hurairah (Abu Dau@, the

Apostle of Allah pbuh said: *

o pa ‘o A g - - A % S - o g 3, . i ./‘ 4 L. @ %
ROt St E WA IR N E e O S F R C UV N A PV /R TR -

G

“Allah, Most High, says, ‘I make the third of two partners as lon ng as one of them does
not cheat the other, but when he cheats him, | depart from hem 7 ( g b Abu
Daud from Abu Hurairah. Al-Hakim regarded it ic). I ' _\

In a hadith narrated by al-Tirmidzi (#1352?‘1&% , the P{o‘ghet pbuh

said:

/S
.fAZq

—\
\‘ }’\ .LS\}-Z}.;\}\ Y=

‘ﬁg?foncniation that makes the

lawful unlawful, or the unlwawﬂ.'. Id to their conditions, except
the conditions that mawwful umlawf gr ?r.llawful lawful.”

Arshad an N(ZOlb) hsed a@eommented the Shariah parameters for
the mushara tract n S gnde') s. They analyzed the parameters from the
perspectlv f the four fighy schoo Is&lmam Malik, Imam Abu Hanifah, and Imam
Shafi’i mone a cap'ltal ributions, whereas Imam Malik allows in-Kind
o A

c ns. Sadiyah and AZ‘i'r(éﬂ (2014) stated that according to the four schools, the

‘@ndmon of a partnership is sighat or agreement, preferably verbal. They added
ot the Maliki school defines musharakah as the right of partners to transact (tasharruf)

on behalf of other partners. The Hanbali school states that it is a partnership in rights
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and tasharruf, whereas the Shafi’i school defines it as the shared rights among two or

g
O

As reported by the Islamic Development Bank (IDB), eco growth in

more partners for the purpose of partnership.

2.3 Contractor Financing

ASEAN has pushed the commencement of more projects. In the pwh projects were

funded by conventional means of financing; however, the oislamic financing has

been steadily increasing. All projects in the near fut nee Wded using
L ]

Islamic-compliant financing products. Islamic finan in the regio |s'exp_égxa to
~

grow for some more reasons. The project sponsors‘in the ceuntrie intenEg'to attract

financing from all investors, including Islamic onZ ang\s

objective by utilising Islamic- complla g pro

atten%&chieve this

eri petite of Islamic

banks is similarly growing, and overn e tT I&hs in the region are
encouraging Islamic banking. Almo ery fesear ro \g win-win solutions for
the success of both developmen |c C|al institutions (IFI).

The Islamic ban%%mp
nts (

equity-based invest

discrepancies be the nd arket@ctlces Recent statistics in the Global

Islamic Fina N rt Showe 25“ﬂarcent of financing in the Islamic banking

sector is %{ I co‘us mers; 1 p@\mt goes to real estate and construction; and 12

and 8 to manufacturmgg.&' trading segments (Cambridge Edbiz Consulting,

5
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2.4 Infrastructure Contractor in the Context of the Study

The construction sector is a nexus between infrastructure projects, con
owners, operators, and users. Public infrastructure project involves tlple
stakeholders: the government as the owner of the properties, the ¢ or as the
developer, the consultants as the controller of project quality, and the public as the users
of the infrastructure. Therefore, necessary to delineate the subj (m“s study.

Infrastructure contractor is a firm whose business a &; nder for a road
infrastructure project. The contractor provides its own equigment nthile also

@

roduce the al‘tx{pgczi;ied

managing the procurement and engineering processe

constructing a new road, the works may also¥

(Adelekan et al., 2013). \)
N &

Infrastructure is the fundamental facilities and systems servmg a country, city, or

—

NI LTy AT

area, including the services and facilities that are necessary for the economy to function.

AOaN NJ ¥

Infrastructure includes physical improvements of public facilities, such as roads,

» V' 1 ¥ =<

railways, bridges, tunnels, water supply, sewers, electrical grids, and

T Inl i

telecommunications. In general, it has also been defined as “the physical substantial

Jd DA
components of interrelated fundamental systems providing commaodities and services

N e DY

essential to enable, sustain, or enhance societal living conditions” (Negara, 2016). In

Qe | 1) &

the context of this study infrastructure refers to road.

Y.
Aowner of the prOJeKu.S e government, specifically the Ministry of Public

he operator is typically the Ministry of Transportation, and the users are the

ral population.
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2.4.1 General Contractor - Building Housing Property

According to Lahsasna et al. (2018), istishna is suitable for real estate w
and infrastructure development since it is a flexible contract that can acco@e the
involvement of other parties. In a survey of 18 Islamic bankers on th eption of
the risks attached to various Islamic modes of financing, istishna wasRce,lved as risky
due to the high possibility of production failure (Ahmed & Kha 07, as cited in
Nasucha et al., 2019) and constant exposure to operational mg rhe construction

period (Akkizidis & Khandelwal, 2008, as cited in NasuCha et al. ZM

X
convehtio bkn&@%b not
mag{ n-cam?l'etion of

19)p\|n of a@;‘d;r-borrower
relationship, the buyer-seller relationw)m istishn ntra@%ds an additional
A

legal burden on the financier. (0 \T A
N,
Alzoubi (2017) pointed 0%(” aﬂnan i Icstruo@to work on its own, the

contracting parties involve hhavl icient ince@/es to stick with the contract.
se

Otherwise, the structu% ak

e. }I'he}guments for istishna are mostly
5 &
ideological, and t:@e not ]r Welgo'practice. It is one of the least utilised
Islamic financial,ins en 'éfl(/lohamad, 2019). According to Alzoubi
(2017), isti hund utilis bgcaesje it requires more effort than other Islamic
% NN
financia% entsd"Simi Py, Ha%awati and Mohamad (2019) found that bankers

gen erceive istishna as crgky mode of financing because of concerns about not

Islamic financiers are liable for the loss, wh

assume responsibility for losses from pro

construction works (Hasmawati & Mohamad,

\lmproduct specifications and parameters set by local authorities (Hasmawati &
amad, 2019). Interviewing 17 participants from 13 banks in Malaysia, the authors
ported that istishna contracts are withdrawn from the market due to the stringent

standards set by the Central Bank of Malaysia. In other words, some Islamic banks are
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averse to istishna not just because of economic considerations but also legal constraints
(Nasucha et al., 2019). T

The seller in istishna bears the responsibility of insuring the asset. F@\shnces
where insurance cover is not able to mitigate risks, the Islamic financi through a
special purpose vehicle (SPV) to ring-fence their financial liabilities.\T'he use of SPV
to act on behalf of the Islamic financier as the buyer will p tm financier from
potential liabilities (e.g., property damage, non-completio &r:ne'ntal liability). If
cost overrun occurs in a project under an istishna agree the slwancier has

@

no obligation to bear the excess costs. Furthermore, istishna cont cljs also

incorporate damage limitation provisions, inspe?; hts@ pria@ﬁaivers of
k ).

COQ@‘SG as a contract to

liability to mitigate the liability exposure OW (Nﬁsuc et al.

In Indonesian Islamic banking rw;a istishna'
finance contracting works. It was ir@yced @(?9 i @2 Since then, almost
l%b ih @

all accounting textbooks for anking havequse nstruction works as an

Y
example of the principle, e hgh t’ onl@trates the implementation of
Z A

the contract with hous% uction.
PSAK 104, foIIov’v@revisi‘o
contract used iw ial ated 'Y%SAK 100 to 112.
¢ | (,B
PSA on istishna_c cef’nsejb siness that orders goods of specific criteria

NN
with speCific payment ?iver ms. The goods must be specifically processed,
kY

not m&roduced. In the ne @r\ciple, there is no indication that the process relates
t uction or any similar meanings. On the contrary, AAOIFI’s Standard No. 11
nstishna and Parallel Istishna stated that the contract relates to the transactions of
stitutions acting as a construction developer. Furthermore, it also stated that the object

of the contract is something that can be constructed.
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The Malaysian Institute of Accountants (MIA) (2020) defined istishna according
to the definition used by Bank Negara Malaysia (2015a): A contract to s
purchaser a non-existent asset that is to be constructed, built, or manufactur%\rding
to the agreed specifications and delivered on a specified future date at termined
price. The specific inherent nature of the istishna contract is the constryction, building,
or manufacturing of an asset by the seller for the purchaser. \,

X
l
2.4.2 Infrastructure Contractor .\d
"AX

All infrastructure properties ultimately belo@\xtate. ey rbt @able.
But if an infrastructure is revenue-generati a s‘aﬁaui\a/ ports, its
X

e ope . Toll road is

operations may be conceded to a governmw:cy
another revenue-generating infrastrucwa its mana ent'@ nceded to a toll

operator. Irrigations and roads conﬁ%’on don %at @nue and is absolutely
N,

not for sale. Therefore, public%
unlike private properties h
corporations. %%'

e development are capital intensive.

Construction prejects andl i
The capital reqw’@)ft 'ses t&)&ﬁpacity of a single company, hence the
necessity of %I fin nci‘ng. nfﬁst(l;c%re development has a long-term impact on
nationa@%

infr. ure services and livi g%t’andards and creates venture opportunities. Investing

S &ﬂ}%ﬁt be purchased or sold,

owned by individuals and

3

"
ic Jdeve Pent@cause it improves the provision of basic

ructure projects is also in line with the Islamic principle of participating in the

conomy in a socially responsible manner. With an emphasis on investment in the

Q
al economy, Islamic principles ensure that capital does not lead to inflation or
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artificially bloated property prices. The project financing structure is a form of asset-
based financing that is consistent with Islamic principles (Nasucha et al., 2019).

If a contractor is unable to obtain fund from the external funding, th \may
be delayed, or the contract may even be terminated. This could result in'l%ial losses
due to unreimbursed expenditures and opportunity costs. The Isla financier also

e reservation of

faces a market risk, where the actual market price may differ {rom estimate due to
market fluctuation. Common approaches to mitigate this risksnclude tl,

adequate capital to cover financial losses and insuring ropert cha et al.,
L ]

2019). é J _\b}
4 \/‘Z“

2.4.3 Subcontractors and Joint Operatqus\Y. 0\ \ éxr
Subcontractor is needed to com s&)nstructio a prg@%within the period

specified in the contract, as the@mlveme %S img\and resources. The

i i eomquﬂ\s of the project. Another

subcontractor is also useful due ual@ation i

&
reason to use a subcon@am}" per@ is regulations (Ready &
Hardjomuljadi, 2019). S
4 ¢ &
The purposes ofjoint ven\@f@ trans nowledge, enhance competitiveness,
and increase e /r%ﬁ ca int tions in the forms of Build-Operate-
\ ’ J CB
Transfer (BOT), Build-Qwn-O raé (89 ), or Build-Own-Operate-Transfer (BOOT)
% NN
are ofte the £ ion se&r of developing countries to develop large-scale
| | Q.S o
projects-\Regulations of the Mm\,xy"t'ry of Public Works of Indonesia in 1991 and 2011
\
@joint operation as a form of temporary business cooperation without the
lishment of a new legal entity. These characteristics are similar to those in other

S
ountries. In a global perspective, the venture could be equity or non-equity, and the

operation could be contractual, equity, cooperative, or restructuring. JO in Indonesia
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has been increasing along with the increasing number of infrastructure projects (Jayady
et al., 2013). According to Pisar and Bilkova (2019), as cited in Soerodjo (202?!3
partnership between private entities, the parties typically do not ha\%ame
knowledge, experience, or skills. This means that each firm has the abil expertise
to carry out an activity or job specific to its field. Y'

Markom et al. (2012) analysed the practice of Islamic BOT ncing contracts
from a legal perspective. They found that those financing ¢ %a.re 'videly practiced

in various forms. Islamic principles are used because | ic fi nWertain and

transparent. J _\"}
4
\ g
2.4.4 Islamic Financing for Infrastruct 0\ %

Adelekan et al. (2013) evaluatewantial of Ic fi@%ing products and
e d\ features of Islamic

services for housing and infrastru@bThey
N

financing products before con‘% 'rﬂeres a:sed(lQ entional banking to the

non-interest-based Islamic fi hThj ‘dg sed several case studies that

A

demonstrate how so ic banking roéuo@‘have shaped the infrastructure

F L
landscape. The st foun@thee is émsiderable potential for the global

construction industr be Isla ‘“finance. Furthermore, Islamic financing

&

!
¢
products we w to be suitable {)r &}ebl‘?ousing and construction industry. Adelekan

NN
et al. (?Q{)/ omnie Pat co&Jmers, professionals, contractors, and business
Iead&)uld seriously consi @hese products for their project and corporate finance

n \h housing and infrastructure development.
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2.4.5 Syndicated Financing

From a structural point of view, it is critical to set up an ad-hoc SP\W
project financing operations. By creating a temporary separate legal entlty,ﬁ%fhnced
assets can be isolated from other assets of the financiers. The SPV |stN|sed with
equity and debt funding to cover the initial and working capital for tWect Debt is
usually provided by a syndicate of commercial banks or multilateralagencies, e.g., the
World Bank or IDB (Gabbani, 2011). %

In Indonesia, a 2014 fatwa permits Islamic banks ffer syn flnancmg
together with conventional banks (Samudra et al., 2022)%Syahla and lj.l @2022)
concluded that syndicated financing could incre in cn‘g lio O\Eé Islamic
units of provincial banks, in particular th ns Cthﬁ\ pro t of a.@wer generator

(Rahmayati, 2019).

Ariswanto et. al (2021) found Ia mic gd ry@mg generally uses the

N,
musharakah mutanagishah co amlc inangia msztz/@ons (IFIs) play a limited
role in sukuk syndication, a m| g sz IFls @Ild their capacity and assume

the role of lead arrang% et al.
2.4.6 Public- %Par

The rising role ofi PPP i tl‘re taE]?portation infrastructure sector requires the

governr% view' il fram&orks and regulations on land acquisition. In the

Iong&w, it is necessary to od@“consmer state-owned land for public transportation

i \cture projects, so that the state can lease the land to private company or
Q ibute it as an equity in PPP-based projects or strategic PPP alliance. In such an
liance, the government, together with a single private investor or a consortium of

private investors, would prepare the project, share the risks, and combine their
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respective assets as equity to jointly seek debt financing from external sources.
Currently, such alliance is not commonly found in infrastructure project flnan?-m
Indonesia (Dikun et al., 2015). except for toll roads (Tjendani et al., 2021) \

The development of PPP globally, nonetheless, has mten&ﬁed%doneman
Government’s adoption of this approach for its new infrastruct projects. An
important reason to implement the PPP model is the need fo investment and
better value for money. However, the PPP framework in ’?:d

fes not properly

address the issue of output specification and risk transfég, whic iWy pomt to
awarenes dllr@atlon

ns,% amt;@’é'ncernmg
umbg@g;PP projects

) a@’other challenges,

including lack of private fundlng, ublic a I rx@ocesses lack of legal

and regulatory framework, Ian%!lon,gnd I a)f s |gn guarantee.

.Natalia et al. (2021) ha:l P st were published since 2017
S of na

achieve better value for money (Yaya, 2014). The |

about government projects, human resources h

government projects are among the main r

in Indonesia (Sulistia & Nam, 2022). %4 Hassan

onwards and within th : onb : and Australia. One of the main

2 &

themes is the use o to funii \f‘n-f.r struc sector
&

O

l
25 Resear IsI ic F| nm'ng(f-g}plnfrastructure Construction

%v N
% on mushar h wi ecific focus on infrastructure contractor project

fmaﬁwas systematically se};@ ed and reviewed. The review suggests the lack of
eg | studies on infrastructure contractor project financing using musharakah. The
hw

was carried out on several research databases, such as Scopus, ProQuest, Ebsco,

Q d Gale Onefile, as these are commonly used by universities in Indonesia and

Malaysia. Other database, such as Emerald Publishing and Google Scholar, were also
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used, but the search output was not useful as the queries returned hundreds of irrelevant
studies. The search was limited to only journal articles and conference papers fro

to 2019. The search queries used were “musharakah” and “musyarakaf’; & ISkamic
project finance”, “Sharia project finance” and “Syariah project finﬂ& “Islamic

finance construction”, “Sharia finance construction” and “Syariah project finance”;

“Islamic infrastructure financing”, “Sharia infrastructure fipancing” and “Syariah
ng’ a

infrastructure financing”; and “musharakah project fi “musyarakah
project financing” (Table 2.3). These terms are com use wgeably in
@

Y'
Malaysia and Indonesia. The researcher also @e query “ odes_'@mhen
Y-—

searching for infrastructure construction projecY. 4

\ N

b 4
Keywords Scopus bue% ) I(‘Ebsco Gale
| A\

U)
musharakah, musyarakah \ 9“ AéC 4 10
construction é\
Keyword = finance 177 | % 81 241
Keyword = Islamic % 1 2 2 ({/ 2 4
finance \ (_}
Infrastructure \ I 6
Keyword = finance O 370 148 28

Keyword = Islami e .1
finance I J ,

)N
NG
Y—v
e 2.3 shows the num@f academic papers found in each database using the
ke\!s. The keywords musharakah and musyarakah returned empirical studies on
e implementation of Islamic financing and its analysis, such as its differences from

onventional banking, current challenges, and comparison between musharakah and

mudharabah. Queries related to project finance returned research on property financing,
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sukuk financing, and risk analysis, with more tendency towards the istishna model.
“Infrastructure” also covers a wide scope, including IT infrastructure and
infrastructure. Moreover, the keywords also returned other scopes of study, Su @egal
aspects and Shariah-compliance, project management, engineering, anf&analys
The keywords “Islamic financing contractor infrastructure” Whe stopping
point, as further searches did not meet the expectations of the r ew The researcher
thus found that research on infrastructure project financin ey;n'mum Indeed, a

review article entitled Financial Issues in Construc Compan bllometrlc

Analysis and Trends (Gundes et al., 2019) conclude t constructi f'na_frn has

have @Kelected for
s, ri@f‘&nd figh issues of

remained an obscure theme in the literature.

The final outcome of this exercise 3 papelf t

review. These papers discussed the uxategy,

musharakah. They also discussed i a, cons ,@Tastructure financing,

N,
financing issue of contractors, %nesuﬂ -specifie |ssuai;?elated to those themes.

\

2.5.1 Studieson Isl nce and In s{r re Construction
4
erat

2511  Theme ﬂrglngl eV|ew

The selec rs ' |ed i |x themes musharakah and profit-and-
loss-sharin slami prGjettj%ancmg, Islamic financing modes for the
NN

constru istishna financing, issues related to contractors,

and e5|an papers relatlng@ﬁese themes.

6& 1.1 Musharakah and Profit and Loss Sharing
Numerous studies in the past decade have discussed the concepts of musharakah

and profit and loss sharing (Albadri, 2018; Bacha et al., 2015; Bahari et al., 2019; Daly
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& Frikha, 2016; Doski et al., 2013; Hakeem, 2019; Khan, 2011; Pappas et al., 2016; A.
A. Rahman & Nor, 2016; A. S. Rahman et al., 2018; Zainan & Ismail, 2013). T’T&
reviewed below. (’}
Khan (2011) discussed some fundamental principles of mush that have
been expounded upon by previous researchers. The fundamental principles are the
prohibition of any predetermined payment above the actual principalisharing profit and
loss arising from the enterprise for which the money was %ar]d prohibition of
gharar (uncertainty). These principles are congruent With the jcontrac Iinancing
model proposed by this thesis, where the success of roject Is not rd—d_@i‘ned
but rather planned and accomplished in stages. tio% also\tlx?lsparent;

all parties can see the process, hence gharaw confern. .4

Zainan and Ismail (2013) discu&%applicatio us@kah mutanagisah

to finance a housing project. It was fchto gener;i_ts\wgr o,t@vithin a shorter period

N,
for the bank compared to othe%c finghcin r:odu((/oQ. his paper evaluated the
musharakah contract in a in rojI : it PS le relevance to the thesis, it
Y

enriches theliterature% rakar} eci S'ally@Sharakah mutanagisah.

facto at influence bankers and clients to

Bahari et al. (QQQ) ana
choose mushar@ana i e twtétﬁhificant determinants are promotion and

!
¢
religious co e. This pa iS’p t(i;i?ly relevant to the thesis, assuming that the
NN
method% ing proj ?curema is the same for government housing projects.
X~

Rahman et al. (2 analysed the gap between the regulation and
A B

i \&ntation of musharakah mutanagisah. They found that some practices differ

u the regulations. This paper enriches the literature on musharakah. However, it is

ot directly related to the thesis, as some of the principles and application of the
musharakah proposed here will differ in certain aspects.
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Doski et al. (2013) found that an Islamic bank will always be facing instability
from external and internal factors related to the management of enterprises and p
economic and sectoral issues. The distinctive element of Islamic banking i interest-
free and profit-and-loss-sharing sharing system. To survive and proﬁéwwidst stiff
competition from both Islamic and conventional banks, the bank{'must base its

operations on strategic practices that exceed the ordinary. The findings of this paper

suggest that promoting and applying musharakah for t 0 truc'ion segment in
Indonesia must be accompanied with strong analysis an tegy '\d‘

orporate a Lbl@g;ce.
cotrKaet userF the 14th
Asﬁa. e ma;@hve:trades were

financed with ‘sea loans’ and ‘com a’ . JThis pape ued@ﬁ profit-and-loss-

sharing financing has long been a f@%r conce%\rhisvwo a@\‘lm idea, but it is only
N,
an alternative method for the%amilfér in est-beqé."z?g loan. The paper also
&
shared,

discussed that the risk of en prI a at risk-sharing financing is

complicated by sever . How isos& several advantages over other
d &

modes of financing %vid@ : gundicates that profit-and-loss-sharing

financing is no@d t orts(ﬂ-%’ldea for a mode of financing that is an

¢

alternative t gfe)st-b ed lo s.q't adé(;?]ighlighted the risk options between equity
\

and deb%k’ g. 7 f {\

dri (2018) also dis@d about risks that may arise from financing projects

Bacha et al. (2015) discussed risk sharing in Isl

The paper revealed that mudharabah and mus

o

century in trades between Italy, the Middleigt,;

Y,

}bsharakah. His analysis was based on the Indonesian Council of Ulama’s (MUI)
a on musharakah. The paper revealed that Indonesian Islamic banks in 2010
rgeted the financing of small and medium enterprises. The author did not mention

which specific sector was the target, but the financing method was musharakah.
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Because the reference of this paper was the fatwa of the Council of Ulama, this paper
suggested that the financing activities must refer to the Islamic principles of mua ]
This contradicts Doski et al. (2013), who discussed how to face financing @%ﬁstead
of the strategy on how to reach the target. Taken together, the two pa gest how

to provide musharakah financing and how to handle its risks. T
Rahman and Nor (2016) analysed the challenges of profit and¥loss financing in
ORnTr'sk, difficulty in

Islamic banking. They found four major obstacles: high i

choosing a good partner, financing request mostly comes*#kom th Icw segment,

3
and lack of capital security. These findings w<arez¢led though_i te*vi \with
professional Islamic bankers. Similar challen alsob aIed\t&E)ugh the
interviews conducted for this thesis. QWW ,é\v
Hakeem (2019) proposed inno@ncing solutions l@ musharakah for

the micro, small, and medium ent@(ﬁ segmeh_‘t:\%gp indicated the obstacles
faced by the musharakah and rr%)ah rﬂodes pro@-loss-sharing financing,

as they constituted below 6 h of [ slamic @ing globally. The paper also
Zf gw,

revealed that only 16 @ inanc S fbr@'real estate construction segment,
’

3

7 &
according to a W@k anc' ort irgul& The paper proposed a new model
that incorporateg@ ial P 'tity. d}%léo noted that some researchers have tried

¢

to promote mkah hou g‘EoréJr?ction projects with unsatisfactory results.
ah

NN
D Frikh ';6) di%Jssed profit-and-loss-sharing as one of the

v

fun tal elements of Islan@ance. The paper explained that there are strong links

(on

eem financial transaction and real economic activities. The paper discussed the

& ition and meaning of musharakah, and it concluded that the parties entering into a
u

sharakah contract will have to share both the risks and rewards that are attached to

the contract. The paper also stated that musharakah is the most basic concept of the
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profit-and-loss-sharing model. It is different from the conventional loan model, whose
risk is borne by the borrower. The implication of this study is promoting the adv?g!s
of musharakah. (’}

Pappas et al. (2016) conducted a survival analysis of Islamic a ventional
banks. They used a comprehensive model to examine 421 banks in 20¢Countries in the
Middle and Far East. The findings showed that equity financing is mainly used by large
banks due to its relatively high cost of execution and Sh yr:pl

"ance screening.

This paper also indicated that maximizing profit is not a a, dWmic banks

ture and re s’at&ﬁ%icts.

Q turﬁ\ﬁr general.
of rﬂlam anks.@!?a;y countries

competing with conventional banks. Twatition isn
but also in promoting the profit-and%sharing \&% fi
i m

The literature review thu&% discussions an
loss sharing model. Khan (@scj nda | principles of musharakah;
Doski (2013) analysec% strats' #

€
erﬁen@on; Bacha (2015) described the
history of profit-a N@-sharin

(Albadri, 2018)«discussed t

predominantly focus on large scale financing of infr
This paper contributed a historiographical

Furthermore, the paper stated that there are

akah and the profit-and-

5 &
\fw g fi@(wing in commercial trading; Albadri

aIysie‘J%”musharakah from the figh perspective;

!
Rahman an (2016) _di uged(_t(j? obstacles to implementing musharakah;
% N
Hakeen% discuss 'ﬁppliﬁn of musharakah for micro, small, and medium
Y-
ntejg&; Daly and Frikha @6) discussed the link between musharakah and real

busi activities; and Pappas (2016) conducted a survival analysis on the

@D

ementation of Islamic banking products. In line with the discussion theme of
usharakah, some papers also discussed musharakah mutanagisah, including its

profitability (Zainan & Ismail, 2013), determinants (Bahari et al., 2019), and gaps in
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application (A. S. Rahman et al., 2018). The papers are relevant empirical literature on

musharakah. They provide common definitions and terms that have become a rew

for scholars interested in examining musharakah and profit-and-loss-sha@ance.

However, the author found no papers that specifically discussed';\usage of

musharakah in financing construction works, much less in financmwrastructure

contractors, whether in the context of its figh, impleme amwofitability, or
&

comparison to conventional banking. Therefore, there is the discussion of

musharakah application in the construction industry. .\d
23

N4
| S
25112 Islamic Project Finance 4 \j("
at,disc

. -
uafe amic @ect financing
(Adelekan et al., 2013; Javed & F\%; Lone uad@Ol?; Osmadi &

Zainuddin, 2016; Zawawi et al., 20 awawi etal’ WlB cj@ssed the funding of a
N,

This section reviews selected studi

project using Islamic project fi »Fhe paper st that ic project finance must

meet clients’ expectations. e}m e>1 ion of cl:s@ is low cost. Islamic finance

must be cheaper and re% sorb ri

of its interest-freK.‘%The

{he@ence of cost of capital as a result

dy e@med partnership-centred approaches that
are availabl project financing. b‘r;a?)er concluded that Islamic financing is able
%e' praject Wevs$roject financing in this paper is not specific to
S. Therefore, there i e%dp in scope between the paper and this thesis.
\/ed and Filda (2015) analysed the challenges and opportunities of Islamic
roject financing. The study focused on infrastructure project financing, such as toll
ads, power plants, and ports, in the context of an Islamic country. The challenges of

Islamic project financing include regulations, investments, standards and practices,
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Shariah experts, benchmarking, and public awareness. On the other hand, the

opportunities are much fewer, and they include Islamic market development,
funds, and potential products. Though this paper shares some common gro@h the
first literature review theme, the analysis is specific to infrastructure p inancing.
The focused scope on infrastructure financing may be seen as both a limitation and an
advantage. However, unlike this thesis, it only focused on i %ere financing in
general terms. It also did not discuss the procuremen r‘gws-f(,r infrastructure

construction projects. Nonetheless, it is useful for uati Wastructure
23

financing market. { _\C}
reasofli the@-bf profit-

and-loss-sharing system to finance project% aperccompared t tit-and-loss-

sharing model and interest-based sys(\ ;oasing onn fra@(ure projects that

generate no income. It argued tha%mora@;k% t e,@o\rower is the biggest
N,

challenge. This arises when the fth@ban

Lone and Quadir (2017) proposed new th

8

S n((/ iously work to make the

eb er does not repay the loan

g,
regularly, he will pay % rest. If‘ in rﬁus@'akah model, if the borrower has

7 &
a bad attitude, he'v%reate aié:?pw tiong.bhe joint venture company. Thus, this
paper explored b{ de 's anddsjédes that may emerge due to the nature of
¢
partnerships 4 (j)
\
O%:d Z i f201 examined Shariah-compliant indicators of listed

g

on companies to e@e a particular shariah portfolio. The analysis was

project successful. In conv: % bal

con

e \d to include some companies in different sectors that are either suppliers or
uStomers of the construction industry. The paper is not in line with the objective of this
esis; however, it generally linked the construction sector to other sectors, such as

finance, properties, and technology.
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In summary, previous studies have investigated the application of Islamic
financing modes for construction projects. Zawawi et al. (2013) analyswme
profitability of using Islamic financing; Adelekan et al. (2013) analysed th{%ﬁce of
cost of capital in Islamic financing; Javed and Fida (2015) discussed t ortunities
of using Islamic project financing; Lone and Quadir (2017) ch between
conventional and Islamic project financing; and Osmadi and Z 'nW(ZOlG) assessed

mo has focused on

Shariah-compliant indicators for the construction segment.

the financing of the entire infrastructure construction p ea wlng built-

ing include elp@se of
e% sth@s to find

rtoﬁ?nl struc@prmect More
specifically, it investigates the prN)f Islamic™fi anc@to infrastructure

contractors to accomplish their co%tlon ac\TresTT
S

discussed by prior research. ‘% Q-

N\%
Nl IRV
25.1.1.3 Infrast rojectiFin ::'el cific Object

4
Selected stud ave d|5f M rastr e project financing (Adelekan et al.,

operate construction model, which means that the fi

land, contractor selection, and material procur

solutions to the financial needs of contracto

s,@\plc that has not been

2013; Ahmed, 15, mp| '018 & Muneeza, 2019; Dikun et al., 2015;
Ismail & Ajij 3, sa et I.,“ZO 7“)A Rarasati et al., 2019; A. D. Rarasati &
o

Bahwal O ¥Thesg’ )ewe oW.

et al. (2017) analy@he critical factors of financing public infrastructure

p% : The paper explored the viability of private finance initiative (PFI) as an
ati

Q ive procurement method for public infrastructure projects. The projects referred
this paper are various types of public works, such as hospitals, universities, public

housing, ports, and roads. It analysed the use of PFI as project financing through an
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SPV. The paper further discussed Islamic project financing, specifically sukuk. The
paper compared between conventional and Islamic project financing. Convwwll
financing refers to term loans, bank guarantees, and letter of credit (L/C), v@%&amic
finance options include istishna, ijarah, and murabahah. The paper aﬂ*lysed the
risks of project works. The risks, by rank, are project viability, commrformance,
and government. The paper is useful for the analysis of source oMcing and also to
identify the problems in plan-built-operate contracts. H merf is no specific
discussion for the contractors’ needs for funding to execute,their o'r”ks\d

oLy
Ismail and Ajija (2013) analysed the critical s s factars PP @ance

government-owned projects. They compared

n % I ncingj?ﬁ several

uced\in 0, all@:zg; the private
sector to deliver a public facility. waership be n t@ivate sector and

government, nonetheless, has aIrea@sted be

countries. The paper revealed that PPP WW

P, ,(ﬁ%'paper, is intended to
N\

finance a project that does not %he Pocure ent SXZ)@(?]S of construction works
} 0the t

themselves. Thus, the pape rel r@but it does not focus on the
financing of contracto& )‘;:’\R:j’l 0-

Ahmed (Zow/sed tr uku@ance a gas infrastructure project in
a Western counl& pap \:}:uss@e legal issues of using Islamic financing

=9

!
¢
products in stern cauntry. ha's, bmiches the literature even though it does not

NN
directly% r thefs the rh%s.
¥ . -
and Muneeza (201 )@'tﬁlysed the application of Islamic finance for a PPP
i cture project of a road that connects nearly 30 Muslim-majority countries. The
aper analysed several applicable Islamic financial contracts. The paper revealed that,
onsistent with the World Bank, the integration of PPP, SPV, ijarah, and istishna are a

possible Islamic finance solution for infrastructure projects. The paper concluded that a
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sound and functioning Islamic financial system could bridge the infrastructure gap for
the countries involved. Yv

Rarasati and Bahwal (2019) discussed Shariah-compliant fi \ of
infrastructures in village. The village required certain infrastructures,‘ﬂ;@remost of
which is road, followed by waste treatment and electricity. The paperi¢xamined waste

treatment project, since road construction was assumed to be adequate! even though the

road condition was not satisfactory. The paper proposed harlakah scheme to
finance the project. It concluded that the project can be f d wit eWnts (wagf)
23

Yw

from community leaders, religious leaders, and co ity organi rﬁ.@ntity
must be established to manage the project and i ions. Thi arc%mwed that
some fund owners were willing to provide féading for thﬁ project. Eveéh%;gh the case
is not related to the banking institutior, 'mhows tha el Qeed to understand

financial needs and offers. cq \>T ,<\
N,
:é 9 iantad t{@nts as innovative finance

Dikun et al. (2015) analy mpligntanstr

for transportation infrastru Ne 1a rr eale@ some financing options in
infrastructure have be i used across the \'Nosb'lt assumed that state budget will
4 $ &
the-total ne

always be insufficight,to finanf ﬁbf transportation infrastructure, thus

innovative inv% are equir, <<"I'he paper discussed the application of
EeSrfon

!
sukuk to fin seaport/const tiO’n.Lﬁ?paper suggested that the involvement of the
%f NN
governr% ssenti ',it IS s&ected to help in creating a framework for the

N ¥ o o
con on financing. How@ it did not discuss the financing scheme for the

c%ﬁ&ors to carry out their activities.
Q Campisi et al. (2018) analysed the feasibility of sukuk to finance the procurement
f a wind farm. The paper discussed the advantages and disadvantages of Islamic

financing in general and sukuk in particular. The paper compared the detailed
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construction costs between sukuk and conventional financing. The paper aims to
promote the use of Islamic finance for infrastructure investment in a Western (NW
However, it did not discuss contractor financing. ('}
Adelekan et al. (2013) evaluated the application of Islamic finanﬂéqoduct for
the construction of housing and infrastructure, that is, power station, Wwater supply, and
inf

sanitation. In its discussion, however, the paper discussed oth ructure projects,

such as mining, independent water, and power projects. alsp mentioned the
cost of capital concept. The paper concluded that infkastruc r(.e\aqﬁt‘s require
contributions from consortium banks, and that infr ture proje ha}/e_\@‘zr:ion
risk. It also compared the risk and opportuniti of% cas\e3~ between
conventional and Islamic finance in Weﬁ&t' : pap@?a; noted the

importance of Islamic finance. Ho tDre IS no ssi@bout the funding

methods for contractors. ( : \Y A
": y N

These papers have discus ing with specific objects
throughout the stages of m nst@ planning to infrastructure
operation. The financiﬁ;clud e, contractor selection, material
procurement, infras We o@. : eration), and maintenance planning.
However, ther &disc 'out eﬁ«“ﬁnancing of contractors, which is the
objective @dy.

& !
i

T
7

2.5 Istishna for H@'ﬁg Construction Projects
\Iected papers have discussed the application of istishna in public housing

G truction projects (Daly & Frikha, 2016; Hasmawati & Mohamad, 2019; Nasucha

tal., 2019). These are reviewed below.
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Hasmawati and Mohamad (2019) investigated the potential application of
istishna. They collected data using semi-structured interviews with ?ﬂl
professionals, including the regulatory body. The study referred to istishna s\tract
for construction, housing, and infrastructure projects. This indicates‘ﬂ*;tishna is
assumed as a contract for construction works. However, objects that'dre for purchase

and sale cannot be transacted using istishna. Accordingly, pu;ihas d sale contracts

cannot be used for infrastructure works, since the end pro IS not for sale.

Daly and Frikha (2016) also discussed istishna as lami fi.rhmgidnstrument
23 T
for the purpose of funding major construction , In parti ar’ tg_‘-fj ance

infrastructure projects like roads, ship, and ai

h% pro@% can be
o
not sp@ﬁcally discuss

®)

about the financial needs of road cons tloa
,Q'Q\ancing. It is defined in

Nasucha et al. (2019) examin@mjviabilit\ﬁst?h
ESY N

prodLQ?s? Furthermore, the paper
&

Inance an infrastructure project. This paper

purchased by a personal or private body.

the paper as a contract that is construct

stated that theoretically, istiﬁ\ugm se
et

he use of i isﬁn&b’ntract. In the conclusion, it stated

'3

also discussed on how t@.i
that the infrastruct roject irlc

different concep&& lat
E ‘

!
oject, on_t olﬁercjg%, will end with the delivery of the finished
NN

usin%(mfrastructure and housing projects are

d Wi@{e transfer of ownership to the purchaser.

An infrastruct
works, %gubliw d he gs@nment for public use. Thus, istishna is clearly a
Y-

purm&ale contract. Still, 9@1@ authors group housing and road into the same
N

These papers are relevant references for this thesis. However, they did not discuss
ublic infrastructure, but more on real estate housing that needs infrastructure support.

Additionally, the subjects of these papers are significantly different from those of this

o
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thesis, which is the construction of public infrastructure using Islamic financing

contracts. Moreover, istishna is a sale and purchase contract, whereas infrasw

assets are not for sale. (ﬁ\
25.1.15 Contractor-related Issues Q

This section review selected studies on the issues fMy construction

1;. These researchers
inition tr.kwldreferred to

X
are actually the ideas discussed by this thesis. Wafa an h (2016) r a'ad _@Ssues

companies (Durdyev & Hosseini, 2018; Wafa & Sing

revealed the issues that are common to contractors. The

faced by some road contractors. The issues +# th% r W@E lack of
Y-

i sues.@se issues lead

@ed by contractors in
N

de i related to this thesis is

to project delays. \)
Durdyev and Hosseini (2018% analys\heTs

developing countries, but the

the papers did not pro% spec'i'f S0 tidn@ the issues, as they only aim to

F &
expose the factors Q@g pr(]j : Trgmesis intends to propose an Islamic-
inspired solutio&m ialiissues d on the reviewed papers.

) O

% N
2.5.1.1.% slamic Fi Pcing@ Infrastructure Construction — Indonesian

financial issues, which are \1 l ffectséonstruction issues. However,

%\me selected studies have discussed Islamic financing for infrastructure
0

truction in Indonesia (Hardjomuljadi, 2014; Kusumawati, 2013; Kusumawati et al.,
017; Negara, 2016; A. Rarasati et al., 2019; Setiawan, 2017; Yuliana et al., 2017).

These are reviewed below.
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Yuliana et al. (2017) compared the profit-and-loss-sharing scheme between
Indonesian Islamic banks and rural banks. The research found that customers aw
interested in using musharakah financing. The finding thus suggests mor@?ﬁotion
and application of musharakah. This is in line with the proposal of this EFE&The paper
is published in a highly indexed journal. However, the paper did not refer to any specific

segments or customer type. \,

Kusumawati (2013) analysed Islamic banking finanei COr '1e construction

segment using several variables, including nonperfor loa Wati et al.
(2017) continued the study by extending the sc@nanci to,the I:o V‘;ion
segment by Islamic and conventional banks inv?g; ia.% rs a&e?r'nong the
most important references of the current reSearch,”As di earli VzTere is a lack

the @Vs are descriptive
and not exploratory. Likewise, the ﬁ;jt was no\ﬁ#ru y(e\onstruction.
N,
e baﬁiers

of studies discussing the financing of truction. Howe

Rarasati et al. (2019) an e application of Islamic finance

for infrastructure projects wad si1 ing the D method, the research found
that the barriers are th% ing

Islamic finance, as&slgrientati

scope of financ% to
J '

derstal f IEI@ financing and reluctance to use

£y

4
\*{»h inve Is purely profit. But once more, the

tin i@‘ftirety, from commencement to delivery,

not on the financing needs of t

5

NN
NeQgara (2016) a ds&ptive qualitative investigation of infrastructure
_ | Y |
dev ent in Indonesia und@é current president. The author stated that the current
jor ‘ehanges in infrastructure policy have been planned by the previous president.
This paper was prepared before the change of budget in 2017 and before the second

eriod of the current president in 2019. This paper presented important empirical
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evidence that the current changes in infrastructure policy in Indonesia have been
initiated by the previous president.

Setiawan (2017) discussed some infrastructure issues in Indonesia. It@\suhind
other ASEAN countries, and a strategic financial resource is necessa grade it.
Some financing options for infrastructure were discussed, such state budget
allocation, international institution financing, private participati n,\ad’PPP. The papers
from Negara and Setiawan did not touch on Islamic contra L%Th

es’e provide useful

empirical evidence on the financial needs and solutions o Indonestan_ infrastructure.
.y
nly fated by/thg I@esian

fo% ',ever%ugh the
jecl*is‘uta te-ov@ts:ydroelectric

eir @ft first before they

Hardjomuljadi (2014) discussed the problems ¢

construction industry. The paper is a useful r

case study of the paper is not a road construw

power project. It explained that contr S must comple

4

can receive payment. Additionally, %aled SO g@*non-technical factors
N
that can delay payment. Howe% papeﬁl is t chnigal’ and did not explain the

&
managerial idea in a Wide@ It r idnot @e specific solutions for the

financial issue. ( 0’
'3 F &
In summar;;%ouss lj \N-n onesiashave touched on the themes of Islamic
or conventionalw g of

!
¢
contractor-ssi%ﬁnan ial isste. ﬂ! h@re, there is a gap of study in the Indonesian

N
ancia-l&sue. Figure 2.6 summarises the themes of the

cture prgjects. However, no studies have analysed

65 2 Research Location and Methodology
The reviewed studies were mostly conducted in Malaysia and Indonesia, while

the rest were conducted in Pakistan, Italy, and the US. Five papers were conducted in
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multiple countries. The studies were mostly qualitative, comprising 24 papers. Nine
papers employed the quantitative methodology. The qualitative analysis tec

used by the papers were content analysis (8 papers), case study (5 papers), @ﬂive
study (4 papers), and literature study (3 papers). The quantitative an echnique

was mostly t-test (6 papers), whereas the remaining three were correlation and equation

modelling. Y,
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Fundamental principles (Khan, 2011)
Mutanagisah profitability(Zainan & Ismail,
Mutanagisah determinant (Bahari et al. 4201
Mutanagisah gap application (A. S. etal., 201§
Musharakah | —, | Strategy implementation (Doski et IP%

- History in 14" century (Bacha et al'201
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-
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I%e\[elq) countries (Durdyev & Hosseini, 2018)
T

£,

ance infrastructure (A. Rarasati et al., 2019)

akah analysis (Yuliana et al., 2017)

ruction financing 1B (Kusumawati, 2013)
struction financing (Kusumawati et al., 2017)

ccﬁevious infrastructure plan (Negara, 2016)

Dlnfrastructure index ASEAN (Setiawan, 2017)
| (_} Contractor issue (Hardjomuljadi, 2014)
&
Y

Figure @esearch Themes from the SLR
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25.1.3 Literature Gap

The research themes include the application of musharakah, istishna, an
for construction project financing. Some research discussed infrastructure eraI
object that needs Islamic financing. The scope of infrastructure pro;ewade land
purchasing, contractor selection, asset operation, and maintenaanning. The
findings mostly showed that Islamic finance is a viable S% r infrastructure

project financing. However, rare articles specifically di flr'anCIaI needs of

contractors and their solutions. This subject has been ove archers as
indicated by the literature review. | _{')
N

y anQi~ astructure

S of@%conomlc sectors

2.6 Indonesian Medium-term Plan for Is mlcﬁco

This subchapter briefly descrlbewalum -term

in Indonesia that are related to th . The gls

m:?:\banklng and Islamic

S
economy, and the one is infras evelopment. « Q.
N So
i N
26.1 Islamic Bankiﬁﬁjz:a 2020-2025' ~)

£
OJK publishe@iythe Islarr ga.dmap 2020-2025 in early 2021. It

comprises thre |IIa !\? ectié"l’hey are briefly described below (OJK,

2020a):
1. Str klng tlty, with four objectives:

engthen Islamic va

evelop highly marketable unique Islamic products.
Q 1.3 Strengthen capital and efficiency.
1.4 Increase the use of Islamic digital banking.
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2. Synergy with Islamic Ecosystems
2.1 Synergy with halal industry. Y‘
2.2 Synergy with Islamic Financial Institutions. %\
2.3 Synergy with Islamic Social Financial Institutions. A
2.4 Synergy with Government Ministries and Institutions. Y.
2.5 Increase public awareness on Islamic economic ecosy:. N
3. Strengthening Licencing, Organising, and Controlling V. '
3.1 Accelerate licencing process using technology adeption .\d'
3.2 Establish organising procedures that are cred nd adapta I _\C}
3.3 Increase effectivity of controlling. \ \Y

Objective 2.4 is related to the study. T\%lve is div

1. Encourage the partmpaﬂor%lamlc bh’m% ig\ sing programs.
S
2. Optimise the role of% banﬂs to ppor(tqc@/ernment programs and

X

financial activities%howl anie‘sé\
3. Optimise the L%E mic ba;j?allll ¢ educational institutions.
ieties (J

4
4, Cooperatm&lam@q
Xy
Th e goal is th n{)s evant to the research objective because
infrastr nstrutt n ects nderthe responsibility of the Ministry of Public

‘I

Wo ese pl’OjeCtS are also @ed out by state-owned contractors and subcontracted

t she contractors.

S
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2.6.2 Islamic Economy Masterplan 2019-2024

The Ministry of National Development Planning (Bappenas) introduwm
Islamic Economy Masterplan 2019-2024 to support the development ofi.t mic
economy in Indonesia. Included in the masterplan is the development oﬂ%jc finance
in line with the objectives of Shariah (magasid al-Shariah) (Bapp%,. 2018). The

Masterplan covers almost all aspect of the economy. The stra{e\‘%ie' the masterplan

are divided into four clusters:

1. Strengthening the Halal VValue-Chain .\d'
a. Halal food and drink % J'—\q‘i’
b. Halal tourism 4 \Y
c. Muslim fashion \/Y.§ é‘?
d. Halal media and recreation\c) é
e. Halal pharmaceuticals an(%ﬂetics \T
f. Halal renewable ene% 4 <2-
2. Strengthening the Isl 'c:}kanc ﬁj '\A
a. Islamicbam%a%. :u’l 0
b. Islamic,%markit \ é)‘/
C. Islam'Q sec‘ ' O
d. @Wa 4 b")

nin sin

" &
Y.
Qlisation of Digital oo%dmics
QE When discussing the Islamic banking cluster, the report stated that despite
r

evious efforts, Islamic banks only have a 5 percent market share. This is caused by

several obstacles. The situation was analysed with the SWOT technique.
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The masterplan stated three strategies for Islamic banking:

1. Strengthening funding.

3. Strengthening the financing of Islamic banking.

2. Strengthening the management process of Islamic banking. (}

The third strategy is related to the thesis. It has three objgectiv
1. To provide stimulus towards Islamic state-owned co |;
2. To increase the numbers of Islamic banks that“finance SM medlum

enterprises.

| S
t% usiness.

Islanu,@;zrrkmg cluster

S

radhced three quick win
\

strategies. One of the strategle%ﬂgerﬁy to form a mlc investment bank to

serve corporations, which mbeel S of&é‘mc banking. Such a bank is
expected to provide Ia% ing va %e} Jdl infrastructure and state-owned

projects.

3. To expand Islamic financing to corporate

Therefore, infrastructure financing lsw

in 2019-2024. \c' )

Other than those objectives, asterp

\
T% i ent @ugh Bappenas has also published the Medium-

TerQelopment Planning @2024 in 2020. The plan covers four pillars:

\ Solid political and legal institutions

QE 2. Growing public welfare
3. Stronger economic structure

4. Preservation of biodiversity
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These four pillars are divided into seven agenda: YV

1. Strengthening economic resilience for quality growth (')
2. Developing all areas to reduce inequality. A

3. Increasing quality and competitive human resources. Q

4. Building culture and national character.
5 Strengthening infrastructure to support econ
6 Building the environment, enhancing resi

and climate change. {
7. Strengthening the stability of politi W, S

\.
public services. § ? 43\‘?
N \gpe\' -

T}Hy, the second agenda
states that there is a plan to bui%ew citi 40 n(wo the national capital. The

fifth agenda covers five as&tsi ubI[ using, el ity power, water resources,
communication, and % ation. {The Iahﬁ@t is relevant to the study is

4 ¢ &
transportation, whi Wrs ra||| aporté(wports, and public roads. Public roads
concern the constructien of

oadsdrjé(/ national roads, and road maintenance.

The s hcuse on_nati
- - - \ - -
mtersta% and int foads. e length of interstate road to be constructed is
2,0@A Road maintenance, aims to enable driving 100 km in 1.9 hours. The road
e

'\hance plan covers the roads in six big cities: Jakarta, Surabaya, Medan, Bandung,

assar, and Semarang. Other than those two objectives, there are also plans to
aintain roads in certain areas, such as industrial economic zones, immigration borders,

tourism areas, and ports.
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2.6.4 Combined Indonesian Mid-Term Planning Y-

Taken the three major policies above together, Islamic banking is @]Q to
work with various public and private stakeholders and become more‘ﬂNed in the
construction sector. Islamic banks as the provider of financial serchto fulfil the

needs of prospective customers, including infrastructure contractors.%At the same time,

the banks cooperate with ministries and relevant auth@fitiesyto pport national
infrastructure development. \d
\
| S
2.7 Underpinning Theory T

Merriam and Tisdell (2016) explaineéhthat part ovi\the uggle@gntn‘ymg the

theoretical framework in a quahtaﬂv@ that qualitative n ch is conducted

inductively rather than to test con hypothe %i e,ozl\ES As a result, many

N
mistakenly believe that theory %gmal'blace @ qu@tlve study. Furthermore,
some qualitative methodoleimpe |t relates to a particular
g

r ory
methodology and its e ical ‘dj“ingb'
Merriam and deII (2(i d (I.bE terms theoretical framework and

conceptual fra WO are d in angeably in the literature. Theoretical
framework e rred ecau il’ eJe;der and includes terms, concepts, models,
thought a and tefere tos |cthe0r|es
&
ebt and Equity
: Lack of financing is recognized as the most significant obstacle to innovation in
e construction sector (Chiang & Cheng, 2010; Raftery et al., 1998; Pries & Janszen,
1995; Fox & Skitmore 2007, as cited in Gundes, 2018).
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Debt and equity are the main sources of external and internal capital in the
construction sector. Equity comprises funds contributed by shareholders for a
and retained earnings. Interest-bearing borrowing, on the other hand, is mai@ided
by commercial banks through such instruments as short-, medium and ﬁ&rm loans,
leases, and lines of credit (Elazouni & Abido, 2013, as cited in Gund&ﬁlg).

Several authors argued that access to external financial squrces i the construction
sector is more limited compared to other economic sec OY;

ITopeweII, 1987;

Feidakis & Rovolis, 2007; Chiang & Cheng, 2010). Hal l. (2 OWOO%, and
23

average leverage E&&m\;‘;ny

nt@ in the Q)/Ys]ruction-

the p@:gd financing
sto @“o universal theory

Tserng et al. (2012) reported that construction has a h

other sectors in the economy. Evidently, there a

related literature regarding the capital struéture

sources of contracting firms (Gundes e\g())). There s

regarding the debt-equity choice, a re is no\so? e '%ct one (Shahar et al.,

' S
. S

Past studies typically.discussed T ruction f@ng from non-Islamic banks.
hro

Islamic banks offer financi ntracts h ﬂu@tse and sales, such as murabahah,
4 F &
istishna, and sawey iﬁﬂe prcﬁ&aﬂd-loss-sharing contracts, such as
mudharabah anw rak 'contrc‘éé'are not classified as either debt or equity.
¢ ? (.)
Q- &
2.7.2 % inapCi ?eracy&ueory

S

&lic banking Iiteracy@ﬁdonesia is reported to be low and is deemed as an

0 thor the industry’s growth (Bappenas, 2018). Setiawati et al. (2018) discussed

2015).

4%

hatr Islamic financial literacy is not only necessary for the Muslim community.
ubjective knowledge of Islamic financial compliance, usury financing, and the concept

of profit sharing is one of the potential factors underlying Islamic financial literacy (G.
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N. Ahmad et al., 2020). Muslims should have Islamic financial literacy to make sound
financial decisions. It is not easy for a Muslim to know all aspects of Islamic

At the very least, he should understand Islamic debt management, balan@%ding,
savings, and investment to ensure that his business comply with Is rinciples

(Biplob & Abdullah, 2019). Q

The Indonesian Financial Literacy Strategy (OJK, 2021(;' has been formulated to
uding

increase the financial literacy and awareness of the public flamic financial

to thi Mit aims to
@

ts. Islamic ar#:ii@racy,

literacy. The objective of this strategy is very much rel

which is critical but has thus far been neglecte

Triki and Boujelbéne (2017) recomm

financial literacy, such as to design a @ : to@%p a management
plan of financial institutions, and t(@sare varl\ac rs h@gh adequate training.

N,
Santoso and Meera (2017) pr%lhreeq‘inan ia inc(:(wl)@n models in Indonesia:

community-based financial J Mn, sr ar Ioba@el of financial inclusion, and
mobile payment syster%z p uj

2.7.3 Inform %ym NG
a\ | "'B(J
In thii the fresea e; reetje the literature review to the assumptions

NN
discuss% previ ?:tionsé}ast studies have not given much attention to

con ion and Islamic banl@ﬁnancing. The researcher related these assumptions

. ), ol
ive st@gy to improve

\m theory of information asymmetry. Information asymmetry is a condition
& ein one party in a relationship has more or better information than another.
formation asymmetry is widely diffused throughout management research, and its
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existence is a core assumption in leading theories on organisations. It underlies some of
the most important theories and topics of management sciences (Bergh et al., 2 -
Information asymmetry is found in research on regulatory shortcomi@roﬁt
sharing account (Ameer et al., 2012). They concluded that the disc of profit-
sharing investment accounts in the annual report is minimal. This finding in fact aligns
with the research results about Muslim’s knowledge about typ oMic banks (Nissa
Ghulma et al., 2021), which suggest that Indonesian Mu ezrr’ers do not have
adequate knowledge about the types of Islamic banks. tudy abo t‘ and loss

i¢ bank in Y allanie}‘g\:ved

fi% arti/Yﬁnancing
T
(Nugraheni & Alimin, 2020). \/ 0\ é
Haddad (2021) concluded t rel:'aon negati a@s the financial

performance of conventional and IsI@jbanks w\rﬁh
theory. This may explain Whyé!ors fﬁ Ind esiazz@ h is a Muslim-majority

?Mnks[ jrst c@ of financing source.

country, do not consider Isl
(,)? N

4 ¢ &
2.7.4 Marketing \ | & %(_;
Although I\%bﬁna 'ritie r%ﬁdonesia have set strategies and goals to

¢

propel the Wthe slami a‘ki@}i dustry, this cannot be accomplished without
%v NN

change % e Islamic ?ks themselves. Indeed, the strategic and operational

S

deciﬂ&nf Islamic banks are decided internally decisions and cannot be interfered by
e

sharing from the perspectives of employees of five Is

that employee competence does not influ

fr 'v}ork of the stakeholder

=Y
/

thesauthorities.

: Basrowi and Ronaldo (2019) found that there are some obstacles facing the
la

mic banking sector in Indonesia. These are categorised into three causes, namely
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obstacles related to corporations, obstacles related to customers — which are more
difficult to influence — and obstacles related to the technical market. Y'

Muthmainah and Cholil (2019) argued that the access and marketmg@ks of
Islamic banks are still inferior to conventional banks in Indonesia. E;w banking

products and services seem to be similar to conventional banks, even i%rms of service

quality, physical appearance, and dedication and professionalism ofituman resources.
g noty understand the
s. \d
L 2
N4
| S
2.8 Research Framework 4 T

NI

Based on the reviewed literature abeye, ushaiaka IS Cco nly used for

corporate financing. For housing cor\a projects,™i

Most Muslims, especially at the grassroots level, poorl

concept of Islamic banking products, services, and insti

hn@‘%onsidered as an

appropriate financing model. For ntlona uc ;(\mnstructlon projects,
some common financing mo PPﬁ, PF P syndicated financing.
Meanwhile, sukuk is the m n Islam-léflnancmg for infrastructure

construction projects. {Lhi de of # co@s all phases of the project: (1)
purchase of Ianwuipnle i
contractors to build the pro :

property. H e flna in 0‘”369 has not been specifically discussed. This is

| Q*led to the property; (2) selecting

an |mp ant Swbjectfa }ructlcé\ompanles must obtain funding to perform their

Wor efore they can claima @sum payment from the project owner.

3
N
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Islamic Banks

Financing to Construction
General Infrastructure Other
Contractors Contractors Contra
Financial s

Literacy
Islamic i
Financial
Literacy
A T
‘ InformationAsymmetry

‘ Conventional Banks ‘

!

I
Debt Financing

Islamic Banks

S s

2.9 EarIyAssumpties z
Previous reseKho

finarei onstruct has discussed the necessity of
funding for the p own m’.&ge\ onstruction, starting from procurement
of land or pr(ﬁ} to h%mc':tiogr&rfd operation of the property. The findings
mostly &ﬂ th}t ‘Ul':yc mz@c\alis a viable solution for infrastructure project

financi wever, no stud s specifically discussed the financial needs of

C Mors and their solutions. The financing need of contractors has not been examined

ast studies, as revealed by the literature review. This study proposes fulfilling the
S

tractors’ financing needs by developing a musharakah-based financing product.
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Several studies have discussed infrastructure as a common object that needs Islamic

Yv
N
e

This chapter has discussed the definitions of musharakah acc%ing to Islamic

financing.
2.10 Conclusion

finance authorities and subject-matter experts. It has likewise Qescr d in detail some
financing options for infrastructure construction proje chapter has also

systematically reviewed the literature related to m raka Mastructure
@

t the pre {o@n of
ic b{ teg@g chapter

also describes the medium-term planning W slami omy @ngrastructure

development planning and policy. Thi (@a

of the study. The next chapter preseﬁﬁe res@‘o
? # S

contractor financing. To synthesise the literature

Indonesia’s infrastructure construction sector a
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