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Abstract- Indian Muslims are highly concerned with microfinance due to the non-availability of finance transaction
measures like religiously viable mainstream financial institutions and the deprivation of many people out of core
financial services. In the present scenario, the case of microfinance has been globally accepted as best method for
financial inclusion. Therefore, sundry methods of microfinance system have been introduced for the financial wellbeing
of the Muslims especially, for the poor people who are incapable to generate income through entrepreneurship. So, the
major firms are ready for financial inclusion through various programmes. As Corporate Social Responsibility (CSR) is
mandate as per Company Act of 2013 in India, it is very beneficial for many initiatives of financial inclusion through
various techniques of microfinance. Many corporate companies have initiated various enterprises within their CSR
wings which have helped for financial inclusion of many deprived peoples. It is helpful for companies and enterprises
under Muslim supervision to take this as the way for their community’s financial inclusion. This study focuses on the
current status of CSR of companies along with its initiatives towards Islamic microfinance system. It also proposes the
viable methods to introduce in the current Indian scenario of CSR.
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I. INTRODUCTION
The corporate social responsibility (CSR) is very pertinent corporate issue in India as it takes stock of business
accountability with social responsibility in the practical arena of the corporate company. Though the CSR is
not a new concept in India, it has been enforced to implement with effect from 1st April, 2014. The prime
objective of the CSR is to maximize the company's overall impact on the society and stakeholders. Therefore,
the CSR spending consists of corporate giving with two purposes: providing funds for charitable issues along
with simultaneous benefitting its financial bottom line and expanding business political legitimacy. A plenty
of companies spent their CSR funds to build up a better standard of living through building schools,
organizing sundry awareness programs in schools and community, medical camps, eye check-up and cataract
surgery camps, school children health screening programs, HIV/AIDS awareness programs etc.1 The areas to
where the CSR funds will be spent are the programs which come under the ambit of microfinance. As interest
ridden microfinance harmed the weaker society of India, the Islamic microfinance is the real panacea to
introduce for the proper financial inclusion.

A. Definition of CSR
The four major definitions are given below which explains the actual meaning and practicality of the
corporate social responsibility.

 Philip Kotler and Nancy Lee (2005) define CSR as “a commitment to improve community well being
through discretionary business practices and contributions of corporate resources”.
 Mallen Baker elucidates CSR as “a way the companies manage the business processes to produce an
overall positive impact on society.”

1 B. Ramesh & Savia Mendis, Corporate Social Responsibility – Perspectives In Indian Context, Australian Journal of
Business and Economic Studies. Vol. 1 No. 2, September 2015, pp:93
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 According to World Business Council for Sustainable Development (WBCSD) “Corporate Social
Responsibility is the continuing commitment by business to behave ethically and contribute to economic
development while improving the quality of life of the workforce and their families as well as of the local
community and society at large”.2

B. Four Types of Corporate Social Responsibility
Archie Carroll proposed four part model of CSR3. It is as follows:

1. Economic Responsibilities
2. Legal Responsibilities
3. Ethical Responsibilities
4. Philanthropic Responsibilities

C. Economic responsibilities

This is the primary responsibility of a company. It implies that the initial responsibility of any company will
be to act as economically viable unit of society. Hence, every company is concerned with the return on
investment for shareholders, fair salaries for the employees and the companies should supply only the quality
products to its customers at fair prices.4

D. Legal responsibilities
The legal responsibilities imply that the companies should treat complied by the existing rules and regulations.
The legal framework consequentially fosters society’s ethical view and all companies attempting to be
socially responsible are therefore required by society to follow the law.

E. Ethical responsibilities
The ethical responsibilities are the responsibilities which do not come under the purview of legal or
economical requirements. Instead, it is those traits which are considered as right and fair in the eyes of society.

F. Philanthropic responsibilities
The philanthropic part of CSR takes the stock of company’s corporate interest in improving the standard of
living for their clients like employees, local community, and society at large through charitable donations and
organizational support.

II. THE BASIS FOR ISLAMIC CORPORATE SOCIAL RESPONSIBILITY
The foundations of social responsibilities that are applicable to Islamic financial institutions are taken
particularly from the divine sources. As it is obvious, the Islamic financial institutions should be socially
responsible for two interconnected reasons:

 They fulfill a collective religious obligation (fard kifayah) for Muslims and hence they are in a
position to fulfill an enlarged scope of responsibilities that Muslims cannot fulfill individually;
 They are in an exemplary position in society.

These reasons provide the basis for the development of a structure for corporate social responsibility standards
based on a dichotomy of mandatory and recommended conduct.

The Corporate Social Responsibility in the perspective of Islam is based on the core principles in the holy
Quran. Mainly, there are three major foundational principles, as far as Islamic CSR is concerned. They are:
 The vicegerency of mankind on earth
 Divine accountability and

2 Ibid, pp:94
3 http://www.waynevisser.com/wp-content/uploads/2012/04/chapter_wvisser_africa_csr_pyramid.pdf
4 http://smallbusiness.chron.com/corporate-social-responsibility-11605.html
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 The duty on mankind to enjoin good and forbid evil.5

A. Vicegerency
The principle of vicegerency refers that the human beings are the representatives of Allah on earth along with
the fact that Allah has entrusted them with supremacy of Allah’s possession. Allah states this in the holy
Quran: ‘I will create a vicegerent on earth’6; and in other place he states: ‘It is he who hath made you the
inheritors of the earth’.7

B. Divine Accountability
principle of divine accountability is continued after the principle of vicegerency and denotes that individuals
will be accountable to Allah for their actions and deeds on the Day of Judgment. It has been stated in plenty of
verses of the holy Quran, like ‘Then shall anyone who has done an atom’s weight of good shall see it and
anyone who has done an atom’s weight of evil, shall see it’.8

C. Enjoining Good and Forbidding Evil
The principle of enjoining good and forbidding evil refers the onuses and duties that Allah considers on
Muslims as trustees and vicegerents. Allah says: ‘The Believers, men and women, are protectors one of
another; they enjoin what is just (accepted), and forbid what is unjust (rejected)…’ 9 and in another verse,
Allah states: ‘you are the best of peoples, evolved for mankind, enjoining what is just (accepted), forbidding
what is unjust (rejected), and believing in Allah’10. This responsibility is overwhelming and encompasses all
aspects of a Muslim’s life. It comprises a prescription towards positive (permissible and recommended)
actions and a prescription against negative (impermissible and not recommended) actions. Hence, Islamic
finance institutions have generally takes upon their operation by avoiding negative actions. But, their
movements towards positive actions are divergent as a result of many anomalies.

The combination of these principles denotes a divine accountability for each Muslim to enjoin good and
justice and forbid evil and injustice. So, these three main core principles make up the basis of individual social
responsibility.

III. THE JUSTIFICATION FOR MANDATORY AND RECOMMENDED FORMS OF CSR IN
ISLAMIC PERSPECTIVE

A. Mandatory Forms
Mandatory forms of corporate social responsibility in the Islamic perspective indicate to those factors which
should be compulsorily done by every financial institution for the community. If such mandatory factors are
not done, then it would be against the norms prescribed by the sharia. This form of social responsibility does
not need a significant expenditure of resources and is within the reach of all Islamic finance institutions
regardless of their country of origin, legal form or size. Generally, these mandatory forms are socially
responsible for prescription for avoiding riba like things rather than that of implementing.

B. Screening of Investments
The invest process should be according to the norms and rules of sharia. According to the sharia regulations,
Muslims cannot invest their assets in those fields which is interconnected with forbidden things like pig farm,
alcohol producing factory, tobacco industry etching addition, it is not allowed to invest in those financial

5Sayd Farook , A Standard of Corporate Social Responsibility for Islamic Financial Institutions: A Preliminary Study,
Islamic finance for micro and medium enterprises, Mohammed Obaidullah, Hajah Salma Haji Abdul Latiff, February
2008,pp:39.
6Al-Quran (2: 30)
7Al-Quran (6: 165)
8Al-Quran (99: 7-8)
9Al-Quran (9: 71)
10Al-Quran (3: 110)



503 Dr. Saeed T. V.

International Journal of Engineering Technology Science and Research
IJETSR

www.ijetsr.com
ISSN 2394 – 3386
Volume 4, Issue 4

April 2017

sectors which are engaged in interest and usury based activities. These requirements are fully applicable to all
major finance and microfinance sectors. Therefore, all financial transactions and all kinds of investment
should be supervised and overlooked by sharia Supervision Board which should be consisted of perfect and
scrutinized sharia Scholars who are able to realize the problems and solution in Islamic jurisprudence.

C. Responsible dealings with clients
The Islamic financial institutions require following sharia rules on the way of dealing with debtors as
stipulated in the holy Quran: ‘If the debtor is in difficulty, grant him time till it is easy for him to repay. But if
you remit it by the way of charity, that is best for you if you only knew.’11 The Quranic prescription contains
a mandatory and a recommended action. The mandatory action in this circumstance is allowing the debtor
time to pay it off if he is in difficulty. Indeed, the substance behind the prohibitions against riba (usury) was to
ensure that clients do not fall into excessive debt.12To get the sharia compliant result of this fact, the Islamic
finance institutions should come up with both ex ante13 and ex post14measures. Ex ante measures should
include provisions of the policy ensuring that the sharia Supervisory Board or its agent review every contract
form to avoid onerous terms being imposed on clients, who may be in a weaker bargaining position relative to
the IFI. Other ex ante measures should include due process provisions whereby the bank must assess the
disposable income capacity of the client, so as to take into consideration the client’s ability to repay and the
subsequent effect on the client’s financial and overall well-being. In the event that ex ante measures are not
effective to prevent insolvency of clients perhaps caused by external economic or personal circumstances, ex
post measures should clearly stipulate the rights and obligations of both parties to the contract, particularly
with regards to the conditions under which late penalties will be charged and under which conditions IFIs will
defer collection of debt.

D. Employees
The authority of Islamic financial institutions should treat with their employees and customers as per the
behavior prescribed by the sharia. The Quranic principle of brotherhood15 as Muslims treat one another as
brothers is particularly relevant in behaving employees. This should be taken up by the financial institutions as
they are established by such principles. This fact cements the onus on IFI management to ensure that the
employees are treated with justice and that they are valued regardless of their position in the bank. IFIs
therefore should have a policy on the fair treatment of employees.

E. Zakah
Paying Zakah is a mandatory obligation on the part of all Muslims to purify their wealth, regardless of mental
health or youth. The Islamic corporate social responsibly provision should make Zakah as mandatory form for
those IFIs who have to pay Zakah and as a recommended form for IFIs that do not have to pay Zakah.

IV. RECOMMENDED FORMS
Recommended forms of corporate social responsibility indicate the forms which are, unlike the mandatory
forms, are done on a voluntary basis according to the capacity of the financial institutions. Therefore, as
representative organization of the financial intermediaries, Islamic Islamic institutions should come up with

11Al-Quran (2: 280).
12 For an in-depth analysis of the substantive intuition behind Islamic laws and their place in the development of Islamic
pre-modern laws, please see El-Gamal (2006).
13 The ex-ante measure can be done prior to giving fund to a customer.
14 The ex-post measures can be done when the customer is in financial difficulty.
15 Al-Quran (49: 10)
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the recommended forms as per their capacity. This is in line with the Islamic vision of spreading Islamic
justice through all facets of an individual’s life and consequently all aspects of the IFIs operation.

A. Qard Hasan
The term "Qard Hasan" refers to spending in Allah’s cause specifically or spending in charity generally. It is
not referring specifically to giving other people interest-free loans. Allah refers to it in the Quran: “Who will
loan Allah a beautiful loan so He may multiply it for him many times?”16.

It is considered to be the only type of loan that does not violate the prohibition on Riba, since it is the one type
of loan that truly does not compensate the creditor for the time value of money. The recipient requires only
repaying the principal. As a financial intermediary, Islamic financial institutions owe the onus to encourage
qard hasan activities both within the concerned institution and with its customers. That is why they are able to
direct funds from depositors and customers and also allocate them to the neediest purposes. Therefore, the
Islamic financial institution is only accessible to do this function rather than any others.

B. Reduction of impact on the environment
As representatives of God, Muslims are concerned with not harming the environment by damaging or
destructing. The IFIs are obliged to avoid their actions and practices which will harm the environment and
human life.

C. Screening clients and contractors (additional criteria)
As the IFIs are authorized with bargaining power with their customers, they are required to ensure that their
customers are not connected with usury, uncertainty or gambling in any other prohibited transactions. Further,
IFIs can also ensure that contractors also deal with their employees in an allowed parameter complied by
sharia and the concerned institution.

D. Industry wise investment quotas
As IFIs have the responsibility to act in good manner, they ought to go up with policies to ensure that
investments are directed towards those industries that are most beneficial to economic development and
aligned to Islamic principles of social equity and redistributive justice. The sheer size of the funds, which
comes from individuals and other organizations, implies that IFIs are able to utilize economies of scale in
investing. In this case, they are also able to utilize these economies to invest in ventures that lead to socio-
economic development, contrary to the individuals who are unable to invest in such ventures due to lack of
economies of scale and other factors.

E. Social impact based investment quotas
As IFIs possess diversification, capabilities and economies of scale, they are able to invest in industries that
protrude social, cultural or religious development abided by Islamic rules. They are able to fix a part of
investment for increasing investments in social impact based ventures like welfare or religious centers. Also,
investments in projects that aim for human rights or reducing child labour, could be classified as social impact
based investments.

F. Environmental impact based investment quotas
As per the principle of vicegerency and accountability, IFIs are able to direct funds, through establishing
quotas, to investments that have a positive environmental impact.

16Al-Quran (2: 245)
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IV. PAR EXCELLENCE CUSTOMER SERVICE
Islamic ideals of brotherhood imply a treatment of all human beings with dignity and respect as is evidenced
in numerous verses of the Quran17. Allah prescribes Muslims are to greet others with a greeting better than the
greeting they receive: ‘When a (courteous) greeting is offered you, meet it with a greeting still more
courteous, or (at least) of equal courtesy. Allah takes careful account of all things.’18 Indeed manners are
emphasized as the most important attribute of an individual’s Islamic character as emphasized by the Prophet
Muhammad (PBUH):‘The best amongst you are those who have the best manners and character’19. To that
extent, IFIs as representative Islamic organizations should require its employees and contractors to provide the
best service possible to its customers, regardless of their status, financial capability or otherwise.

A. Micro and small sized business and social savings and investments
A key principle of Islam in achieving its ideal of redistributive justice is the support and empowerment of the
weak. Indeed, numerous verses of the Quran point to the assistance of the weaker society in their education,
economic, family affairs. This can be achieved most significantly through the financial empowerment of
family units in the lowest echelons of society. Micro and medium sized business can usually be run by such
families if given the appropriate seed capital to initiate business. As this is the base for microfinance, IFIs can
also make profitable divisions serving this class of clients, particularly because existing examples of
conventional micro-credit banks are very successful.

B. Charitable activities
As charity has a humongous position in Islam, the IFIs are able to deal with the charity in required manner.
The IFIs can give charity from its own sources or inducing others like customers. Such practices can utilize
their capacity for society deserves people.

C. Corporate Social Responsibility in India - Companies Act 2013
The concept of CSR rests on the ideology of ‘give and take’. Companies take resources in the form of raw
materials, human resources etc from the society and giving something beneficial back to the society. Ministry
of Corporate Affairs has notified Section 135 and Schedule VII of the Companies Act as well as the
provisions of the Companies (Corporate Social Responsibility Policy) Rules, 2014 (CRS Rules) which has
come into effect from 1 April 2014.20

The CSR in India is applicable for those companies which come under Section 135 of the Companies Act and
which possess any of the following criteria:21

 Net worth of the company to be Rs 500 crore or more;

 Turnover of the company to be Rs 1000 crore or more;

 Net profit of the company to be Rs 5 crore or more.

Further as per the CSR Rules, the provisions of CSR are not only applicable to Indian companies, but also
applicable to the foreign companies in India. Every company under the Companies Act requires spending of at
least 2% of its average net profit for the immediately preceding 3 financial years on CSR activities.

17Al-Quran (23: 52) 52,
18Al-Quran (4: 86)
19 Translation of Sahih Bukhari, Virtues and Merits of the Prophet (PBUH) and his Companions, Volume 4, Book 56,
Number 759
20Mansukhlal Hiralal & Company (2015) India: Corporate Social Responsibility - Indian Companies Act 2013, retrieved from
http://www.mondaq.com/india/x/366528/Corporate+Governance/Corporate+Social+Responsibility+Indian+Companies+Act+2
013
21 http://www.mca.gov.in/SearchableActs/Section135.htm
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D. CSR Committee
Every qualifying company will be required to constitute a CSR Committee of the Board of Directors
consisting of three or more directors. The Committee should recommend to the Board a CSR plans to be
implemented; recommend the amount of expenditure for the activities and to look after the CSR policy of the
company.

V. AREAS OF CSR UNDER SCHEDULE VII
In order to focus the CSR activities towards core areas of development Schedule VII of the Company’s Bill,
2013 has earmarked the areas. They are as following:

 Eradicating extreme hunger and poverty and malnutrition, promoting preventive healthcare and sanitation
and making available safe drinking water

 Promote Education
 Promoting gender equality and empowering women; setting up homes and hostels for women and

orphans, setting up old age homes, day care centers, and such other facilities for senior citizens and
measures for reducing inequalities faced by socially and economically backward groups

 Setting up of public libraries
 Promotion and development of traditional arts and handicrafts
 Reduce Child Mortality & improve Maternal Health
 Combat Diseases like HIV, Malaria etc.
 Ensuring environmental sustainability ecological balance, protection of flora and fauna, animal welfare,

agro forestry, conservation of natural resources and maintaining of quality of soil, air and water.
 Conduct Employment
 Rural development projects.
 Slum development
 Enhancing Vocational Skills
 Social business projects and companies could also contribute to the Prime Minister’s National Relief Fund

or any other fund set up by the Central government or the State governments for socio-economic
development and relief and funds for the welfare of the Scheduled Castes, the Scheduled Tribes, Other
Backward Classes, minorities and women.22

VI. METHODS OF MICROFINANCE THROUGH CSR
As microfinance is the better instrument of financial inclusion, in the segment of corporate social
responsibility, it can be done mainly in two methods which have been referred below:

 The simplest method for introducing microfinance in the bound of the CSR is to endorse and favour
the non-profit organizations, non-governmental organizations, etc which has initiated any microfinance
program. Hence, the company can provide financial assistance through charity and take-over of certain
projects. Likewise, the company can persuade its employees and clients to donate or to develop a fund-raising
plan to raise money for this organization.

 The second method is the initiating the microfinance programs on behalf of the company itself taking
account of the regional economic development. Hence, the company itself can issue many micro-credit and
micro-saving initiatives for the economically weaker society empowering them to the major economic
background, especially for those who are nearer to its position.23

22 The gazette of India, extraordinary (Part 2 - Section 3 - Subsection 1), 28 February 2014, New Delhi Retrieved from
http://www.mca.gov.in/Ministry/pdf/CompaniesActNotification2_2014.pdf
23Erika Waters, Demand Media, Micro Finance & Business Social Responsibility, retrieved from
http://smallbusiness.chron.com/micro-finance-business-social-responsibility-42929.html
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VII. CONCLUSION
In India, as the interest ridden microfinance became more perilous for the deprived societies, especially in
Andhra Pradesh due to occurring irredeemable debt burden with interest, the Islamic microfinance is the
current solution for the problem. Therefore, as there are nearly 11 lakh (1.1million) companies in India, about
thirty thousand companies come under the purview of CSR.24 Therefore, if they all become ready to initiate
towards Islamic microfinance as part of the CSR venture, indeed, India can achieve stupendous rate of
financial inclusion. Also, all weaker societies who are deprived of the core financial services can get
connected with it and come up with new business ventures and micro credit services as well.

In fact, in Indian context, as Microfinance is an instrument in tackling poverty and fetching development
through building the capacity for the weaker society to indulge in greater self-sufficiency and sustainability
and granting them access to financial services, it can achieve the aim of utter financial inclusion by utilizing
the CSR either through supporting microfinance ventures or other NGOs or through making its own
microfinance services.
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