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BACKGROUND

Journal of Islamic Social Finance (JISF) aims to provide a platform for academic discourse
and dissemination of advances in knowledge focusing mainly on issues in the areas of
Islamic social finance. Islamic social finance (ISF) is one of the main Muslim scholars’
contributions in the contemporary time, which include areas such as Zakat, Waqf, Sadaqabh,
Infag and Islamic microfinance. By incorporating both the financial and social aspects, ISF
has wide applications in the context and realities faced by Islamic banking and finance
today. ISF has also been identified as a tool to strengthen the role of Islamic banking and
finance in supporting the sustainability agenda currently pursued at both the domestic and
global levels. Despite the increasingly significant and influential role of ISF, a specific
journal catering for the advances in knowledge in this pertinent area of Islamic finance has
yet to be established. This provides the motivation for the IliBF (as the Center of Excellence in
the area of Islamic banking and finance) to take the initiative to establish a journal focusing
on ISF. The establishment of the JISF will provide a unique platform for quality articles in the
vast areas of ISF to be published and widely disseminated.
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1. Introduction

The human population of the world is estimated to reach 8.0 billion in mid-November 2022 (World
Population Prospect, 2016). It is estimated that 10 percent of the world population still live in extreme
poverty today defined by the international poverty line of US$1.90 per day. However, the Covid19
could bush about 100 million more people into extreme poverty (Worl Bank, 2005). The majority of

ABSTRACT

Poverty is seen as a destructive force in the world, regardless of one's
religion, ideology, or political views. The Ministry of Planning Investment
and Economic Development (2020) stated in its Somali National
Development Plan (SNDP) program 2020 to 2024 that around 69 percent of
Somalis live below the international poverty line of US$1.90 per day. With
growing concern about the wide reach of poverty and the government's
inability to provide adequate resources to finance social and community
development such as health and education, many counties are currently
focusing on waqf. However, the purpose of this research is to investigate the
effects of attitude, subjective norm, and perceived behavioral control, on the
establishment of a waqf institution for poverty alleviation in Somalia. The
study proposes to use a structural equation model with attitudes, subjective
norms, and perceived behavioral control as independent variables, and a
wagqf institution for poverty alleviation as the dependent variable. This
research collected the primary data through a questionnaire survey of 100
Mogadishu residents. The study found that all variables, except attitude,
have a significant positive impact on the establishment of waqf institutions
for poverty alleviation in Somalia. This study will add a significant
contribution to the limited literature on the wagf in Somalia, as well as
illuminate the path forward for establishing wagf institutions that are
sustainable, efficient, and capable of meeting the socioeconomic needs of
the Somali people.

people living on less than $1.90 a day live in sub-Saharan Africa. A study by (Montes et al., 2020)

estimated that the number of people living in Sub-Saharan Africa who falls into extreme poverty
defined by the international poverty line of US$1.90 per day will increase by more than two
percentage points in the coming 5 years. In fact, Somalia is among one of the poorest countries in
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Sub-Saharan Africa with 69 percent of its population living in poverty. In Somalia, poverty is
responsible for the long-prolonged conflict, lack of employment, mismanagement and corruption,
recurrent drought and climate change, poor institutional health and lack of domestic revenue, with
dependence on unsustainable foreign aid (Ministry of Planning Investment and Economic
Development, 2020). The Somali government and its international partners, such as the World Bank,
are working to alleviate the scourge of poverty by addressing the major causes of poverty, which are
political fragility, conflict, a weak economy, and social development. The gap between resources and
requirements for poverty reduction will not close in the coming years. Since the entire population of
Somalia is Muslim, the creation of wagf institutions is likely to contribute to poverty eradication.

Traditional methods for poverty alleviation programs differ from country to country.
Redistribution policies, financing low-income people, subsidizing, and enhancing the capabilities of
the poor are among them (Ahmed, 2009). In recent decades, there are growing interest and discussion
of the role of Islamic social finance namely zakat, qard hasan, microfinance, and wagqf towards reducing
poverty. According to literature and documentary evidence, wagf is one of the most powerful tools
for poverty alleviation. Several researchers agree that the best way to eradicate poverty is through
waqf institutions, which have played a significant role in poverty alleviation. Therefore, wagf plays a
powerful Islamic social finance instrument (Uluyol et al., 2021), and serves as a viable tool for the
provision of all kinds of public services including religious, social, economic, environmental,
healthcare, educational, security and humanitarian services. (Lamido & Haneef, 2021; Haneef et al.,
2013). Because wagqf institutions are the best alternatives for bridging the gap between rich and poor
within the framework of brotherhood and mutual care, Somalia has enormous potential for
establishing and developing wagf institutions because its entire population is Muslim.

Wagf took a major role in poverty alleviation, similar to zakat. However, it is mandatory to pay
zakat for all Muslims when their wealth reaches a specific amount which is called nisab, whereas waqf
is not compulsory to perform. Due to the voluntary status and the considering additional advantage
that the entire population of the country is Muslim, this study investigates the intention to create
waqf institution for poverty alleviation in Mogadisho, Somalia using theory of planned behavior.
However, the aim of this study is to examine the applicability of extended theory of planned behavior
variables in explaining the intention of establishing waqf institutions for poverty alleviation.

2. Literature review
2.1. Poverty in Somalia

Poverty is seen as a destructive force in the world, regardless of one's religion, ideology, or political
views. The World Bank characterized poverty as having a lack of food, a place to live, access to
education, the inability to read, a job, worry for the future, the loss of a child to a disease brought on
by contaminated water, and a lack of freedom and representation.

Somalia is an East African Muslim country that has experienced more than two decades of civil
war and the absence of a fully functional centralized government. Aside from the conflict, Somalia
is suffering from severe drought, which threatens the lives of millions, increasing the number of
refugees and internally displaced people (IDPs), and causing devastating poverty. The Horn of
Africa's most severely drought-affected nation is Somalia, which has seen three consecutive dry
seasons, significant water shortages, and soaring food costs. Through January, an estimated 3.8
million Somalis face a severe food insecurity risk; by May 2022, that number will rise to 4.6 million
(United Nations Office for the Coordination of Humanitarian Affairs, 2021).

Prior to this, the country experienced the worst famine of the twenty-first century in 2011-12, with
more than 258,000 people dying as a result of the government's failure to respond quickly and the
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delay in receiving international aid (Maxwell et al., 2016). As a result of the civil war and instability,
Somalia's poverty is terrifying. Aside from the conflict, Somalia experienced a 1.5 percent economic
recession in 2020 as a result of a triple crisis including the COVID-19 virus, a locust infestation, and
floods, which increased the number of people living in poverty (World Bank, 2022).

2.2. The importance of waqf towards socio-economic development in general

Many scholers have argued that wagf instrument palys a major significant role in the social and
economic development of a country. However, this argument agrees with (Khairi et al., 2014), who
says that “waqf has become a tool of wealth redistribution in order to achieve economic development
in the whole context”. In addition, Ahmed (2004) also supports that waqf takes and essential part in
developing a variety of issues of the society and the economic.

It is essential to emphasize that the substantial role of wagf in promoting social and economic
growth fills gaps in the socioeconomic system by appealing to the piety of wealthy muslims. The
most important role of wagf sector in provding public services is the significant reduction of
government expenditute and borrowing. This resulted to a decrease in the tax burden of the people
and enhanced the opportunity for savings, investment and potential growth (Zuki, 2012). The author
further stated that enhancement of business operations and its managemt by adopting modern
approachs will increase the efficiency of wagf services to the welfare of society.

Budiman (2014) stated in his article titled “the significance of wagqf for economic development”
that wagqf contribute economic devepment by reducing government expenditure, perventing deficit
financing, restoring distribution of income and wealth, eradicating poverty,and enhanicng economic
growth. Wagf is a charity donated by Muslim individuals to aid the needy and improve their lives,
which is why government spending has been reduced. Having stated that, the government may
preserve a significant portion of its budget and expenditures that were originally scheduled for
public interests. Furthermore, the service of distributing money and resources to needy individuals
plays a critical part in eradicating poverty and enhancing the country's overall economic success
(Budiman, 2014). Aliyu and Rano (2018) also supports the concept ofwagf contribution towards socio-
economic development resulted in lessening the burden tax and budget deficits, and addresing the
issues of inequality and poverty.

In contrast, Baqutayan et al. (2018) stated that though the contribution of wagqf to Muslims has
been immense in the past, the function of waqf as a valuable instrument for socioeconomic
development has typically been disregarded or/and sometimes ignored in current times for a variety
of reasons or factors. This argument agrees with Lamido and Haneef (2021) who believes that
researcher give a little attention to the role of wagf towards socio-economic development. Zauro et
al. (2020) argu that much attention was not given in Sun-Saharan countries in regards with the
researchs of waqf as a means of adderessing the issue of finacial inclusion and socio-economic
development. Furthermore, Baqutayan et al. (2018) invistigated the main factors behind the decline
of the role of wagf in developing various areas of socio-economic and found that misusing wagqf
properties, poor management of wagqf are the main factors that caused to decrease the motive of wagqf
as an important tool to develop social and economice welfare of the muslim populations.

2.3. Waqf and poverty alleviation

Broadly defined, waqf is a type of charitable donation that is highly regarded in Islam (Budiman,
2014), and it entails holding property or assets transferred by charity providers (wagqif) and
distributing them to the needy public as beneficiaries (Aliyu & Rano, 2018). The institutions of wagqf
play a major role in enhancing the living standards of the society (Kamarubahrin et al., 2019) by
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filling the gap covering the inability of the government to tackle the issues of poverty (Mohammad,
2015; Shaikh et al., 2017). It is considered a viable tool for the provision of all kinds of public services
to the poor including religious, social, economic, environmental, healthcare, educational, security,
and humanitarian services (Lamido & Haneef, 2021)).

Futher, several studies highlighted the importance of the creation wagf to alleviate poverty. For
example, Saifuddin et al., (2014) revealed that wagf institutin in general and cash wagf in particular
could took major important role in the socio-economic development ploicy implementation of the
country. Similarly, Hasan et al. (2018) examined the impact of investing cash wagf for development
actities and found that cash wagqf plays a major significancy role in enhancing the ability of wagf
institution to overcome poverty in the society. Morever, Umar et al. (2022) evaluated the potential of
knowledge and awareness of Islamic social finance (zakat, waqf, and Islamic microfinance) to reduce
poverty during the COVID-19 pandemic with the moderating effect of ethical orientation. The study
discovered that, with the exception of zakat, which has an insignificant positive contribution,
awareness and knowledge of Islamic social finance instruments have the potential to significantly
contribute to reducing poverty during the COVID-19 pandemic.

2.4. Waqf and theory of planned behaviour

Ajzen (1985) introduced the theory of planned behavior (TPB), which is an extension of theory of
reason action (TRA). TPB and TRA are comparable in that both models focus on the individual's
intention to do a given behavir. TPB, on the other hand, addresses the issue of actions that occur
without a person's volitional control. TPB also includes the Perceived Behavioral Control (PBC)
aspect, which distinguishes it from TRA significantly.

Previous research has shown that TPB has been successfully utilised in many studies, including
in the giving behaviour setting, however there have been relatively few studies that focus on wagqf
giving behaviour, particularly in the context of Muslim donors (Osman et al., 2016).

Abdul Kareem and Ogunbado (2019) found a positive significant association between attitude,
subjective norm, and perceived behavioral control and the establishment of a wagqf institution as a
means of poverty alleviation. Furthermore, Hasbullah et al. (2014) conducted a study to reveal the
intention to contribute in corporate waqf in applying TPB. The authors found similar result with
Abdul Kareem and Ogunbado (2019) that attitude, subjective norm and perceived behavioural
control were significantly related to intention to contribute in corporate wagf among people.
However, Putraa (2020) concluded that the most dominant effective contribution value influencing
cash intention variable is the PBC variable.

2.5. Theoretical framework and hypotheses development

Theory of Planned Behavior is one of the major theoretical frameworks in psychology that is used to
describe human behavior in a variety of areas (Alphonsa & Sia, 2022). Klockner (2013) found that
39% of all environmental psychology studies utilized theory of planned behavior framework.
According to Ajzen (1991), the theory of planned behavior investigates the context of an individual's
willingness to perform actions. The theory is founded on three key antecedents: attitude, subjective
norm, and perceived behavioral control, all of which influence behavioral intention to engage in
specific behaviors. The main reason that theory of planned behavior employs the three variables
mentioned above is to provide a precise and accurate understanding of individual behavior
prediction. In other words, the theory operates under the assumption that behavioral intention is the
primary motivator that governs individual behavior (Osman et al., 2016). The three basic variables
of theory of planned behavior are extended in this study, with religiosity and information as
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antecedents of intent to establish wagf institution for poverty alleviation.

Attitude Intention to

Subjective Norm ,| Establish Wagqf
institution for

Perceived Behavioral Poverty Alleviation

Figure 1. Research framework

2.5.1. Attitude

According to Ajzen (1980), the attitude toward behavior is based on the either of positive or negative
feelings of the individuals about performing the target behavior. Cordano and Frieze (2000) defined
the attitude of individual as the assessment of the performed behavior that comes from his belief of
the expected result after the performance of the said actions. Osman et al. (2016) described attitude
as an act of evaluation performed on specific behaviors as a form of response to the subject being
addressed. Having said that, the belief is the expectation that a specific behavior will result in a
specific outcome, which means that if the evaluation of this specific outcome is favorable, the attitude
will be favorable. In other words, the greater the intention, the more positive the attitude. The more
positive attitude towards the behavior, the stronger the individual’s willingness to act. Iman et al,
(2021) argued that the better the attitude toward waqf behavior, the better the participation in wagf.
Similarly, Abdulkareem et al., (2020) noted that an individual is more likely to contribute to the
establishment of wagqf institutions if they have a positive attitude toward doing so. In the context of
this study, the greater the person's intention toward establishing wagf institutions, the more likely it
is that the person will participate in the wagf establishment. As a result, we proposed the following;:

HI1: Attitude has a positive and significant effect on the intention to establish a wagf institution to
reduce poverty

2.5.2. Subjective norm

Subjective norm is the perceived social pressure that the others want them to be involved in a certain
behavior. individual’s willingness to engage a certain behavior is affected by the social pressure. In
subjective norm, individuals perform specific behavior based on deeds, advice, and others. Chan et
al. (2022) used the extended TPB to investigate the manager's environmental practices behavior and
its impact on the company's performance. According to the findings, the manager's intention to
engage in environmental practices is positively influenced by the respondent's subjective norm.
Priambodo (2022) argued that subjective norms are influenced by social pressure from family
members, religious leaders, community members, and government policies and regulations. The
study discovered that subjective norms have a significant impact on wagf interests for cash wagf.
Having said that, subjective norm relates to the influence of friends or relatives regarding the
execution of the particular action. However, this study views that subjective norm is a significant
factor that explains the intention to establish wagf institution for alleviate poverty. As a result, we
proposed the following:
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H2: Subjective norm has a positive and significant effect on the intention to establish a waqf institution
for poverty alleviation.

2.5.3. Perceived behavioural control

Perceived behavioral control refers to the belief of individuals that they are not able to perform a
specific behavior. it relates to the degree to which a persons have physical and mental control over
their behavior and how they feel about their actions (Ajzen, 1991). Furthermore, perceived behavioral
control measure the ease or difficulty of acting the behavior. A study by Long et al. (2017) found a
positive relationship between respondents' perceived behavioral control and their intention to
engage in environmental innovation. Furthermore, Osman et al., (2016) investigated factors
influencing cash wagqf behavior using the theory of planned behavior. The study discovered that
perceived behavioral influence has a positive influence on cash wagf. Thus, this study argues that
perceived behavioral control has significance relationship with the intention to create wagqf institution
for poverty alleviation. As a result, we proposed the following:

H3: Perceived behavioral control has a positive and significant effect on the intention to establish a
wagqf institution for poverty alleviation.

3. Methodology

The aim of this study is to examine the intention to establish wagf institutions for poverty alleviation
in Somalia by integrating the theory of planned behavior. In this study the necessary information to
test the research hypotheses was collected, using the quantitative survey-based method, by
distributing a questionnaire among the most knowledgeable people of the residents of Mogadishu,
the capital of Somalia. The target respondents were the academicians with adequate knowledge in
the area of Islamic finance. The study’s questionnaires were adapted from previous research (see
Table 1). It is measured all variables by a using five-point Likert scale, which ranged between
strongly disagree (1) and strongly agree (5). In this study, no sampling was made to increase the
number of total responses. This study adopted the partial least square-structural equation modelling
for analyzing the collected data because it can examine the highly complex causal effect relationship
models.

Table 1. The measurement of constructs.

Constructs Items  Measurement Items Sources
Attitude ATT1  Ifeel establishing wagf institutions is good Chow & Chen (2009); Gopi
idea & Ramayah (2007);
ATT2  Ifeel establishing waqf institutions is Ramayah et al. (2009)

considered wise idea

ATT3  Ifeel establishing wagf institution is
beneficial

ATT4  Ifeel establishing waqf institution can help
improve the Muslim economy

Subjective Norm SN1 People who are important to me would Chow & Chen (2009); Gopi

think that establishment of wagf institutionis & Ramayah (2007);
a good idea Ramayabh et al. (2009)
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Table 1. (continued).

SN2 People who are important to me would
think that establishment of wagf institution is
a wise idea

SN3 My family who are important to me would
think that establishment of wagf institution is
beneficial

SN4 The people in my live whose opinion I value
would approve the establishment of wagf
institution

SN5 In the circle of friends and society, I also find
the behavior of establishing waqf institution

Perceived PBC1 My people believes that we have the ability Chow & Chen (2009); Gopi
Behavioral control to establish waqf institution & Ramayah (2007);
PBC2 My people definitely could establish wagqf Ramayah et al. (2009)
institution

PBC3 My people have the knowledge to establish
wagqf institution
PBC4 My people have the skills to establish wagf
institution
Intention to Wagfl I will promote establishment of wagf Chow & Chen (2009); Gopi
Establish wagf institution for poverty alleviation & Ramayah (2007);
institution for Wagf2 I will always recommend waqf institution Ramayah et al. (2009)
poverty alleviation has the ability to alleviate poverty
Wagf3 lintend to contribute the establishment of
wagqf institution

4. Data analysis

This study used the partial least squares structural equation modeling (PLS-SEM) analysis technique
using Smart PLS 4 to perform data analysis and to investigate the research hypotheses.

4.1. Assessment of measurement model

The PLS-SEM model assesses the reliability of the measurement model by examining the composite
reliability (CR), and also it assesses the construct’s validity of the measurement model by evaluating
individual indicator reliability and average variance extracted (AVE) (Hair et al., 2019). The
composite reliability (CR) of the latent constructs exceeded the minimum threshold of 0.70, as shown
in Table 2. However, ATT3, ATT4, and SN2 were removed due to low indicator loading and to
improve composite reliability. Furthermore, the extracted average variance supported the constructs'
validity, indicating that the constructs exceeded the suggested threshold of 0.5. Hence, the model in
this study is reliable and has convergent validity. This study includes discriminant validity as the
assessment of the reflective measurement model. Besides of the composite reliability and average
value extracted, this study uses heterotrait-monotrait ratio (HTMT) of correlations to assess the
discriminant validity. Table 3 indicated that the values of HTMT are below the expected threshold
of 0.90, and none of the HTMT confidence intervals includes the value of 1. Therefore. The result of
bootstrapping procedure indicated a satisfactory heterotrait-monotrait ratio (HIMT) criterion.
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Table 2. Assessment results of the reflective measurement model.

Latent constructs Items Loadings Average Variance Composite
extracted (AVE) reliability (CR)
Wagf Wagf1 0.684 0.609 0.822
Wagf2 0.824
Wagqf3 0.824
Attitude ATT1 0.801 0.680 0.809
ATT2 0.847
Subjective norm SN1 0.632 0.523 0.813
SN3 0.723
SN4 0.766
SN5 0.763
Perceived behavioral control PBC1 0.702 0.503 0.802
PBC2 0.658
PBC3 0.717
PBC4 0.756

Table 3. Discriminant validity assessment using the HTMT criterion.

Constructs WAQF ATT SN PBC
Wagf (WAQF)

Attitude (ATT) 0.607

Subjective norm (SN) 0.688 0.785

Perceived behavioural control (PBC) 0.696 0.533 0.688

4.2. Assessment of structural model

The aim of using structural equation modeling is to investigate the impact of the exogenous variable
on the endogenous variable. This study calculated the significance of the path coefficients and
equivalent t-values by using the bootstrapping function with 5,000 re-samples as suggested by
Streukens (2016).

Table 4 shows the path coefficients (b-values), t-values and the p-values of all proposed
hypotheses. The result of bootstrapping function with 5,000 re-samples indicated that PBC (b= 0.296;
t=2.454, p<0.05), SN (b= 0.306; t= 2.62; p<0.05) were significantly related to waqf. Thus H2, and H3 are
supported. In contrast, the findings also revealed that ATT (b= 0.139; t=1.456; p>0.05) has no
significant influence on wagqf. Therefore, H1 is not supported.

Table 5 displays the values of coefficient of determination (R2), effect size (F2), predictive
relevance (Q2), and variance inflation factors (VIF). R-square measures the overall effect size for the
structural model. The R2 in this table indicated 0.35, which means that the exogenous variables
explain 35% of the variance in the endogenous construct. Thus, the framework of this study has
moderate predictive power. The F2 is also measured the effect size when a certain variable is deleted
from the model. The F2 is regarded to be small, medium, and large if the values of F2 was 0.02, 0.15,
and 0.35 respectively. Table 5 reveals the values of F2. Furthermore, the value of Q2 in Table 5 is
0.262, which is above of the threshold value of 0.25. This means medium out of sample predictive
relevance for the endogenous construct for the path model. The values of variance inflation factors
(VIF) of all constructs are below 3, meaning that there is no significance collinearity between
predictor variables in the model.
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Table 4. Results of hypotheses testing.

Hypothesis No Relationship Path coefficient T-value P-value Decision
H1 ATT-> WAQF 0.139 1.456 0.145 Not supported
H2 PBC-> WAQF 0.296 2.454 0.014 Supported
H3 SN-> WAQF 0.306 2.62 0.009 Supported
Table 5. Structural model results.
Constructs R-square Adj.R2 F2 Q2 VIF
WAQF 0.35 0.33 0.262
ATT 0.023 1.297
SN 0.097 1.487
PBC 0.105 1.29
ATT1 PBC1 PBC2 PBC3 PBC4
v - -
0.801 0702 0898 0717 756
ATT2 N
"0.847.
|
ATTITUDE PERCEIVED BEHAVIORAL CONTROL
0.139 0.296
SN1
0.632 WAQF1
v
g 0.684
SN3  «0.723— 0.306 —0.824-%» WAQF2
407667 o824
SN4 -
WAQF3

WAQF

0.763
X SUBJECTIVE NORM
SN5

Figure 2. The evaluation of the measurement and structural models

5. Discussion and conclusion

The aim of this study is to examine the intention of establishing waqf institution for poverty
alleviation by using the theory of planned behavior namely, attitude, subjective norm, and perceived
behavioral control.

This study considers attitude, subjective norm, and perceived behavioral control as the
independent variable and the establishment of waqf institutions for poverty alleviation as the
dependent variable. Therefore, three hypotheses were presented. From the findings of the first
hypothesis, the current study indicated that attitude has no significant effect on the establishment of
wagqf institutions for poverty alleviation. However, the result of this study contradicts the finding of
the study conducted by Abdulkareem et al. (2020), which found that attitude has significant
influenced the establishment of wagf for poverty alleviation. The cause of the different results may
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come because of the differences in the environment, population, and the classification of the study.

The result of the second hypothesis revealed that perceived behavioral control (PBC) has a
positive and significant effect on the intention of establishing wagf institutions for poverty alleviation.
Thus, people with a higher PBC have a higher intention that creating wagf can reduce poverty. This
finding corresponds with the results of Abdulkareem et al. (2020), Osman and Muhammed (2017),
and Osman et al. (2016).

The result of testing the third hypothesis indicated that subjective norm has a significant impact
on the intention of creating waqf for poverty reduction.

This research contributes to the limited literature on the wagfin Somalia, as well as illuminate the
path forward for establishing waqf institutions that are sustainable, efficient, and capable of meeting
the socioeconomic needs of the Somali people. To this end, the study recommends that government
should consider waqf instruments to alleviate poverty in Somalia.
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ABSTRACT

Due to the refugee crisis, many Rohingya Muslims have left Myanmar with
the hope of a better life in the new places. However, they cannot embark on
economic empowerment activities due to lack of access to banking services.
Islamic microfinance has the potential to solve the financial marginalization
issue among the Rohigyan refugees based on fairness, social justice, and
ethics. This study aims to assess the potentials of Islamic microfinance in
addressing this issue as well as identify the challenges in implementing
such programs. The study also explores the role of Islamic microfinance in

empowerment; prospects; promoting entrepreneurship and socioeconomic integration, and provides

recommendations for its effective implementation. Currently, there is a
literature gap in the adoption of Islamic microfinance targeting Rohingya
refugees in Bangladesh. This study provides relevant inputs for refugee
policymakers, practitioners, and humanitarian organizations in tailoring
interventions to the Rohingyan refugees needs and ambitions. In
methodology, the study adopts qualitative semi-structured interviews with
NGO experts in Cox's Bazar, Bangladesh which is currently the center for
Rohingya refugees. Interview replies and document evaluations will
provide insight into experts' viewpoints and experiences. Findings of this
study help to identify the opportunities and problems to assist
policymakers and practitioners in successfully implementing Islamic
microfinance projects, boosting Rohingya refugees' chances for a
sustainable future.

challenges; socio-economic
integration

1. Introduction

Majority of the Rohingya Muslims fleeing Myanmar's oppression and brutality have migrated to
Bangladesh. The host nation struggles to provide basic needs and livelihoods to Rohingya refugees.
These refugees struggle to earn a living due to a lack of access to financial services (Kachkar, 2017).
Islamic microfinance has the potentials to assist the Rohingyan refugees overcome financial
marginalization as it adheres to fairness, social justice, and ethics, reflecting Muslim ideals and needs.
Accessibility to financial resources through Islamic microfinance can help refugees establish and

*Corresponding author. Email: nuddin@ankara.edu.tr

© 2023 ITUM Press



14 JOURNAL OF ISLAMIC SOCIAL FINANCE VOL. 1 NO. 1 (2023)

grow enterprises, improve their lives, and become economically self-sufficient (Hassan et al., 2021;
Schmich & Mitra, 2023). Despite its importance, Islamic microfinance's potentials and challenges in
empowering Rohingya refugees in Bangladesh are hardly studied, whereas conventional approaches
dominate microfinance literature (Islam et al.,, 2023; Schmich & Mitra, 2023). Thus, Islamic
microfinance's potential and drawbacks for Rohingya refugees in Bangladesh must be examined.

This study aims to assess the possibilities and advantages of Islamic microfinance in empowering
Rohingya refugees in Bangladesh. To identify and assess the difficulties and limitations involved in
implementing Islamic microfinance initiatives designed to meet the needs of Rohingya refugees into
practice, this study explores how Islamic microfinance might aid Rohingya refugees in business,
income production, and socioeconomic integration. Findings of this study provide suggestions on
executing Islamic microfinance projects for Rohingya refugees in Bangladesh for policymakers,
practitioners, and stakeholders.

Currently, there is a lack of empirical studies on Islamic microfinance that targets Rohingya
refugees in Bangladesh (Ulev et al, 2022; Wanke et al., 2022). Despite the extensive study on
microfinance interventions, there is a dearth of research examining the unique features and
possibilities of Islamic microfinance for Rohingya refugees. This study aims to fill the literature gap
by evaluating the opportunities and difficulties of Islamic microfinance in empowering Rohingya
refugees (Anwar et al., 2023; Kassab et al., 2022).

This study is important because it examines how Islamic microfinance can empower Rohingya
refugees in Bangladesh (Abdul Zalim, 2022; Al-Dajani, 2022; Purwanto et al., 2022). The results will
benefit policymakers, practitioners, and humanitarian organizations in refugee environments.
Stakeholders can create specialized interventions that cater to Rohingya refugees' unique needs and
ambitions by recognizing the opportunities and difficulties of implementing Islamic microfinance
projects. The goal of this project is to empower and integrate Rohingya refugees into society to
increase their resilience and possibilities for a sustainable future.

2. Literature review
2.1. The Rohingya Refugees in Bangladesh

Bangladeshi Muslims and the Bengali-speaking Rohingya in Rakhine state have always had strong
links. Over the years, Bangladesh-Myanmar relations have been steady, notwithstanding occasional
dissatisfaction. Human security and geopolitical issues have recently impacted bilateral partnerships
(Ben Salem & Ben Abdelkader, 2023; Toivonen, 2023). Bangladesh and Myanmar signed an MoU in
1992 to repatriate Rohingya refugees, with little UNHCR participation (UNHCR). Since then, few
Rohingya refugees have returned to Myanmar owing to security concerns (Barth & Zalkat, 2021;
Dushime & Muathe, 2023; Fersi & Bougelbene, 2021). Diplomatic challenges have increased due to
the Rohingya refugee influx. Bangladesh officially protested Myanmar, claiming the military has
been planting landmines along the border to dissuade migrants from crossing (Migdad, 2023; Zehra
& Usmani, 2021). Myanmar is not a member of the 1997 UN Mine Ban Treaty, and barbed-wire fence
and landmines strengthen its border with Bangladesh. The Rohingya people's history and
persecution show the intricacy of Myanmar-Bangladesh relations. International intervention is
needed to resolve humanitarian and security issues.

2.2. The Situation of Myanmar Refugees in Bangladesh

The plight of Myanmar refugees in Bangladesh and the obstacles to their integration and
empowerment are the main topics of the literature study. It is emphasized that refugees differ from
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other migrants in that they are motivated by a fear of persecution and a need for safety and protection
(Lejano et al., 2020; Migdad, 2023). Although international laws are referred to as tools to protect
refugees' rights, they often remain defenceless and disadvantaged members who deal with prejudice,
social isolation, unemployment, and difficult living situations. The evaluation highlights how
important it is to integrate refugees quickly and effectively to stop the spread of repressive situations
(Fithria et al., 2021; Salaudeen & Zakariyah, 2022). Although refugees are often weak and poor, many
also have educational backgrounds, professional expertise, and financial or technological resources
that can be assets for starting new firms and boosting the home nation's economy. With 11 million
Myanmar citizens forced to from their homes and almost 7 million looking for safety outside of
Myanmar's borders, the scale of the catastrophe there and the displacement it has caused are made
clear. Bangladesh is primarily responsible for hosting refugees from Myanmar because of its
closeness (Atsiz, 2021; Dagar, 2023). It is noted that the refugee population is made up of young and
working people.

Temporary measures to meet basic requirements and provide services were first taken in response
to the surge of migrants (Mohamed & Elgammal, 2023; Zighan, 2020). On the other hand, it is unclear
how long they will be staying in Bangladesh. The Turkish government has worked to strengthen
laws and regulations to address the plight of Myanmarese refugees and advance sustainability,
adaptability, and social inclusion in service delivery (Desai et al., 2021; Richey et al., 2022).

The literature study highlights the strain brought on by the enormous number of refugees gaining
access to healthcare, education, and employment opportunities (Kassab et al., 2022; Qin, 2023).
Negative attitudes, racism, and social discrimination might result from competition with the local
community. For refugees to regain their resilience and ability considering Myanmar's continuing
violence and humanitarian crises, integrating into host communities is essential. The literature study,
taken as a whole, emphasizes the complicated problems that Myanmar refugees in Bangladesh
confront and the need for successful methods of empowering and integrating them into the host
community.

2.3. Enabling Refugee Entrepreneurship through Islamic Microfinance

The main objective of Islamic microfinance is to empower the poor and disadvantage economically
by providing them the financial resources to embark on business opportunities and earn sustainable
source of income (Satar & Kassim, 2020) It starts by describing entrepreneurship as the capacity to
develop and construct something despite having few means, and it emphasizes the role that
entrepreneurs play as agents of change (Hassan et al., 2021; Wanke et al., 2022). There has been a
substantial amount of study conducted on immigrant entrepreneurship; however, there has been a
paucity of research conducted explicitly on refugee entrepreneurship, despite the potential influence
that it might have on host economies.

In the context of refugees, entrepreneurship has the potential to alleviate the strain placed on
nations that take in refugees by creating new employment possibilities and self independence, as
well as making a financial contribution to those nations Several studies have documented that the
participation rate of ethnic entrepreneurs in business operations is much greater than that of the host
community (see, for examples Abebe, 2023; Ozdemir et al., 2023. In contrast to the conventional types
of small and medium businesses, refugee entrepreneurs aim to emphasize expansion and the pursuit
of new possibilities.

Another issue facing the refugees is that businesspeople who have fled their countries of origin
seldom consider going back there (Kassab et al.,, 2022; Qin, 2023). For instance, many Rohingya
refugees in Bangladesh have been forced to leave their homes and are now attempting to assimilate
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into Turkish society and establish themselves, thereby drawing on their prior experiences and social
capital (Desai et al., 2021; Richey et al., 2022). Refugee entrepreneurs may feel more at ease in their
new surroundings if they recruit workers from the same ethnic background. This may give them a
feeling of belonging in their new community.

Even though refugee entrepreneurship has enormous potential, there is little theoretical and
empirical study in this field (Desai et al., 2021; Qin, 2023). Most Rohingya refugees in Bangladesh are
not entrepreneurs and most of those that have other employment. Refugee entrepreneurs' success
depends on their communication skills, market access, and skills. Refugee firm owners also
encounter social, economic, legal, and regulatory problems (Abebe, 2023; Dlaske, 2022). These issues
exist in the US and abroad. They may have trouble getting resources, hurting their company's
growth. The dynamic relationship between internal and external elements must be examined.
Because internal and external forces affect Rohingya refugees in Bangladesh (Islam et al., 2023; Ulev
et al., 2022).

This research emphasizes the need to diversify support frameworks for refugee entrepreneurs
beyond typical models and guidelines to meet their unique needs (Akbar & Siti-Nabiha, 2022; Hassan
et al., 2021). It has been discovered that successful immigrant entrepreneurs have a command of the
language of the country in which they are settling, an education or training, previous experience in
business, support from family and social networks, and access to suppliers and customers located
within their communities (Al-Dajani, 2022; Schmich & Mitra, 2023). Additionally, it is observed that
there is a difference between refugee entrepreneurs operating in metropolitan settings and those
operating in camps. Refugees living outside the camps often have better access to opportunities to
build social capital, increase their resilience, integrate into society, and contribute economically.

2.4. Challenges facing refugee entrepreneurs

Refugees who forcefully immigrate face particular challenges in assimilating and a broad range of
social, legal, and economic obstacles. Refugee entrepreneurs sometimes face more demanding
circumstances than other immigrants. These challenges include communication and language
barriers, loss of human and financial capital, limited resource access, psychological discomfort, lack
of business knowledge, and trouble obtaining finance (Dagar, 2023; Migdad, 2023). These obstacles
can make funding problematic. Refugee company owners face social cohesiveness, cultural
integration, social prejudice, and market integration challenges.

Due to social, legal, and financial hurdles, refugees may have trouble accessing Islamic
microfinance. These obstacles intertwine (Dushime & Muathe, 2023; Zehra & Usmani, 2021). These
include limited banking and financial services, a lack of recognition of foreign qualifications,
difficulties establishing enterprises and acquiring licenses, labour market restrictions, and a lack of
refugee-friendly Islamic microfinance laws. Mobility, banking and financial services, recognition of
foreign credentials, legal registration of firms, and licenses are also restricted. Refugee business
operators face several obstacles (Barth & Zalkat, 2021; Toivonen, 2023). These include psychological
problems and stress, cross-cultural challenges, social isolation, poor market opportunities, a lack of
knowledge and skills, and restricted support. Support is scarce, too. One factor is financial support
issues (Dushime & Muathe, 2023; Fersi & Bougelbene, 2021).

Rohingya refugee entrepreneurs in Bangladesh also face language limitations, integration
concerns, cultural challenges, social isolation, prejudice, and bureaucratic and legal impediments
(Ben Salem & Ben Abdelkader, 2023; Migdad, 2023). These obstacles include freedom of movement,
labour laws, tax laws, banking, and financial services, and Rohingya firm owners' lack of
entrepreneurial skills and marketing power. They only serve the Rohingya market in Bangladesh
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because Islamic microfinance from local and international organizations is inadequate. They
exclusively operate in Bangladesh (Abdul Zalim, 2022; Ben Salem & Ben Abdelkader, 2023).

In summary, Rohingya refugee entrepreneurs encounter several hurdles that affect their capacity
to create and operate firms in their adopted nations. These include legal status limits, financial
difficulties, emotional issues and stress, cross-cultural issues, social marginalization, limited market
possibilities, and a lack of knowledge and skills. This study suggests that immigrant entrepreneurs
need more support to overcome these obstacles and succeed.

2.5. Role of NGOs in Rohingya refugee camp

This literature study examines how Bangladeshi NGOs help Rohingya people learn and start
businesses. Bangladesh has many Rohingya. The International Committee of the Red Cross (ICRC),
the United Nations High Commissioner for Refugees (UNHCR), and UNESCO are among the
nongovernmental organizations (NGOs) working to promote human rights and raise awareness
(Abdul Zalim, 2022; Ben Salem & Ben Abdelkader, 2023). Since the focus is on registered Rohingya,
the unregistered group is overlooked. Rohingyas are excluded. Since a large number of Rohingyas
are excluded, this is tough. These NGOs may struggle to achieve their aims due to their narrow scope
(Abdul Zalim, 2022; Atsiz, 2021). NGOs are crucial in determining the results, even though they may
confront difficulties. Atsiz (2021)highlight that nongovernmental organizations (NGOs) may not
conduct unbiased analyses of the issue and instead get unduly engaged in international campaigns.
The success of local nongovernmental organizations can be hindered by resource limitations and a
limited ability to forecast the socioeconomic situation.

In Bangladesh, many nongovernmental organizations (NGOs) have prioritized crisis-based and
demand-driven measures, which may restrict their ability to comprehend the underlying dynamics
of the crisis and impair their ability to prepare effectively. The effectiveness of nongovernmental
organizations (NGOs) in influencing results can be hindered, among other ways, by time restrictions
and restricted access to skilled personnel (Dagar, 2023; Richey et al, 2022). However,
nongovernmental organizations (NGOs) do not lack authority and may contribute within the context
of the crisis's worldwide dynamics and local players' capacity to react (Anwar et al., 2023; Kassab et
al., 2022).

Despite the obstacles, the participation of nongovernmental organizations (NGOs) in giving the
Rohingya population living in temporary camps the required care, support, and basics has resulted
in better living circumstances (Purwanto et al., 2022). The government of Bangladesh and
nongovernmental organizations in the country have been responsive, but there is still a significant
shortage of resources, which necessitates extra help from foreign humanitarian organizations
(Abebe, 2023; Purwanto et al., 2022). Nongovernmental organizations (NGOs) have benefited society
through education and promoting social consciousness. Despite critiques surrounding
accountability, administrative expenses, bureaucratic hindrances, dependence on foreign funding,
and a lack of transparency, the influence of nongovernmental organizations (NGOs) in Bangladesh
is acknowledged (Akbar & Siti-Nabiha, 2022; Wanke et al., 2022).

3. Methodology

From the point of view of those who work in nongovernmental organizations (NGOs), the primary
objective of this study is to investigate the role that national and international NGOs play in ensuring
that Rohingya refugees in Cox's Bazar, Bangladesh can participate in Islamic microfinance. The
technique of research that was used in this investigation was qualitative, and its purpose was to give
an in-depth and contextualized comprehension of the experiences and points of view of the NGO
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professionals who were participating(Lazaraton, 1995; Onwuegbuzie & Leech, 2005).

The qualitative research approach was selected for this study because it generates descriptive and
in-depth insights by collecting and analysing non-numerical data such as human experiences, beliefs,
feelings, behaviour, and interactions(Ebekozien et al., 2018). This is because the qualitative research
approach generates descriptive and in-depth insights. Interviews with NGO professionals, some of
which were semi-structured, were the principal mode of data gathering used in this research. The
interpretation of the opinions and experiences of the participants was made possible thanks to these
interviews, which allowed for the study of the research issues.

The participants in this research were all professionals working for nongovernmental
organizations (NGOs), and the sample included people from regional, national, and worldwide
NGOs. In the case of Rohingya refugees, eight of these experts were affiliated with groups actively
working in the Islamic microfinance industry. The sample attempted to keep a gender ratio of 50:50.
However, this requirement could not be entirely maintained, and therefore, there were only four
female participants and six male participants (Onwuegbuzie & Leech, 2005; Thaker, 2018). The
experts' present or prior work in nongovernmental organizations (NGOs) or humanitarian agencies
actively participating in the Islamic microfinance sector for Rohingya refugees in Cox's Bazar was
the primary focus of the selection criteria for the sample.

The interviews with NGO professionals conducted in a semi-structured format provided
significant source data for this research. These interviews were taped, and field notes were obtained
to document any information that was not numerical (Abdul Zalim, 2022; Onwuegbuzie & Leech,
2005). The method of analysis used for this qualitative research consisted of interpreting and
evaluating the interview replies to get a thorough and descriptive comprehension of the perspectives
and experiences held by the experts. In addition, secondary data gleaned through the examination
of documents served as an additional source of information in this investigation.

4. Research analysis and findings

The influence of Rohingya refugees on Islamic microfinance in Cox's Bazar, Bangladesh, spans a wide
range of elements, including problems with public health, circumstances with law and order, and
the attitudes of the local community (Abdul Zalim, 2022). The arrival of many refugees has made life
difficult for the local people and the assistance organizations attempting to meet the requirements of
the refugees.

4.1. Impact of socioeconomic

A sizeable community of Rohingya refugees has burdened the native population, especially with the
availability of resources and services (Hejrati et al., 2021). There is discontentment among poor local
Bangladeshis who believe they are getting little support from relief groups. This discontentment has
led to the collapse of relationships and hate aimed against the migrants. Another factor contributing
to tension between the two groups is the fact that they are in direct competition with one another for
available jobs, educational and social services, and medical care facilities.

As a result of the humanitarian situation, there are now difficulties in providing medical
treatment, particularly to Rohingya women and girls. There has been an increase in death rates
among mothers and babies due to a lack of access to better maternal health care and management of
sexually transmitted illnesses. The potential for the local and refugee populations to get infectious
illnesses from one another is a source of worry for medical experts, as this might make the already
precarious state of public health in the area much worse.

The existing law and order situation in Cox's Bazar has worsen due to increasing inflow of the
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Rohingyan refugees. There is evidence that Rohingya refugees participate in illegal operations, like
as the trafficking of humans, drugs, and prostitution, according to several reports. The measures
made by the government to ban marrying Rohingya refugees and Indigenous Bangladeshi males
have led to conflicts and prejudice against the Rohingya refugees. Some Rohingyas have been
residing outside the refugee camps while falsely claiming to be residents of Bangladesh. This has
enabled them to purchase property, participate in elections, and get Bangladeshi passports without
following the proper procedures. This circumstance raises worries over the abuse of Bangladeshi
passports and security problems, particularly the susceptibility of Rohingya people to recruitment
by Islamic extremists.

Because of Rohingya refugees, the local community, humanitarian groups, and the government
face some problematic issues. Although it is of the utmost importance to meet the humanitarian
needs of the refugees, there is also a pressing need for comprehensive plans that consider the effects
on the community hosting the migrants. To lessen the impact that the crisis will have on Islamic
microfinance and general stability in the area, it will be essential to strike a balance in the help
provided to both groups and work toward building peace amongst different communities.

4.2. The economic impact of the Rohingya refugee crisis in Bangladesh

The Rohingya refugee issue in Bangladesh has a multidimensional influence on the nation's
economy, affecting various elements of the economy. Even if there is the possibility of gaining
advantages, such as a rise in the number of jobs available and an increase in the amount of help
coming from other countries, there is also the possibility of suffering significant difficulties and
unfavourable outcomes. The arrival of Rohingya refugees has increased competition for the few
available employment openings, resulting in a decline in the standard of living enjoyed by the native
population. Because Rohingya employees were prepared to accept lesser pay, they could undercut
the salaries requested by local workers, which further exacerbated the economic difficulties that the
local population was already experiencing. As a result of this circumstance, many people in the area
have been forced to sell their possessions, take out loans, and struggle to care for their families.
Bangladesh's social and economic stability is threatened by individuals moving from rural to urban
regions to find better jobs. Due to the weak economy, limited resources, overcrowding, and
agricultural land limits, it is hard to maintain sustained economic development and a large migrant
inflow. Because of this, it is one of the world's biggest challenges.

The regions designated for settling refugees burden the country's economy and strain the
resources available to the administration. The presence of a high number of refugees has also
negatively impacted the tourism business, leading to a decline in the number of tourists who visit
the area and a corresponding loss in revenue. Because of government limitations, commerce with
Myanmar across the border and fishing operations in the Naf River have been disrupted, which has
an additional negative effect on Bangladesh's economy.

The influx of foreign assistance and the increasing international expenditures targeted at aiding
Rohingya refugees may give some economic advantages, even though these initiatives are complex.
The provision of aid has increased the number of job possibilities available to local individuals, and
there have been developments in the small business sectors that have made opportunities available
tolocal people. There are no jobs for Bangladeshi people, with organizations providing humanitarian
relief and development partners.

The influx of Rohingya refugees into Bangladesh has complicated the country's economy. It
creates difficulties for the local population's capacity to make a living, the economy's stability, and
important businesses such as tourism and commerce. Even though Bangladesh's economy sees some
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improvement due to foreign aid, the country still faces significant challenges that must be overcome
to achieve long-term growth. These challenges include reducing the burden of the economy and
identifying viable solutions that will maintain social and economic equilibrium.

4.3. Prospects for Resolving the Rohingya Refugee Crisis

The Rohingya refugee crisis has caused significant socioeconomic challenges in Bangladesh. Refugee
repatriation has been hampered by Myanmar's unfavourable conditions and the government's
refusal to allow permanent settlement. Thus, numerous alternate tactics and remedies have been
proposed to solve the issue. Repatriating Rohingya refugees to Myanmar is complicated. Myanmar's
government has not done enough to create conditions for their return, and Rakhine state's security
remains a concern. The demolition of Rohingya settlements and the rise of other ethnic groups has
complicated returns. Rakhine activists and the lack of security assurances make a return impossible.

Bangladesh has worked with Myanmar and the UNHCR to return refugees. A border liaison
office and bilateral conversations have been established to simplify repatriation. However, other
nations and regional organizations like SAARC and ASEAN have been criticized for applying little
pressure to protect all Myanmarese and correct human rights abuses. Bangladesh may engage with
China, India, Islamic nations, and nongovernmental groups to strengthen its position (NGOs).

Several options, including repatriation, have been proposed to resolve the problem. These include
Cox's Bazar's health and education infrastructure expansion, employment creation, and market
improvements. Relocating some Rohingya refugees to areas with less impact on the local people has
been suggested but with an adverse reaction. International pressure on Myanmar to cease the
violence, allow humanitarian groups access, and implement the Rakhine Advisory Commission
Report was stressed.

If diplomatic attempts fail, Rohingya issues may need judicial action. The UN may even try to
extradite Myanmar officials for crimes against humanity and genocide under the Universal
Declaration of Human Rights. This can help reform. The International Court of Justice at The Hague
can be crucial to prosecuting genocide and other human rights abuses. The Rohingya problem
demands a comprehensive strategy that includes repatriation, alternative remedies to ameliorate the
situation in Cox's Bazar, diplomatic endeavours, international pressure, and legal steps to hold
perpetrators accountable. Bangladesh, significant states, international organizations, and the world
community must collaborate to tackle the issue and find a long-term solution.

5. Conclusion

The Rohingya refugee issue in Bangladesh has made it difficult for the host country to supply basic
needs and employment to displaced Rohingya Muslims. These refugees have had limited access to
many services, notably financial ones, which has impacted their ability to earn money and rebuild
their lives. Islamic microfinance can help Rohingya refugees access banks. Islamic microfinance can
help refugees create and grow companies, enhance their quality of life, and become financially
independent by providing access to financial services based on fairness, social justice, and ethics.

This study assessed the prospects and potential benefits of Islamic microfinance in empowering
Rohingya refugees in Bangladesh, identified and analysed the challenges and constraints of
implementing programs tailored to their needs, investigated the role of Islamic microfinance in
promoting entrepreneurship, income generation, and socioeconomic integration, and provided
recommendations for efficient implementation.

The study provides insight into Bangladesh's Rohingya refugees’ complex issues. These issues
include Bangladesh's historical relationship with Myanmar, Myanmar refugees' plight in
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Bangladesh, Islamic microfinance-based refugee entrepreneurship, refugee entrepreneurs'
challenges, and Rohingya camps' NGOs. Considering refugees' multiple challenges, Islamic
microfinance was recommended to empower and integrate refugees. The research in Cox's Bazar,
Bangladesh, showed Rohingya refugees' socioeconomic impact on Islamic microfinance. Refugees
strain local resources and services, causing locals to be unhappy and compete for employment,
education, and healthcare. The study also revealed how nongovernmental groups support Rohingya
refugees and Islamic microfinance programs.

This paper addresses the pros and cons of Islamic microfinance for Rohingya refugees in
Bangladesh. It enriches the present corpus of knowledge. The findings aid policymakers,
practitioners, and humanitarian groups collaborating with refugees. By understanding Islamic
microfinance's pros and cons, stakeholders may customize interventions to Rohingya refugees'
needs. This empowers Rohingya refugees and integrates them economically.

Despite its value, this research has limitations. First, this study's tiny NGO professional sample
may restrict its generalizability. Future research might use a bigger and more varied sample for other
viewpoints. Second, this survey only included NGO professionals, not Rohingya refugees. Refugee
voices would help understand their needs, goals, and difficulties with Islamic microfinance.
Participatory research might engage Rohingya refugees. Third, qualitative data from interviews and
document reviews dominated the research. Quantitative approaches might be used to evaluate
Islamic microfinance initiatives for Rohingya refugees. Qualitative research gives rich and
contextualized insights.

There are several areas for future research. Research might examine Rohingya refugees' views on
Islamic microfinance. Understanding their ambitions, difficulties, and views can help create
successful responses. Rohingya refugee Islamic microfinance schemes might be evaluated
quantitatively. This might include analysing socioeconomic results, including income production,
job creation, company development, and refugee social integration and empowerment.
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ABSTRACT

Over-indebtedness is a widespread phenomenon among households in
Malaysia. This issue has become even more pressing with the economic
downturn caused by the pandemic. According to the literature, zakat

institutions are focusing more on other categories of beneficiaries while
giving less priority to al-gharimin. Besides, other Islamic social finance
institutions has focused on reducing poverty while overlooking over-
indebtedness as one of the main drivers of household poverty. Hence, this
study attempts to identify limitations and challenges facing these institutions
to address excessive debt among Malaysian households. To achieve this
objective, the research adopts a qualitative approach based on a desk research
and semi-structured interviews with prominent scholars and experts. It was
concluded that the main obstacles facing zakat institutions are the lack of
funding, the prioritization of other pressing issues (poverty), and the absence
of proper policies, etc. Based on this, and other limitations, the researchers
propose the establishment of an Integrated ecosystem based on al-gharimin
agency for over-indebtedness alleviation. This agency brings together
expertise and funds from different players. A collaboration between these
institutions is believed to have a great impact on the efficiency of the
collection and management of funds, the identification of genuine debtors
and the provision of an appropriate assistance.
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1. Introduction

The world has never known a system that includes in its constitution the rights of debtors to financial
assistance. When becoming a burden, Islam frees debtors from the obligation and humiliation of their
loans by prescribing for them a share from zakat funds. In doing so, Islam relieves indebted people
without forcing them to liquidate essential assets necessary for their lives. Zakat is the main solution
to indebtedness as Allah SWT gave al-gharimin the right for eligibility to zakat funds.

Scholars have categorised individuals who contracted debts, without extravagance, for
personal reasons (such as marriage, medical bills, building a home for personal residence, debts
resulting from accrued liability towards others, etc.) and do not have sufficient assets and income to
pay off their debts in addition to meeting their basic needs. Al Tabari reports from Abu Ja'far from
Qatadah that the state must pay from its treasury the debt of those who have borrowed without
extravagance and do not have enough funds to repay their creditors. This group also includes people
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affected by natural disasters or accidents that have destroyed their assets and forced them to borrow
to continue meeting their basic needs. Mujahid is reported to have said that “three kinds are included
in this sub-category: a person whose wealth is destroyed by flood, a person whose wealth is
destroyed by fire, and a person with many dependents and no means, who borrows to support
his/her family” (Qardawi, 2009).

This instrument is the main instrument used within Islamic social finance to address the issue of
excessive indebtedness among households. However, funds institutions alone might not be
sufficient to address this issue as they face many challenges. Based on that, some researchers
suggested the integration of and temporary wagf to assist those who are burdened with debt (Khalil
et al., 2020). According to Haneef et al. (2015) it is necessary to mobilize more resources to fight over-
indebtedness as the availability of wagf and resources that can be used to tackle the threat of over-
indebtedness is potentially high.

In fact, several studies have warned about the higher levels of indebtedness of households in
Malaysia. Some researchers found that more than half of Malaysia's civil servants' monthly income
is used to repay debts (Lajuni et al., 2018), while the Malaysian Department of Insolvency (2019)
pointed out that there is an increasing number of bankruptcies especially among the younger
generation.

Considering the rising concern over-indebtedness of households in Malaysia (AKPK, 2018) and
the country's highly sophisticated Islamic social finance infrastructure, it is expedient to leverage on
the existing framework in proposing a solution for the excessive household indebtedness in the
country. Therefore, in this study, the researchers attempt to explore the challenges and limitations
facing Islamic social finance institutions when it comes to addressing excessive indebtedness among
households in Malaysia and to explore the concept of al-gharimin agency.

2. Al-gharimin assistance

In order to explore the assistance provided to al-gharimin in Malaysia and to identify issues pertaining
its efficiency, it is important to examine the concept of al-gharimin as defined in this jurisdiction.

2.1. The concept of al-gharimin

Al-gharimin is a plural of the word “gharim” which means the individual who is responsible for
repaying his debts (Jabatan Wakaf, Zakat dan Haji, 2018). The concept of al-gharimin refers to (i) an
individual who is in debt to fulfil the needs of himself, his family, or dependents, (ii) a rich individual
who is in debt due to the public interest and (iii) a guarantor for others who are in debt, (iv) people
who suffered deterioration of life in consequence of a pandemic, (v) people who are afflicted with a
terrible disaster resulting on destruction or loss of property (Ishak et al., 2021).

Hanafi school considers as beneficiaries of zakat those in debt who do not have a nisab above what
is needed to pay their debts. While other schools of thought (Maliki, Shafi'i, etc.) distinguish two
types of debtors, those whose debts are for personal use and those whose debts are caused by their
social and political responsibilities. This distinction implies differences in the judgment of these two
categories (i.e., indebtedness for personal reasons and Indebtedness for social reasons) (Qardawi,
2009).

2.2. Al-gharimin in Malaysia

Al-gharimin are not necessary people who are classified as poor and needy. Can be qualified as
“gharim”, a person who earns up to RM 15,000 per month but who has a financial or health problem
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which, if the problem has not been solved by the institution of zakat, will lead him to get into over-
indebtedness. Under this category, zakat is given to people who have burdens to bear. Some of al-
gharimin recipients may already have jobs and income, but due to incidents that prevent the
individual from continuing their daily life to earn income, the individual may receive zakat under
the category of al-gharimin (Razali et al., 2021).

However, since eight categories of zakat beneficiaries (mustahigin) are eligible to receive zakat
funds, there has always been debate on how to prioritize and distribute zakat funds among these
categories. Below is the prioritization of distribution from the perspective of the four Shariah
jurisdictions (Hassan & Nasir 2016):

e Shafi'i school of thought: Zakat should be distributed equally (ta’mim) to all recipients if they

are available.

e Hanbali school of thought: Zakat must first be given to the Amil before it is distributed to

other recipients. This is because the Amil receives zakat from his work.

¢ Maliki and Hanafi schools of thought: There is no specific order or sequence as to who should

receive zakat first. The order or sequence should be based on the needs of the recipients. Any
beneficiary group that has a greater need for zakat will be prioritized to receive zakat.

Although Malaysia follows the Shafi'i school of thought, distribution of zakat gives priority to any
group of recipients deemed most in need of these funds. (Hassan & Nasir, 2016). The Shafi'i school
considers as beneficiaries of zakat those in debt who do not have a nisab above what is needed to pay
their debts (Qardawi, 2009).

Some researchers have found that the general definitions of al-gharimin recipients that have been
used by zakat institutions are the same, but the determination of al-gharimin recipient eligibility is
different. For example, indebted people whose debt comes from loan sharks or student loans are
considered al-gharimin and are assisted accordingly, while other institutions exclude these profiles.
The researchers argue that these differences need to be reconsidered by zakat institutions and
coordinated at the federal level to ensure an effective zakat distribution system (Mohammad et al.,
2014).

2.3 Assistance to al-gharimin in Malaysia

Zakat institutions have long been criticized for their management and allocation of funds (Ahmad et
al., 2015; Al Haq & Wahab 2017; Lubis et al. 2011; Migdad, 2019; Pitchay et al., 2019; Mahmood et al.,
2021; Ahmed & Zainuddin, 2017). Thus, although the institutions of zakat are the first institutions
directly responsible for tackling the problem of households’ over-indebtedness in each Muslim
country, in Malaysia, these institutions tend to prioritize other recipients (asnaf) while giving less
importance to this category of beneficiaries (Hassan & Nasir 2016; Ibrahim, 2020; Ibrahim & Sahrim,
2019; Razali et al., 2021; Shah & Hassan, 2017; Vinet & Zhedanov, 2020).

In a study conducted by Migdad (2019), the researcher analyzed annual reports and interviewed
senior management of ZCCs and religious councils and concluded that the Malaysian experience in
managing zakat is advanced in both distribution and collection. However, he believes that the
practice of distribution should be more sustainable, less consumption based. Furthermore, he
identifies the need to establish a database of people in need with the national welfare system and
other relief NGOs to reduce duplication of expenditure (Migdad, 2019).

Accordingly, researchers argued that there are many loopholes in zakat institutions. One of the
problems with this is the surplus of millions of ringgits of zakat funds that are not distributed to
beneficiaries, which makes the performance of zakat distribution low compared to zakat collection.
The development of zakat management institutions should be in line with the development of other
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sectors in the country. They concluded that to improve the performance of zakat institutions, more
attention needs to be paid to the governance structure. The governance structure and mechanism of
zakat institutions should provide financial and managerial responsibility for the collection and
distribution of zakat (Ahmed & Zainuddin, 2017).

Similarly, other researchers stated that even though zakat is duly distributed, the point to note is
that the effectiveness of this distribution has undoubtedly remained in question. This discrepancy is
a problem that has been observed by zakat payers, and if the collection is to increase further, the
question of effectiveness in the distribution of zakat must show a healthier trend to convince these
worried payers (Al Haq & Wahab, 2017).

Pitchay et. al (2019), argue that zakat practices in Malaysia are facing many issues and challenges.
They believe that the distribution of zakat is still inefficient and unable to trace the potential zakat
beneficiaries. Also, the collection of zakat is still far from its real potential (Pitchay et al., 2019).

Despite the increase in the amount of zakat distributed to beneficiaries, there are complaints
received from asnaf regarding the quality of services rendered to them. Surprisingly, despite the
advances in technology, the researchers found that the primary means used to obtain zakat
information was by word of mouth. The results of this study could be beneficial to the institution of
zakat to assess the effectiveness of zakat management in meeting the needs of zakat recipients (Ahmad
etal., 2015).

When it comes to the focus on al-gharimin, in a study conducted in 2017, researchers analyzed the
annual reports of three major Islamic banks in Malaysia, namely, Maybank Islamic Berhad, Bank
Kerjasama Rakyat Malaysia Berhad and Bank Islam Malaysia Berhad over the period 2009-2013. With
reference to the Majlis Agama Islam Wilayah Persekutuan (MAIWP) assistance scheme, none of the
banks have affected a portion of the collected funds to the al-gharimin category. The same study found
after analyzing reports of MAIWP from 2009 to 2013 that the portion of zakat allocated to al-gharimin
category represented 2.2, 2.5, 3.7, 2.6 and 6.6 million RM (which constitutes 1.3%, 1.2%, 1.5%, 1% and
1.4% respectively) (Shah & Hassan, 2017).

Some researchers examine the differences in the management of the distribution of zakat to al-
gharimin in Lembaga Zakat Selangor (LZS) which represents Malaysia, and Badan Amil Zakat
Nasional (BAZNAS). The study concluded that both institutions need an efficient and effective debt
financing model for al-gharimin so that debt problems among Muslims can be well managed.
Researchers argue that there is a need for support systems for al-gharimin to manage their financial
and emotional disruptions in order to survive the debt crisis. Finally, the researchers suggest that the
two institutions should actively collaborate with other institutions to identify and reach out to
Muslim debtors. This is because a decent Muslim normally never asks for help out of embarrassment.
Ideally, zakat institutions should make an effort and commitment to find this particular group (Vinet
& Zhedanov, 2020).

Another study providing a comparative analysis of zakat distribution practice to al-gharimin
groups conducted by LZS and Baitulmal-MAIWP have shown that there are some differences
regarding the zakat distribution scheme offered by LZS and Baitulmal-MAIWP. The researchers
argue that uniformity in the methods provided for the distribution of zakat to al-gharimin should be
implemented so that more al-gharimin who are still unknown can be helped, especially those who are
indebted to basic necessities such as food, clothing, and housing. This study also clearly shows that
support to al-gharimin is very low. The distribution of zakat to al-gharimin in each state of Malaysia is
less than 7.8%. The author is of the opinion that this percentage gives the impression that the
distribution of zakat in Malaysia to al-gharimin is too low and that it needs to be doubled so that more
of al-gharimin can be assisted (Ibrahim, 2020).

Hassan and Nasir (2016) believes that, in recent years, the distribution of zakat in Selangor and in
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the federal territory to fi sabililah recipients constitutes the highest percentage compared to other
groups of recipients (Hassan & Nasir, 2016).

In a study conducted by Razali et al. (2021), the researchers aim to analyze asnaf al-gharimin
practices based on LZS. The researcher found that each state in Malaysia interprets asnaf al-gharimin
differently due to the different ijtihad of the mufti. Additionally, the results show that LZS focused
on four categories of debts to which zakat assistance should be given according to al-gharimin,
including medical assistance/dialysis, assistance with necessities, management of the corpse in the
absence of heirs, and debt association due to public concern (Razali et al., 2021). Similarly, other
scholars have attempted to analyze the effectiveness of distributing zakat to help alleviate debt in
Malaysia. The study shows that the distribution of zakat to al-gharimin is very low in all states
(Ibrahim & Sahrim, 2019).

3. Discussion and analysis

The researcher conducted a series of semi-structured interviews (9) with scholars and experts in three
main areas, namely, Shariah (SB), consumer loans (DA), and Islamic social finance (ISF) to
understand the limitations that prevent Islamic social finance actors from stepping in to address this
issue, and to explore their potential to support debt-burdened households. The themes of the study
and the interviews questions are shown in Table 1 below.

Table 1. Categorical Themes and Interview Questions.

Research Objectives Categorical Theme Interview Questions

Identify factors preventing Islamic Islamic Social Finance Do you think Islamic social finance

social finance institutions from Institutions institutions in Malaysia are contributing

contributing more to solve the over-  implication enough to solve over indebtedness issue?

indebtedness issue, and explore What are the measures taken by your

their potential contribution to institution to reduce this issue?

support households burdened by Islamic Social Finance ~ What are the limits that prevent ISF

debt Institutions institutions from contributing more to
limitations solving this problem?

Propose an integrated ecosystem Need for a solution Do you think it is necessary to create an

based on al-gharimin agency for institution dedicated to providing financial

over-indebtedness alleviation assistance to over-indebted households?

The experts are divided into three areas of expertise. The first group consists of three interviewees
who have a background in Shariah and who are researchers, members and even heads of Shariah
committees of different Islamic financial institutions in Malaysia. These experts are from ISRA, BNM,
AFFIN bank Islamic. The second group consists of three interviewees who have a background in
consumer loans in Malaysia. This category included a member of the Research and Analysis Unit in
charge of Household Sector (BNM), Head of Research Department (AKPK), Regional Head, as well
as Deputy CEO of Affin Islamic Bank. While the third group consisted of three respondents who
have a background in Islamic social finance in Malaysia. This category included member of the Board
of Trustee (Malaysia Wakaf Foundation), Chairman of MAIWP Wagqf Centre, CEO of Yayasan Waqaf
Malaysia.

3.1. Islamic social finance institutions implication

Household debt is one of the main drivers of poverty. Allah SWT even gave debtors the right to
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receive financial assistance from zakat funds. In our modern world, and as zakat institutions have
emerged, these institutions have an obligation to provide assistance to this category of recipients
(mustahigin). In addition to this, other Islamic social finance institutions should also step in if the
institution of zakat alone is not able to solve this issue in the society. Therefore, the main question we
can ask is: to what extent do the ISF institutions in Malaysia contribute to the fight against household
over-indebtedness? The answer to this question is discussed under this theme where respondents
were asked the following sub-questions (a) do you think Islamic social finance institutions in
Malaysia are contributing enough to solve over indebtedness issue? (b) does your institution
distribute zakat? (c) what are the measures taken by your institution to reduce this issue?

Overall, most of the respondents believe that ISF institutions are not efficient when it comes to
addressing household’s indebtedness. Respondents agreed that among all ISF institutions, only zakat
institutions are involved in tackling household indebtedness. However, the difference in their
opinions mainly concerned the degree of implication of these institutions.

The opinion of our interviewees supports previously discussed finding stating that although zakat
institutions are the primary institutions responsible for tackling the problem of household over-
indebtedness in Malaysia, these institutions tend to prioritize other asnaf while giving less
importance to this al-gharimin (Hassan & Nasir 2016; Ibrahim, 2020; Ibrahim & Sahrim, 2019; Razali
et al., 2021; Shah & Hassan, 2017; Vinet & Zhedanov, 2020).

Furthermore, respondents were asked about the implication of their respective institutions in
solving indebtedness of households in Malaysia. Table 2 below summarizes their implications of
some ISF institutions and Islamic banks.

Table 2. Implications of some ISF institutions and Islamic banks.

Respondents Assistance to al-gharimin Ways of Assistance
SB1 No N/A

SB2 Yes Fulfill basic needs

SB3 No N/A

DA1 Yes Appropriate regulation
DA2 Yes Debt rescheduling
DA3 Yes Fulfill basic needs

ISF1 No N/A

ISF2 No N/A

ISF3 Yes Fulfill basic needs

The above finding supports the previously discussed findings indicating that there is more focus
on other categories of zakat recipients, as most institutions (represented by our respondents) do not
provide assistance to debtors to settle their debts. The assistance that debtors receive from certain
institutions is aimed at meeting their basic needs and in most cases, they are assisted as needy and
not as al-gharimin.

3.2. Islamic social finance institutions limitations

Under the current theme, our respondents were asked about the limitations of Islamic social finance
institutions when it comes to tackling over indebtedness. Most respondents agreed that only zakat
institutions are responsible for this issue and these institutions are focusing more on other categories
of recipients such as fageer and misken. The main stated reasons is the lack of funding, the
prioritization of other issues (poverty), conflict of interest and the absence of proper policies.

The limitations laid out by the interviewees supports previously discussed findings stating that
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the main limitations of zakat institutions to contribute more to curb indebtedness issue in Malaysia
is the ineffective collection and distribution strategies (Al Haq & Wahab 2017; Hassan & Nasir 2016;
Ibrahim, 2020; Migdad, 2019; Pitchay et al., 2019), lack of strong management and governance
(Ahmed & Zainuddin, 2017), moral hazard and inability to identify beneficiaries (Ahmad et al., 2015;
Ibrahim 2020; Mahmood et al., 2021), lack of an efficient support systems for al-gharimin to manage
their financial and emotional disruptions to survive the debt crisis (Vinet & Zhedanov, 2020).

3.3. Need for a solution

Under this theme, respondents were asked if they think there is a necessity to create an institution
dedicated to providing financial assistance to over-indebted households. Most of the people agreed
that such institution will have a great role in addressing this issue. However, some respondents
believed that there is no need for more institutions and that Credit Counselling & Management
Agency (AKPK) and zakat institutions should become more efficient and should play this role while
others believe that such an institution will give people more comfort to take on more debt and create
moral hazard.

Most respondents (5 out of 6) agree that there is a need to establish a dedicated institution that
centralizes efforts and funds to address this issue. Respondents who disagree justify their positions
with the following reasons:

e Such an institution will encourage customers to take on more debt as they will be careless

about reimbursing their obligations.

e Existing institutions need to be strengthened to reduce the debt problem in the country.

Table 3. Respondents' position on the need for a dedicated institution to help indebted households

Respondents Opinion Respondents Opinion
SB1 Agree DA3 Agree
SB2 Agree ISF1 Agree
SB3 Agree ISF2 Agree
DAl Agree ISF3 Disagree
DA2 Agree

In fact, the researcher agrees with both arguments. However, the researcher believes that with a
strong screening process and well-established policies, such an institution will be able to identify
genuine cases and reduce moral hazard to the minimum. Moreover, Islamic social finance
institutions absolutely need to be strengthened and improved, especially from a management and
governance perspective. One of the aspects to make them more effective is to unify their efforts and
create channels of communication and collaboration between them. This can be done by creating an
institution that will bring these institutions together to tackle one of the problems facing the Ummah.
In fact, some researchers have analysed the utilisation of zakat and temporary waqf as financial
assistance to al-gharimin. They concluded that integration between zakat and temporary wagf is able
to financially help al-gharimin. They suggested that the State Islamic Religious Council (SIRC) should
widely implement the temporary wagqf as it has significant potential as a support mechanism for the
economy (Khalil et al., 2020).

4. Conceptual framework of the integrated ecosystem for over-indebtedness alleviation
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4.1 Overview

Household over-indebtedness in Malaysia has become an increasingly pressing issue, and with the
economic downturn caused by the COVID-19 pandemic, this issue is becoming more pressing than
ever. By capitalizing on ISF funds and institutions, this study introduced the concept of al-gharimin
agency as an agency that is dedicated to assist households in genuine financial difficulty. This agency
is backed with an entire ecosystem made of different stakeholders ranging between institutional
contributors, such as ISF institutions, Islamic financial institutions (IFIs), and Muslim-owned
companies, and individual contributors (e.g., Muslim community and High-Net Worth Individuals).
The entire ecosystem is illustrated in Figure 1 below.

Zakat Collection Wagf & endowment
Center Institutions

Islamic Finance
Institutions

Yayasan Waqf
Malaysia (YWM)

Muslim Owned
Companies

Muslim Community
& HNWI

Donations

Zakat - CSR-
e ‘ CashWagf Cashw:dqf Zakan~ SR
proceeds proceeds of revanues

_ _

Source: Authors’ own

Figure 1. Conceptual framework of the integrated model for over-indebtedness alleviation “collection and
distribution of funds”.

This ecosystem is being proposed as a support system not only for households suffering from
debt but also for the existing institutions that have been involved for several years to curb this issue
in Malaysia. This proposal intends to relief the burden on zakat institutions by joining efforts with
other institutions and incorporating zakat funds with other funds, as illustrated in the model. It is
important to mention that this proposal takes the federal territory as a pilot environment to see how
such an agency can interact with existing institutions and regulations. If deemed practical by the
authorities, the model can be implemented in the federal territory and then replicated in the different
states of the country.

In the heart of this ecosystem is al-gharimin agency, which is an institution that centralizes Islamic
social finance funds for the purpose of assisting those in critical financial situations. The agency will
interact with the various stakeholders as follows:

e Zakat collection centre (ZCC): First of all, al-gharimin agency will not collect zakat from the
public but will manage the zakat funds already collected by the authorities mandated to raise
it. In the context of the federal territory, the ZCC will collect the zakat and transfer the share
dedicated to the al-gharimin category of recipients to this agency.

o Wagfinstitutions: Two scenarios are possible. In the first one, endowment and wagqf institutions
will create a cause (named al-gharimin support for example), collect cash wagf funds, invest
them and allocate the proceeds to this al-gharimin agency. In this case, the agency will manage
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cash wagqf already collected by wagf institutions. In the second scenario, the agency will collect
cash wagqf jointly with Yayasan Waqaf Malaysia, invest the funds and manage the proceeds.

o Islamic financial institutions: The agency should be backed by Islamic banks and other Islamic
finance institutions. The support received from these institutions can be in different forms
(zakat, CSR, donations, or purification of revenues) depending on the type of the institution
and its capacity to contribute.

e Muslim-owned compagnies: Similar to IFIs, compagnies owned by Muslims should assist this
agency through the aforementioned forms (CSR, donations, or purification of revenues).

o Muslim community and high-net worth individuals: The agency should also seek support from
the public by showcasing the issue and crowdfunding donations to curb it. Additionally,
officers from the agency should privately approach high-net worth muslim individuals for
further support.

o Relevant Government Agencies: More support can be provided by government agencies
whether through grants and donations.

e Relevant NGOs & Foundations: Al-gharimin agency shares the same vision with many NGOs
and Foundations aiming to do social good. Hence, these organization can come together and
unit their efforts and funds to tackle indebtedness issue.

o Beneficiaries (al-gharimin): This agency is dedicated to supporting households suffering from
the burden of debt. Initially, these households are divided into two categories (A & B). Each
category is assisted differently.

It is very important to mention that, although this agency centralizes ISF funds, zakat will not be

mixed with other funds (cash wagf proceeds, CSR, donations, etc.) and that it will be used for a
specific purpose according to the Shariah guidelines and directions.

4.2 Governance structure

The governance aspect of al-gharimin institution is very important, firstly because the agency deals
with a critical problem in society and secondly because it represents an intersection between financial
institutions, regulators, and religious institutions. Therefore, al-gharimin agency must include in its
governance structure three main aspects: (i) steering committee; (ii) corporate governance; and (iii)
Shariah governance. An illustration of the governance structure of this agency is shown in Figure 2
below.

Al-gharimin agency is part of a well-structured ecosystem. It works with multiple players in
various fields related to indebtedness of individuals in Malaysia. Therefore, it is important that the
agency has a steering committee including representatives from each area in which the agency
operates. This committee shall include the following;:

e Bank Negara Malaysin (BNM): As the regulator of Malaysia’s financial institutions, it is

important to have representatives from BNM in al-gharimin agency steering committee.

o Majlis Agama Islam Wilayah Persekutuan (MAIWP): In Malaysia, religious matters (like asnaf,
al-gharimin, zakat, wagqf, etc.) fall under the SIRC of the states. Since the proposal focuses on
the Federal Territory and involves all of the aforementioned examples of religious matters
that fall under the Islamic Religious Councils, it is very important to have representatives
from the MAIWP.

o Zakat Collection Centre: ZCC of the Federal Territory Islamic Religious Council (PPZ-MAIWP)
is the institution that has the right to collect, manage and distribute zakat funds within the
federal territory. As in the proposed ecosystem, this institution will mandate al-gharimin
agency to manage zakat funds allocated to al-gharimin category of recipients. Hence,
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representatives from the ZCC must be part of al-gharimin agency steering committee.
Yayasan Waqaf Malaysia (YWM): Representatives from YWM must be part of al-gharimin
agency steering committee in order to be involve in all the matters pertaining Wagqf funds.
Credit Counselling & Management Agency (AKPK): As this agency is created by the central bank
to educate, advise as well as provide assistance to individuals suffering from debt burden, it
will play a huge role in the good functioning of al-gharimin agency.
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Figure 2. Governance structure.

Given the fact that al-gharimin agency will centralize, manage, and allocate different types of
funds, having strong corporate governance is essential for the smooth running of the agency as well
as building trust among different stakeholders. A good corporate governance implies the existence
of the following:

Panel of advisors: This panel is made up of experienced individuals from a broad
representation across different sectors (ISF, Islamic banking, retail credit authorities, wealth
management and financial advisors).

Board of trustee: This board is responsible for ensuring that the agency complies with laws and
regulations as well as the established policies. It should always adhere to the agency's
mission.

Management: The agency must have a qualified management team made up of experts in the
fields of finance, corporate management, and governance.

Furthermore, the agency must have a strong Shariah governance to ensure that it operates
according to Shariah principles. A good Shariah governance implies the existence of the following
elements:

Shariah Board: This board has the overall authority on Shariah governance framework and
policy. It has a responsibility towards the agency's stakeholders.

Shariah compliance: The Shariah Board must ensure that the activities of the agency comply
with the guidelines of Shariah.

Shariah audit: A periodical evaluation should be performed to provide an independent
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assessment and objective assurance designed to add value and improve the degree of
compliance with respect to the agency’s business operations, with the primary objective of
ensuring a strong and efficient internal control.
These various actors are dedicated to ensuring that the agency not only achieves its mission,
which is to curb households' debt in Malaysia, but also to achieve its independence and
sustainability.

4.3 Sustainability approach

In order for the agency to ensure its sustainability, it must manage professionally the collected funds.
Figure 3 below introduces a cycle of fund that the Agency will adopt.

Fund i

Shariah compliance
investment classes

‘ Fund C i Al-Gharimin Agency fund

Contributors ‘

Fund distribution

Eligible recipients
Source: Authors’ own

Figure 3. Cycle of fund, collection, investment, and distribution “Sustainability Approach”.

Before allocating the collected funds to eligible beneficiaries, these funds must be invested in
different Shariah-compliant assets and sectors to ensure the preservation and growth of the seed
fund. A portion of the return will be used to cover the operating expenses of the agency while the
rest will be used to assist eligible profiles. The agency will rely on its aforementioned strong
governance structure (both corporate and Shariah) to manage the fund, identify attractive but low-
risk investment opportunities, optimize operational costs, and select genuine beneficiaries.
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Source: Authors’ own

Figure 4. Raising cash wagqf for over-indebtedness alleviation.

Besides managing zakat and waqf funds allocated by different stakeholders, the agency might raise
these funds as well. To collect cash wagqf, al-gharimin agency may create a joint management
committee together with YWM. The fund collected from individual and institutional donors will be
invested in low-risk assets to preserve the waqf corpus. Part of the investment profit will be used to
cover the agency's management costs, while the other part will be used to help over-indebted
households.

Another source of funds to cover management costs can come from the ZCC. Al-gharimin agency
can be appointed by the ZCC to assist in identifying profiles of zakat beneficiaries who fall under al-
gharimin and distributing zakat funds. This appointment can be subject to remuneration.

4.4 Eligibility of beneficiaries

Initially, the beneficiaries to be targeted by the agency are those qualified under al-gharimin category
of zakat recipients. Based on the definition concluded by the 135th Federal Territory Religious
Council Meeting (1/2016) on the 29th of March 2016 as follows, al-gharimin are people who are in debt
due to fulfilling the self-basic needs and also for the sake of family members and those who are under
the guardianship or for the sake of community or people that struck by a calamity or disaster
according to the Shariah.

Based on criteria defined by the Shariah board, the applicant to the assistance program will be
screened and classified according to the priority. However, the scope of the potential beneficiaries
might be widened to include other Muslim debtors depending on the gravity of the situation. As al-
gharimin agency manages not only Zakat funds but other funds (Donations, CSR, etc.), it will have
the flexibility to assist more debtors under the conditions that they have been approved by the
Shariah board and the panel of advisors.

As mentioned in Figure 1, the potential beneficiaries can be divided to two categories, category
of al-gharimin A and category of al-gharimin B. Al-gharimin type A are those in a critical financial
situation. Those who are besides being burdened by debt (lawful debt), can’t meet their basic needs
such as food, medical aid, shelter clothing and education. While debtors in al-gharimin category B can
fulfil their primary needs, but they are trapped in the vicious circle of debt. They are considered as
over-indebted as they can't, although willing, fulfil their financial obligations on a structural basis.

Households in this category are not necessarily poor, they can be part of M40 or even T20, but
due to some unfortunate life shocks or mismanagement of their finances, they find themselves in a
critical financial situation.

Besides the Shariah board that will decide about the qualification of the beneficiaries and whether
or not they are eligible for assistance, the panel of advisors that is made up of AKPK representatives
as well as psychometric experts will participate in the screening process and approve the genuine
cases.

Finally, potential beneficiaries who have higher chances to be selected are those who can be
referred by Islamic finance institutions, Islamic social finance institutions or AKPK as these profiles
have a history and a track record with institutions that are part of the entire ecosystem. The referral
acts as an initial screening to these profiles, but the last decision will be to the agency’s experts and
advisors.
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4.5 Assistance to beneficiaries

Assistance could be divided into pre-debt assistance and post-debt assistance. The pre-debt
assistance consists of organizing awareness programs for the public and to talk more about the issue
of households’ indebtedness in the country as this topic requires social attention. People must first
know the seriousness of the problem and then they must be educated about it in order to promote a
sane financial planning culture.

When it comes to post-debt assistance, the first solution is to curb the spending behavior. The
agency will attempt to re-shape the spending behavior of people who are indebted by implementing
some restrictions on them preventing them from bearing more debt liability and incentivizing them
to get more sources of income.

There are customized solutions that the agency might suggest when it has the adequate
information (assets, liabilities, terms, cashflows, type of income) about the beneficiary. Based on this
information the agency can advise the debtor how to manage his/her debt portfolio. However, more
suggestions and advisory will be made by the agency’s experts and financial planners. If the problem
persists even though the debtor has followed the advice suggested by the agency for a reasonable
period, the agency will provide financial assistance.

In fact, with more households falling into poverty due to their high debt levels, this agency aims
to take type A al-gharimin out of the cycle of debt as well as prevent type B al-gharimin from falling
to type A category.

Zakat funds will be allocated to help al-gharimin A who are in a critical financial situation by
meeting their basic needs such as food, medical aid, shelter clothing and education. This category of
beneficiaries can also be assisted, through funds other than zakat, in order to repay their debts and
rebuild their capacities and qualify them to meet their basic needs independently. The agency can
train debtors from this category and qualify them by providing education on how to do business so
that they can earn money by themselves.

Regarding al-gharimin type B, based to the household profile, al-gharimin agency can assist these
debtors by providing them an interest-free loan (qard hassan) based on funds other than zakat. Qard
hassan provided is considered to be debt restructuring. It will allow households to repay their debts
taking into account their ability to reimburse the interest-free loan.

Although the agency provides financial assistance, recipients will not directly receive money at
any stage of the assistance program. As the beneficiaries proved their inability to manage properly
their finances, they will have to graduate from a financial education program that might be facilitated
by the agency or by its partner (AKPK). However, the assistance the agency provides as mentioned
above will take two forms. Financial assistance to cover basic needs and financial assistance to set-
off the debt.

To cover their basic needs, the agency will provide the beneficiaries with vouchers that are only
redeemable in some selected hypermarkets (e.g.,, AEON, Econsave, Giant, Mydin, NSK, Tesco, etc.)
and/or online groceries shops (such as (Lotus, Grab, Foodpanda, ShopeeFood, etc.). Some of these
operators may be part of the ecosystem as they may contribute to the assistance provided by the
agency. Special discounts and multiple facilities can be granted to the voucher holders by these
operators.

In al-gharimin agency, the focus is not only on the collection and distribution of funds to the
beneficiaries, but redemption is of a crucial importance as well. The vouchers might be tangible or
virtual. Hence the need for the use of technology. A technology that will facilitate and trace the
redemption of the vouchers provided by the agency. An E-Wallet based on tokens (virtual
representation of vouchers) might be adopted by the agency in order to facilitate the assistance
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provided to the beneficiaries. The use of this technology will also restrict the use of the assistance
provided to only certain usage like food, beverage, and even clothing and some other selected
necessities. The agency will pay afterwards the groceries provider and settle the vouchers.

To set-off the debt, the agency will follow the standards regulating the transfer of debt where the
agency will be considered as the payer (Muhal Alaih) while the beneficiary will be the transferor
(Muheel). The agency will not provide the debtor with funds to settle his debt but will take in charge
this debt. Hence the debt liability is transferred from the beneficiary to the agency. Therefore, the
agency will be required to settle the debt. These debts can be negotiated with the creditors in order
to get a discount for a settlement of the entire amount. Creditors are expected to grant such discount
as the loan will shift from a non-performing loan to a loan which they can recover immediately.
However, before the debt transfer and based on the client profile the agency has three options:

e Option 1: The agency will cover 100% of the debt liability and forgive the beneficiary. In this

situation, no reimbursement is expected, and the settlement of the debt will be considered as
a donation which is not paid directly to the debtor, but which is used to settle his debt.

e Option 2: The agency will partly cover the debt liability (X%) and ask the beneficiary to pay
gradually the remaining part (1- X%). In this situation, the beneficiary is expected to
reimbursement the agency based on pre-agreed interest free instalments. The portion that the
agency will waive will be considered as a donation which is not paid directly to the debtor,
but which is used to settle his debt.

e Option 3: The agency will ask the beneficiary to repay to the agency, on the basis of interest-
free instalments agreed in advance, the total amount that the agency has paid on his behalf.
The instalments will be adapted to the repayment capacity of the beneficiary and the amount
used to settle his debt on his behalf is considered as a gard hassan which will be gradually
repaid.

In both options (two and three), the agency must declare any discount granted by the creditor
and must therefore apply it to the amount that the beneficiary is required to settle to the agency.
Additionally, the partial waiver that the agency provides in option two must be greater than the
discount granted by the creditor.

5. Conclusion

Household indebtedness in Malaysia is increasing alarmingly, and although zakat institutions are
doing their best to curb this issue, these efforts remain minimal compared to the seriousness of the
problem. Based on a desk research and semi-structured interviews, we have identified few
challenges and limitations facing zakat institutions in Malaysia when it comes to reducing excessive
genuine indebtedness of households. The respondents of our study have expressed a unanimous
consensus regarding the considerable scope for enhancement in providing aid to financially
burdened households in Malaysia. Consequently, the majority of respondents have demonstrated
their endorsement of the proposition to establish a specialized institution devoted to addressing this
pervasive issue which was suggested through this paper.

From the proposed ecosystem, it can be seen that Islamic social finance funds can be brought
together in order to tackle one of the most pressing issues in Malaysia. As many households suffer
from a high level of indebtedness (formal and informal), it becomes more and more urgent to find
solutions to curb this issue. The proposed ecosystem responds to the main limitation of zakat which
is the lack of funds. As the zakat funds collected by zakat institutions are limited, more priority is
given to other asnaf. Hence, the main aim of the agency is to prioritize this category of asnaf, otherwise
over time they will fall into the category of Fuqara and Masakin. This prioritization is achieved
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through bringing together different stakeholders that are currently acting independently to solve the
same issue.

The ecosystem also involves experts from the banking sector whose contribution is deemed
important, in particular with regards to the management of funds and the sustainability of the
institution. These experts not only have the knowledge required to deal with insolvent debtors, but
also the expertise to professionally manage such an agency. Additionally, the proposal can be seen
as a remedy to the conflict of interest created when banks want to assist their own clients who are
struggling with their respective debts. In fact, this situation is even questionable from a Shariah
perspective. Finally, the proposal is expected to bring a significant benefit to the debtors as well as
the society and economy as a whole.

As far as policymakers and government bodies are concerned, it is hoped that these findings shed
light and sensitise them on the factors driving high household indebtedness behaviour in the
country. It is also hoped that policy makers will facilitate the introduction of the proposed solution
(the integrated ecosystem for reducing over-indebtedness) first in the Federal Territory and then in
the country. In an ideal scenario, financial support is also hoped to be provided to al-gharimin agency
which will be at the forefront of the ecosystem.
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1. Introduction

ABSTRACT

This study solicited Islamic microfinance practitioners for a framework of
appreciative intelligence for Islamic microfinance instruments in order to
surmount obstacles in the practice of quantity rationing assessment.
Based on methods of purposive sampling, 26 Islamic microfinance
institutions (MFIs) in Indonesia were selected. One instrument was
created to capture data, namely an in-depth interview to characterize the
data associated with the proposed solution. The findings of this study
provide several solutions for quantity rationing issues in order to increase
the impact of Baitul Maal wa Tamwil (BMT) on welfare-improving
objectives. The majority of respondents agreed that a write-off and the
role of zakah, infag, and shadaqah are the most desirable solutions in the
event of financing default. In the event of financing default, rescheduling
the financing and sending a card for an ATM to BMT are additional
options. Lastly, some BMT practitioners propose using savings as
collateral and expanding the role of zakah, infaq, and shadagah in BMT to
address financing default. The majority of BMT borrowers concurred that
a special margin on time deposits made 2-3 months prior to the peak
season would address the problem of lack of liquidity during the peak
season. In addition, a gift of savings is an alternative solution. The
majority of BMT practitioners choose a financing donor as the most
desirable solution and continue to use channeling and other BMT as
solutions for insufficient own capital sources. BMT must provide funding
on a low nominal basis in order to ensure that impoverished people are
treated equitably. Standardization of borrowing limits must also be
implemented.

The main problem in microfinance is that credit is not reaching the targeted segment of the
population, specifically those at the bottom of the economic pyramid (BOP). In microfinance,
minimum funding to be distributed is one of the reasons why credit is not channeled to the BOP.
Besides that, when distributing money to individuals at the BOP, MFIs also confront funding
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constraints (Agur, 2012; Caudill et al., 2012; Morduch, 1999). This condition occurs when numerous
MEFIs are unable to accomplish all funding requests from consumers due to insufficient funds. If they
so desired, MFIs could obtain funding from other sources, such as government subsidies, NGOs, or
the private sector. However, relying on subsidies or external sources would have a number of
consequences, including a problem with sustainability in the case of an unstable subsidy. In addition,
donor over subsidization creates counterproductive issues.

Moreover, the lack of economic activity among the poor borrowers is also a significant barrier to
microcredit accessibility, resulting in the poor being unable to attain a stable source of income. These
conditions indicate that there are several individuals who want to access a microfinance facility but
they cannot do so because they face the quantity rationing problem (Shankar, 2013). In addition,
these problems not only occur in small MFIs, but also in successful micro-credit programs such as
Grameen Bank which borrowers sometimes face the issue of limited accessibility to credit (Vasimalai
& Narender, 2007).

Quantity rationing, also known as supply-side constraint occurs when several borrowers obtain
loans or financing from financial institutions, while others could not because of a bank’s funding
constraint (Chiu et al., 2014). Indeed, the lowest income groups face more complex problems of
quantity rationing than higher income groups despite the fact that microcredit programs are
designed to target households at the BOP (Khoi et al., 2013). Although quantity rationing is not
necessarily the source of the poverty trap, it reinforces the occurrence of the poverty trap. People at
BOP who face quantity rationing problems will find it difficult to fulfill their daily needs because
they have no income. The cheap credit policy of Governments in numerous developing countries is
generally not effective (Jia et al., 2010). The compromise rate on margin discourages savings, distorts
factor prices and fails in the proper substitution of labor for land and capital, paralyzes institutional
lenders and excludes those at the BOP, particularly the poor and small farmers.

The term “people at the BOP” first came from Prahalad and Hart (2002) who explained that the
world’s population in tier 4 of the economic pyramid is dominated by those who have per capita
income of less than $2 per day. The characteristics of the people at the BOP are that they could not
participate in the global market economy and live in rural villages or urban slums and shanytowns.
Moreover, they have no legal title of their assets, no formal education, and face difficulties in
obtaining credit. Bharti et al. (2014) add several characteristics of people at the BOP such as the
dominance of illiteracy, poor health and unemployment. More alarmingly, people at the BOP are
dominated by Muslims who live under the poverty level. Half of the global poverty resides in the
Muslim world with the Muslim population constituting 24% of the total world population (Mughal,
2014).

The major objective of the establishment of the MFIs is to improve the economic and social well-
being of the recipients, particularly those at the BOP. In many countries, the MFIs play an important
role is providing credit to the people at the BOP. In practice, MFIs have a major impact on improving
financial accessibility to the people at BOP through the creation of micro-loans and micro-savings
(Boehe & Cruz, 2013). The MFI is initially designed to deliver micro-credit to the people at the BOP
by removing the collateral requirement and creating a micro-banking system which is based on
accountability, creativity, participation, and mutual trust (Roy & Goswami, 2013). Islamic
microfinance, in particular, is designed as a kind of microfinance that gives financial services without
charging interest to the people at BOP since many Muslims are categorized as people at the BOP.

The issues of quantity rationing mentioned earlier are also prevalent in the practice of Islamic
microfinance in Indonesia. Approximately 28.07 million people (or 11.37% of the total Indonesian
population) are categorized as those in the BOP, having an average monthly income of around US$24
per month or less (Badan Pusat Statistik, 2014). This condition is reflected not only in terms of
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minimum income, but also in terms of lack of education, and lack of accessibility to clean water,
health provisions and proper sanitation (Rokhman, 2013).

In the specific case of Indonesia, there is also the issue of minimum participation of borrowers in
Indonesia’s formal financial institutions. In 2014, the percentage of accounts at formal financial
institutions for customers aged more than 15 years old was only 36% of the total population (20% in
2011). Meanwhile, loans from financial institutions for customers aged 15 or more comprised only
13% of the total population in 2014 (9% in 2011) ( Demirguc-Kunt & Klapper, 2012). Many of the
borrowers prefer to borrow from other channels such as from friends and relatives (around 41% in
2014). This data suggests that majority of the people at the BOP are still facing quantity rationing
problems since they prefer to borrow from informal sources than formal sources. According to
Turvey et al. (2011), one of the major reasons why a lot of people choose friends and relatives as a
source of funding rather than other informal funding alternatives in Indonesia is because other
sources such as the loan sharks impose high interest rate which is forbidden in Islamic practice.

Easy access to Islamic MFI is targeted on the design and implementation of a poverty alleviation
strategy that is included in welfare improvement goals such as the Millennium Development Goals
(MDGs) or Sustainable Development Goals (SDGs) that are intended to create sustainability
(Obaidullah & Latiff, 2008). Measuring accessibility to Islamic Microfinance to welfare improving
goals is important to enhance substantial contribution to literature review since sustainability on
which the purpose of welfare improving goals is the key to Islamic microfinance success.
Practitioners of MFIs must enhance accessibility to finance and build a system that enables people at
BOP to repay (van Rooyen et al., 2012). In dealing with this problem, the Islamic MFIs must conduct
proper identification of quantity rationing problems so that people at the BOP would have ample
accessibility to financing. Wulandari et al. (2021) study the practice of price rationing and risk
rationing but not yet explain the quantity rationing. Moreover, Wulandari and Kassim (2019) also
study credit rationing on socio-demographic aspects. The general objective of this study is to enhance
the accessibility of Muslims at the BOP to Islamic microfinance in order to reach the welfare
improving goals based on quantity rationing view.

2. Quantity Rationing at Glance

Quantity rationing is a condition that occurs when the lender rejects credit applications by not
offering loans to credit applicants or by offering an amount that is less than what the applicants have
applied for ( Awunyo-Vitor et al., 2014). According to Ali and Deininger (2014), quantity rationing is
a restriction on the supply side which affects borrowers’ credit accessibility. It is also the result of
limiting the amount of loans when demand for the loans or financing is greater than the supply of
the available funds ( Awunyo-Vitor et al., 2014; Jia et al., 2010). Consequently, quantity rationing
leads to several financing applications being rejected or the MFIs not fulfilling the entire borrowing
amount required. Essentially, quantity rationing is related to the household who wants a loan but is
not able get one (Guirkinger, 2006).

The term “quantity rationed or supply-side constrained individual” refers to a person who had a
loan application rejected or a non-applicant who knew that his application would be rejected because
he faced a binding credit limit (Boucher et al., 2008; Chiu et al., 2014). Excess credit demand is
expected by a quantity rationed person. Another definition states that a quantity rationed individual
is a person who involuntarily withdraws the excess demand that is not met by the lenders. There is
strong evidence that people at the BOP are more likely to face quantity rationing than other types of
borrowers because they do not have sufficient collateral to enable them to take up the financing
(Papias & Ganesan, 2010). Loyal customers from formal financial institutions are less likely to be
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quantity rationed ( Awunyo-Vitor et al., 2014).

A limited number of studies have been found relating to quantity rationing in Islamic
microfinance. However, none has exactly studied quantity rationing problems and its suggestion to
quantity rationing assessment in Islamic microfinance. Much literature has focused on definitions
(Abdul Rahman & Dean, 2013), tools to reduce poverty (Abdul Samad, 2014), models (Dusuki, 2008;
Smolo & Ismail, 2011), instruments in Islamic microfinance (Hassan, 2014) and microfinance impact
in reducing poverty (El-Komi & Croson, 2013).

Yet, there is still a gap concerning quantity rationing practice in Islamic microfinance. Lack of
study in quantity rationing issues in Islamic microfinance is being studied related to these issues. It
is important to enhance the participation of BOP borrowers in Islamic microfinance through
increasing BOP borrowers’ accessibility to Islamic microfinance.

3. Appreciative Intelligence Framework

This research also adopts the framework of appreciative intelligence (Thatchenkery, 2009) to
examine the solutions suggested by BMT practitioners to surmount the challenges of quantity
rationing assessment in order to improve Muslims' access at the BOP. Appreciative intelligence is
the capacity to recognize the positive potential in a given circumstance and to take deliberate action
to alter the potential outcome. It is also known as the capacity to reframe a given situation in order
to see its positive aspects (Thatchenkery, 2009). Moreover, according to Case and Thatchenkery
(2010), appreciative intelligence is defined as the capacity to reframe experiences, value the positive,
and envision possible futures based on the current situation. Appreciative Intelligence leads to four
characteristics: perseverance, the conviction that one's actions matter, tolerance for uncertainty, and
indomitable resiliency (Doshi, 2010). There are three steps of appreciative intelligence, namely:

i. Reframing: Reframing problems into opportunities is the conscious or unconscious process of
transforming how individuals or organizations perceive the present into a new perspective of reality
that leads to a new outcome (Doshi, 2010). It is based on previous experiences (Thatchenkery, 2009).
Case and Thatchenkery (2010) define framing as the condition in which individuals construct or
interpret a context, issue, or scenario in a particular manner. This is the concept of viewing the current
condition from a new perspective in order to produce a new outcome (Doshi, 2010). Reframing is
also the process of identifying an opportunity and incorporating a plan for the future into the current
situation (Thatchenkery, 2009; Case & Thatchenkery, 2010; Verma & Pathak, 2011). Reframing is a
difficult concept to implement because it necessitates the development of conditions for action plan
applicability and the materialization of action plans.

During this phase, Islamic MFI practitioners and Shariah advisors will be asked queries such as:
what problems did people at BOP have related to quantity rationing and accessibility to Islamic MFI?
What are the solutions that MFI have conducted in their daily operations related to the quantity
rationing problem? Is there any potential action to solve the quantity rationing problem and poor
borrower accessibility from the existing daily operations?

ii. Appreciating the positive: Appreciating the positive is counter-intuitive because people are
acclimated to believing that administrators have a highly developed ability to anticipate what could
go wrong rather than what could go right, which is crucial for decision making (Thatchenkery, 2009).
In addition, appreciating the positive is also referred to as a process of discernment and evaluation
of something's positive value (Thatchenkery, 2009). This concept refers to a process of discrimination
and evaluation of something's merit (Doshi, 2010). In the decision-making process, it is crucial to
anticipate potential pitfalls. Appreciating the positive requires tenacity and fortitude (Thatchenkery,
2009). During this phase, Islamic MFI practitioners and shariah advisors will be asked a number of
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inquiries, including: “What is the best solution to the quantity rationing problem and poor borrower
accessibility in Islamic MFI?”

ii. See how possible future unfolds: It is essential to perceive or reframe positive possibilities at this
crucial stage in the process of producing successful outcomes. The possibility of the future must be
realized in the present (Thatchenkery, 2009). Then, this phase is also known as the capacity to
perceive possibilities that already exist in the present moment but must be revealed, released, or
touched (Doshi, 2010). This concept refers to the capacity to recognize opportunities that already
exist in the present moment but must be revealed, unsealed, or exploited (Doshi, 2010). It is the
essential phase for producing successful results. It will produce an urgently required future strategy.
A effective organization will divide its action into a series of minor, manageable, and time-sensitive
measures (Thatchenkery, 2009). Islamic MFI practitioners and Shariah advisors will be asked several
queries as the final query in appreciative intelligence, including: “What are the concrete steps to
realize the potential possibilities of enhancing poor borrowers” accessibility that exist in the present
but are untapped?”

4. Methodology

This study's population consists of BMT from Nusa Tenggara Barat, Daerah Istimewa Yogyakarta,
and Sulawesi Selatan in order to evaluate the results of qualitative research. As for qualitative
analysis, this study employs purposive sampling (a form of non-probability sampling) to select
samples in order to determine the suggested solutions to quantity rationing problems that would
increase Muslims' access to Islamic microfinance at the BOP. This sampling technique involves
eliciting the opinions of individuals with specialized knowledge and providing evidence of the
validity of research results. Quantitatively, the sample for qualitative analysis is based on the three
regions with the greatest number of impoverished individuals and the region with the lowest
poverty line level. Table 1 below shows the branches of BMT chosen as sample in this study:

Table 1. BMT Sample.

Region BMT Sample

DI Yogyakarta BMT Bringharjo Kauman
BMT Bina Ihsanul Fikri
BMT An Nimah
BTM Surya Umbulharjo
BMT Hidayah Ummat
BMT Bringharjo Malioboro
BMT Bumi Mizan Sejahtera
BTM Kotagede
BMT Bringharjo Pabringan
Puskopsyah BMT Yogyakarta
Sulawesi Selatan BMT Al Hasan
BMT Saadatul Al Birry
BMT At Taqwa
BMT Kube 033
BMT Sinar Surya Abadi
BMT Fastabiqul Khaerat
BMT Al Amin
BMT Sinergi Karya
BMT Kube 034

Table 1. (continued).
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Puskopsyah BMT Inti

Nusa Tenggara Barat BMT Al Iqtishady
BMT Ar Rasyada
BMT Gumarang Akbar Syariah
BMT Permata Hidayatullah
BMT Daruzzakah Mandiri
BMT Al Hidayah

The sampling requirements for qualitative analysis are:

i.  Minimum level is BMT manager with more than two years of experience
ii. ~ Have a product of BOP financing
iii. ~ Handling financing for people at the BOP

Content analysis is a method for replicating and validating inferences drawn from texts. Schilling
(2006) defines qualitative content analysis as an empirical, methodologically controlled analysis of
texts within the context of communication. This method emphasizes the context and subject, as well
as similarities and distinctions among themes and subthemes (Bahadori et al., 2014). The interview
content was read to gain a general understanding of the data and generate concepts for the
subsequent analysis (Bahadori et al., 2014). Understanding social reality in a subjective but empirical
approach is advantageous (Al-Issa, 2015). In addition, this method presupposes a sensitivity to the
utilization of words and their context within a board discourse analytic methodology for the analysis
of social reality (Al-Issa, 2015).

In preparing for qualitative content analysis, one cannot separate the data collection process from
the content analysis process, as early involvement in the analysis phase will allow the researcher to
move back and forth between concept development and data collection, particularly in inductive
areas where the research question may be further developed depending on the situation. Similar to
the traditional quantitative content analysis procedures (Tesch, 1990), qualitative content analysis
requires a set of systematic and transparent procedures for data processing in order to generate
reliable inferences. Qualitative content analysis can be applied to a variety of data types, but
primarily written texts. The process of defining unit analysis of the data refers to the fundamental
unit of text that will be classified during content analysis. The impact of unitized data on
classification decisions and comparability with analogous studies is substantial (De Wever et al,,
2006).

It is possible to use a word, a sentence, or a paragraph as the unit of analysis, but this study uses
sentences and words. Previous relevant studies, theories, or data could be used to develop categories
and a categorization scheme. It may also be utilized for inductive or deductive data development.
Glaser and Strauss (1967) recommended a constant comparative method when an inductive method
is used for basic material development. The constant comparative method consists primarily of two
components: (i) the systematic comparison of each text assigned to a category with each text already
assigned to that category in order to reveal the theoretical properties of the category; and (ii) the
integration of categories and their properties through the development of interpretive memos. After
categorization and simplification, the final outcome of this study will be the identification of
significant social patterns, themes, and categories.

5. Result

There are 26 BMT involved in this study which are distributed in Daerah Istimewa Yogyakarta (10
BMT), Sulawesi Selatan (10 BMT) and Nusa Tenggara Barat (6 BMT). Almost all interviewees had
the position of manager or above. This position is important because several questions are on
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strategic matters. As a consequence, only managers and above can answer interview questions. A
large majority of interviewees were graduates.

The BMT vary in size but at least they had all operated for a minimum of 2 years before 2015.
Financing range also varied from Rp 300,000 to Rp 600,000,000 but on average financing is under Rp
10,000,000. The sources of financing come from savings, own assets/or borrowing from other BMTs.
Several BMTs have additional sources of financing, namely from NGO grants, social ministry grants,
channeling with big BMT and government agencies. Last, according to the interviewees, the
characteristics of borrowers are dominated by having micro-businesses which range from traditional
market stalls to fisherman. Most of the BMT borrowers are un-bankable. One of the reasons is they
feel more comfortable by having a financial instrument in BMT which is semi formal financial
institution rather than a bank. The details of respondents’ characteristics are shown in Table 2 below.

Table 2. Demographic characteristics of respondents for qualitative analysis.

No Code BMT Position Gender Age Education BMT Number Financing Financing Borrower Area
(years Age of range source characteristics
old) (years) employee
1 Y01 BMT Operation Female 39 Graduate 24 8 Rp 500,000 Savings, own Has micro Kauman-DI
Bringharjo manager toRp asset, lending business/salary, Yogyakarta
Kauman 600,000,000 from the bank most of them work
as trader in
traditional market,
unbankable
2 Y02 BMT Bina Deputy Male 45 Master 20 22 Rp 500,000 Savings, own Has individual and Kotagede- DI
Thsanul Fikri head toRp asset, lending group lending Yogyakarta
(secretary) 100,000,000 from the bank based, has micro

business, not only
giving financing to
the Moslem but
also to non Moslem

3 Y03 BMT An General Male 47 Graduate 5 11 Rp 500,000 Savings, own Has micro Kotagede- DI
Nimah manager toRp asset, lending business/salary, Yogyakarta
5,000,000 from the bank most of them work
as trader in
traditional market,
unbankable
4 Y04 BTM Surya Manager Male 38 Graduate 4 7 Rp 500,000 Savings, own Has micro Umbulharjo-
Umbulharjo toRp asset, lending business/salary, DI
25,000,000 from the bank most of them work Yogyakarta
as trader in

traditional market,
contract based

teacher,
unbankable
5 Y05 BMT Accounting Female 35 Graduate 7 6 Rp 500,000 Savings, own Has micro Umbulharjo-
Hidayah toRp asset, lending business/salary, DI
Ummat 200,000,000 from the bank, most of them work Yogyakarta
channeling as transjogja
with other employee,
BMT, unbankable
government
donor
6 Y06 BMT Branch Male 38 Graduate 24 9 Rp 500,000 Savings, own Has micro Malioboro-
Bringharjo manager toRp asset, lending business/salary, DI
Malioboro 50,000,000 from the bank most of them work Yogyakarta
as trader in
traditional market,
unbankable
7 Y07 BMT Bumi Deputy Male 41 Graduate 9 9 Rp 500,000 Savings, own Has micro Umbulharjo-
Mizan manager toRp asset, lending business/salary, DI
Sejahtera 20,000,000 from the bank, most of them work Yogyakarta
channeling as trader in
with other traditional market,
BMT unbankable
8 Y08 BTM Manager Male 37 Graduate 3 5 Rp 1,000,000 Savings, own Has micro Kotagede- DI
Kotagede toRp asset, lending business/salary, Yogyakarta
30,000,000 from the bank, most of them work

NGO funding as trader in
traditional market,
unbankable
9 Y09 BMT Accounting Female 35 Graduate 24 8 Rp 1,000,000 Savings, own Has micro Pabringan-
Bringharjo toRp asset, lending business, most of DI
Pabringan 100,000,000 from the bank them work as Yogyakarta
trader in traditional
market,
unbankable

Table 2. (continued).
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10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Y10

S01

502

S03

S04

S05

S06

S07

S08

S09

S10

NoO1

NO02

NO03

No04

NO05

No6

Puskopsyah
BMT
Yogyakarta

BMT Al Hasan

BMT Saadatul
Al Birry

BMT At Taqwa

BMT Kube 033

BMT Sinar
Surya Abadi

BMT
Fastabiqul
Khaerat

BMT Al Amin

BMT Sinergi
Karya

BMT Kube 034

Puskopsyah
BMT Inti

BMT Al
Iqtishady

BMT Ar
Rasyada

BMT
Gumarang
Akbar Syariah

BMT Permata
Hidayatullah

BMT
Daruzzakah
Mandiri

BMT Al
Hidayah

General
manager

General
manager

General
manager

Accounting

General
manager

General
manager

General
manager

Treasurry

General
manager

General

manager

General

manager

Deputy head

Deputy head
(secretary)

General
manager

General
manager

General
manager

General
manager

Male

Male

Male

Female

Female

Male

Female

Female

Female

Male

Male

Male

Female

Male

Male

Female

Male

38

45

47

35

43

45

52

35

53

45

38

35

43

57

45

40

43

Graduate

Graduate

Diploma

Diploma

Graduate

Graduate

Graduate

Master

Graduate

Graduate

Graduate

Graduate

Master

Master

Master

Graduate

Graduate

10

21

18

10

12

10

18

11

10

12

11

3

10

10

10

17

Rp 10,000,000
toRp
500,000,000
(primary BMT)
Rp 500,000 to
Rp 10,000,000

Rp 500,000 to
Rp 10,000,000

Rp 500,000 to
Rp 15,000,000

Rp 300,000 to
Rp 10,000,000

Rp 500,000 to
Rp 10,000,000

Rp 200,000 to
Rp 50,000,000

Rp 500,000 to
Rp 20,000,000

Rp 300,000 to
Rp 17,000,000

Rp 300,000 to
Rp 10,000,000

Rp 10,000,000
toRp
500,000,000
(primary BMT)
Rp 500,000 to
Rp 10,000,000

Rp 500,000 to
Rp 10,000,000

Rp 500,000 to
Rp 10,000,000

Rp 1,000,000 to
Rp 5,000,000

Rp 500,000 to
Rp 10,000,000

Rp 500,000 to
Rp 50,000,000

Ministry, NGO

Savings, own asset,
lending from the bank

Savings, own asset,
lending from the bank

Savings, own asset,
lending from the
bank, channeling with
other BMT

Savings, own asset,
lending from the
bank, channeling with
other BMT, social
ministry

Savings, own asset,
lending from the
bank, channeling with
other BMT

Savings, own asset,
lending from the
bank, channeling with
other BMT, NGO
Savings, own asset,
lending from the
bank, channeling with
other BMT

Savings, own asset,
lending from the
bank, channeling with
other BMT

Savings, own asset,
lending from the
bank, channeling with
other BMT, social
ministry

Ministry, NGO

Savings, own asset,
lending from the
bank, channeling with
other BMT, NGO
Savings, own asset,
lending from the
bank, channeling with
other BMT

Savings, own asset,
lending from the bank

Savings, own asset,
lending from the
bank, channeling with
other BMT,
international donor
Savings, own asset,
lending from the
bank, channeling with
other BMT

Savings, own asset,
lending from the
bank, channeling with
other BMT

Institutional funding

Has micro business,
most of them work as
trader in traditional
market, unbankable
Has micro business,
most of them work as
fisherman, unbankable
Has micro business,
most of them work as
trader in traditional
market, unbankable
Group lending based
,Has micro business,
most of them work as
trader in traditional
market, unbankable

Has micro business,
most of them home
industry, unbankable

Has micro business,
most of them work as
trader in traditional
market, unbankable
Has micro business,
most of them work as
trader in traditional
market, unbankable
Has micro business,
most of them home
industry, unbankable

Group lending based
,Has micro business,
most of them work as
trader in traditional
market and fisherman,
unbankable
Institutional funding

Has micro business,
most of them work as
trader in traditional
market, unbankable
Has micro business,
most of them work as
trader in traditional
market, unbankable
Has micro business,
most of them work as
trader in traditional
market

Has micro business,
most of them work as
trader in traditional
market and as foreign
worker, unbankable
Has micro business,
most of them work as
trader in traditional
market, unbankable
Has micro business,
most of them work as
trader in traditional
market, unbankable

Kotagede- DI
Yogyakarta

Maros-
Sulawesi
Selatan

Pinrang-
Sulawesi
Selatan
Sopeng-
Sulawesi
Selatan

Makassar-
Sulawesi
Selatan

Makassar-
Sulawesi
Selatan

Makassar-
Sulawesi
Selatan

Makassar-
Sulawesi
Selatan

Makassar-
Sulawesi
Selatan

Makassar-
Sulawesi
Selatan

Makassar-
Sulawesi
Selatan

Mataram-

NTB

Lombok
Barat-NTB

Mataram-
NTB

Lombok
Timur-NTB

Lombok
Timur-NTB

Lombok
Timur-NTB

Quantity rationing is a common problem in BMT. There are five problems that lead to quantity

rationing problems. Suggestions are given related to these problems. This part is explored from
interview questions:
What are the previous problems of quantity rationing faced by your BMT?

ii.

111.

What are the solutions that have been conducted by your BMT?

What are your dream solutions that have not yet been conducted by your BMT?

in this section.
Table 3. List of codes for quantity rationing.

Table 3 is shown to present the definitions of coding that are used for the interview data collection
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Descriptive code
Quantity rationing

Istlevel codes

Pattern code

Financing default occurrence

Lack of liquidity in the peak season

Low own capital sources

Big amount of financing given

The solutions in the case of financing
default

The solutions in the case of lack of
liquidity in the peak season

The solutions of low own capital sources

The solutions of big amount of financing
given

Reasons-explain
Withdraw-event
Purpose-withdraw-
explain
Terms-explain
Impact-explain
Impact-explain
Solutions-explain
Solutions-explain

Solutions-explain

Solutions-explain

QRP1- Probs-The-reasons-for-
financing-default-occurrence

QRP2- Probs-Highest-frequency-of-
withdraw

QRP2- Probs-The-purpose-of-
financing-proposal

QRP3- Probs-Low-own-capital-source
QRP3- Probs-The-impact-of-low-own-
capital-sources

QRP4- Probs-The-impact-of-big-
amount-of-financing-given
QRS1-Sol--The-reasons-for-financing-
default-occurrence
QRS2-So-The-case-of-lack-of-liquidity-
in-the-peak-season
QRS3-The-solutions-of-low-own-
capital-sources
QRS4-The-solutions-of-big-amount-of-
financing-given

After coding, this section provides analysis of the quantity rationing problems and their possible
solutions as provided by BMT practitioners in Indonesia. The responses are classified into two focus-
coding groups, which are: problems and solutions. A summary of coding analysis is shown in Table

4 below.

Table 4. Data analysis for quantity rationing possible solutions.

Questions (1) What are the previous problems of quantity rationing faced by your BMT?

(i1) What are the solutions that have been conducted by your BMT?

(iii) What are your dream solutions that have not yet been conducted by your BMT
Focused Coding  1¢ Level Coding Remarks

1 QRP1- Probs-The-
reasons-for-financing-
default-occurrence

2 QRP2- Probs-Highest-

frequency-of-withdraw

QRP2- Probs-The-
purpose-of-financing-
proposal

3 QRP3- Probs-Low-own-

capital-source

Death, no stable income, sickness and moral hazard are the
reasons for financing default occurrence in BMT.

Most of the borrowers withdraw money to celebrate

religious events.

School enrolment which causes high money spending is

also the reason of borrowers withdrawn.

Transactional motive is the dominant purpose of financing
proposals in BMT

Many borrowers also borrow from BMT with the aim of
precaution

First, BMT faced a problem of not enough capital from
BMT founders

Second, only small capital needed to establish BMT

Table 4. (continued).
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QRP3- Probs-The-impact-of- Because of low own capital sources, BMT faced a problem
low-own-capital-sources of low capital distribution
Besides that, BMT also faced low amount of capital to be
invested
4 QRP4- Probs-The-impact-of- BMT collapse, borrowers bankruptcy and low
big-amount-of-financing-given  sustainability are the impacts of big amounts of financing
given
Conclusion  There are several problems faced by BMT which result in quantity rationing problems. First
for sub- is financing default occurrence. Death, no stable income and moral hazard are the reasons for
theme 1 financing default occurrence in BMT. Second is lack of capital in the peak season. Most
borrowers withdraw money for school enrolment and to celebrate religious event.
Transactional and precautionary motives are the purpose of financing proposals in the peak
season. Third, BMT have also faced a problem of low own capital source because of not
enough capital from BMT founders and only small capital needed to establish BMT. Because
of low own capital sources, BMTs have faced a problem of low capital distribution and low
capital to be invested. Last, BMT collapse, borrowers” bankruptcy and low sustainability are
the impacts of a big amount of financing given.
1 QRS1-Sol--The-reasons-for- Most respondents agreed that write off and the role of
financing-default-occurrence zakah, infaq and shadagah are the most desirable solution.
Financing reschedule and automated teller machine card
sent to BMT are also solutions in the case of financing
default.
Last, a few BMT staff suggest savings as collateral and also
to increase the role of zakah, infaq and shadagqah in BMT to
solve financing default.
2 QRS2-So-The-case-of-lack-of- Most of BMT borrowers agreed that special margin on time
liquidity-in-the-peak-season deposits of 2-3 months before peak season will solve the
problem of lack of liquidity in the peak season.
Moreover, savings gift is also the alternative solution.
3 QRS3-The-solutions-of-low- A majority of BMT practitioners choose a financing donor
own-capital-sources as the most desirable solution continuous with channeling
with other BMT.
4 QRS4-The-solutions-of-big- In order to ensure that poor people get the money fairly,
amount-of-financing-given BMT must give funding on a nominal scale.
Standardization of maximum limit of borrowing must also
be implemented.
Conclusion  As a solution in the case of financing default occurrence, most respondents agreed that a
for sub- write off and the role of zakah, infag and shadaqah are the most desirable solutions. Financing
theme 2 rescheduling and automated teller machine card sent to BMT are also solutions in the case of

financing default. Last, a few BMT practitioners suggest savings as collateral and also
increasing the role of zakah, infaq and shadagah in BMT to solve financing default. In the case
of lack of liquidity in the peak season, most BMT borrowers agreed that a special margin on
time deposits of 2-3 months before peak season will solve the problem of lack of liquidity in
the peak season. Moreover, a savings gift is an alternative solution. A majority of BMT
practitioners choose a financing donor as the most desirable solution continue with
channeling with other BMT as solutions of low own capital sources. In order to ensure that
poor people get the money fairly, BMT must give funding on a low nominal scale.
Standardization of maximum limit of borrowing must also be implemented.
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5.1. Sub-theme 1: The problems of quantity rationing in BMT

The problems of quantity rationing in BMT have five main themes, namely: financing default, lack
of liquidity in the peak season, low own capital sources, initial assessment problem and big amount
of financing given.

i. Financing default occurrence: The occurrence of financing default will decrease the amount of
money given to the people at the BOP. Microfinance commonly has more default cases than
commercial banks. In banking practice, a bank refuses to give financing to any borrowers who have
a bad track record in previous financing. The causes of default repayment in the BMT are death, no
stable income, moral hazard and sickness. A summary of financing default in BMT is presented in
Table 5.

Table 5. Summary of financing default in BMT.

Sub sub-theme Explanation BMT
Freq. Percent
The Reasons of Financing Default Death 7 26.9%
Occurrence No stable income 13 50%
Sick 2 7.69%
Moral hazard 4 15.38%
Total 26
Respondents who answered 15

...We face many types of borrowers. In the middle of financing, somebody is death. Second, they
are accidentally unemployed and finally cannot repay their financing or maybe sick. It is a big
problem for us and we must search for solutions. The problem for us is stable income. It is the
important key for us to guarantee good repayment. For borrowers who are employee, their bank
cards are on us and we withdraw every month. If salary decrease or no salary, it is dangerous for
us (501). There are several borrowers who are irresponsible. They feel that their financing is
secured by someone else so no responsibility. We call it moral hazard (N0O4)...

In dealing with default, Islamic microfinance must go back to an Islamic ethics solution (Sabi,
2015). In the future, borrowers and lender must construct trust-based loan to reduce the number of
defaults (Kropp et al., 2009). This practice has been conducted in BMT.

ii. Lack of liquidity in the peak season: BMT faces a lack of liquidity especially in the peak seasons
such as idul adha, idul fitri or school enrolment. Indonesian people especially Muslims at the BOP
withdraw their money and also propose financing in the peak season. Most respondents agreed that
religious event holidays and school enrolment are categorized as peak season. Precautionary and
transactional motives are the reasons why most respondents withdraw their money in the peak
season. Table 6 shows a summary of the quantitative problem of lack of liquidity in the peak season.

From this table, it can be inferred that most BOP borrowers withdraw money for religious events.
It is common that Muslims spend a lot of money during religious events in Indonesia. The “angpau”
(the tradition of giving money to others) is a usual tradition in Indonesia. This tradition is practiced
in Indonesia so Muslims should have more money during religious event. Moreover, the motive for
withdrawing in the peak season for transactions while there are a few respondents who have
precautionary motives because of they are afraid that they may run out of money.

...In general, we faced liquidity problem especially in religious event holiday and school
enrolment. It is the biggest problem for us because money demanding is so huge. Moreover, many
people also withdraw their money (Y05). Usually they take a lot of fund in the religious event
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(Y06). Several borrowers take money for precautionary motives (NO1)...

Liquidity is a binding constraint for SMEs operations (Bao Duong & Izumida, 2002). In BMT
practice, there is no single institution that can provide a guarantee in the case of a liquidity problem
(Hamzah et al., 2013). Extra liquidity is important for daily expenses during the crisis (Gehlich-
Shillabeer, 2008).

Table 6. Summary of lack of liquidity in the peak season.

Sub sub-theme Explanation BMT
Freq. Percent
Highest frequency of withdraw Religious event 9 60%
School enrolment 6 40%
Total 11
Respondent who answered 10
The propose of financing proposal Precautionary motive 3 20%
Transactional motive 11 73.33%
Total 14
Respondents who have answered 10
Respondents who have no answered 1

iii. Low own capital sources: The availability of Islamic microfinance capital can reduce the cases of
default (Dusuki, 2008). Many people at BOP rely on Islamic microfinance capital. They need this
financing to build small businesses (Nashihin, 2014). Unfortunately, BMT faces the problem of low
own capital sources and the impact of low capital distribution and low capital to be invested. A
summary of low own capital sources is shown in Table 7.

There are several reasons for low own capital sources in BMT. First is not enough capital from
BMT founders. Since BMT founders are mostly individuals who have limited capital. Most BMT staff
stated that initial capital to build a new BMT starts from Rp 5,000,000 which is only a nominal amount
invested. Most respondents agreed that low own capital sources will impact on low capital
distribution. Moreover, several respondents also added that low own capital sources will lower the
capital to be invested by BMT.

Table 7. Summary of low own capital sources.

Sub sub-theme Explanation BMT
Freq. Percent
Why low own capital sources Not enough capital from BMT founders 7 46.67%
To establish BMT, only small capital needed 8 53.33%
Total 15
Respondents who answered 11
The impact of low own capital Low capital distribution 12 80%
sources Low capital to be invested 3 20%
Total 15
Respondents who answered 11

... The problem is our capital sources low. If we are not searching from external financing, we
just rely to our own money. The problems are BMT owner and employee whom most of all have
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minimum funding. Accordingly, the distribution of funding is not optimal because our own
source of money is low. The effect is if there is borrower who asked for Rp 10,000,000 funding,
we just give Rp 5,000,000 (Y04)...

This problem finding also aligns with Hamzah et al. (2013) who state that because establishment of
a BMT is easy and not complicated, it does not need large amount of capital. As a consequence of the
low capital invested, BMT only distributes small amounts of money to borrowers.

iv. Big amount of financing given: Several BMTs have drifted from their mission. They try to shift
their purpose from giving micro-financing to give big amounts of financing. Concentrated financing
only on one party will impact on the worst condition especially when the parties suffer bankruptcy
problems. Table 8 presents the impact of a big amount of financing given.

Table 8. Summary of big amount of financing given.

Sub sub-theme Explanation BMT
Freq. Percent
The impact of big amount of financing given =~ BMT collapse 12 42.857%
Borrowers bankruptcy 11 39.28%
Low sustainability 5 17.857%
Total 28
Respondents who answered 15

...Last year, we found BMT collapse. Previously, they become a big BMT with a big funding
distributed to customer. However, after checking, they give big funding only to one person so
after the person loss, BMT will also loss. Then, the person is suffering loss (NO4). In several
BMTs, sustainability is no more than two years (N06)...
In this practice, mission drift has occurred. Mission drift creates negative impact to BMT because
they change their mission from being a non-profit organization to a for-profit organization (Pischke,
2012).

5.2. Sub-Theme 2: The Solutions to the Problems of Quantity Rationing in BMT

Solutions were also given regarding quantity rationing problems, namely, the solutions in the case
of financing default, lack of liquidity in the peak season, low own capital sources and big amount of
financing given.

i. The solutions in the case of financing default: There were several suggestions from BMT
practitioners regarding the case of financing default, namely: financing rescheduling, write off, use
savings as collateral that act as risk management in the case of default, automated teller machine
card sent to BMT administrator for salary keeping, a “Bungkesmas” scheme which replaces lost
income using micro insurance, and the role of zakah, infaq, and shadaqah in the case of financing
default. Table 9 shows the solutions from BMT practitioners regarding to the case of financing
default.

From the table, it can be inferred that most respondents agreed that write off and the role of zakah,
infaq and shadagah are the most desirable solution. Financing rescheduling and sending automated
teller machine card to BMT are also the solutions in the case of financing default. Last, a few BMT
practitioners suggested savings as collateral and also increasing the role of zakah, infaq and shadagah
in BMT to solve financing default.
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Table 9. Summary of solutions in the case of financing default.

Sub sub-theme Explanation BMT
Freq. Percent
Solutions in the case of financing Financing rescheduled 13 20%
default Write off 14 21.54%
Savings as collateral 9 13.85%
Automated teller machine card sent to BMT 11 16.92%
“Bungkesmas” scheme 4 6.15%
The role of zakah, infaq and shadagah 14 21.54%
Total 65
Respondents who answered 24

...In our BMT, if there is default case. For example: sickness, fired, or death, we conduct
financing reschedule. Especially for death case, we discuss with family. Why? Because, here,
many of them religious. Even though they are poor, they don’t want leaving debts (Y01). In
practice, several customers get fired, then what should we do except reschedule (Y05)...

Rescheduling is the way to maintain the financial performance of Islamic microfinance through
reducing non-performing loans (Effendi, 2013). The rescheduling process will see any default case as
no default in the case of the borrowers being unable to pay financing (Yunus, 2004). Although
rescheduling is a solution, customers who conduct rescheduling are more likely to be credit rationed
for the next financing proposal (Petrick, 2004).

... There is probability of customer run. However, we have facilitated with write-off which
automatically closed but it is monitoring write-off. We are waiting the honesty of our customers
to repay every year. November is write-off process. Any fund losses, we have prepared since
beginning (Y01)...

Any increase in the write-off ratio means an increase in total risk (Chakravarty & Pylypiv, 2015).
Write off is the stage after the rescheduling process and will increase non-performing financing
(Morduch, 1999). A write off fund is a part of financial administration planning and charged
proportionally to every customer (Lyra & Winker, 2015).

A peculiarities solution in the case of financing default is the borrowers’ automated teller machine
card being kept by BMT especially in the case of employee borrowers. BMT will ask every borrower
who has funding in BMT to give their ATM card with the password. First, the borrowers with BMT
staff will go to the ATM to show the password and his/her current balance. Second, at the end of
payday, BMT staff will withdraw all the money, take the monthly payment obligation and give the
rest to the borrower. Honesty is important here. Although this solution will be a hassle for BMT staff
because they not only withdraw using one ATM card but withdraw from the accounts of all
customers using their ATM cards, this procedure will effectively reduce cases of default. This
procedure is the only solution for BOP borrowers who have a monthly salary.

... The guarantee is his/her ATM card give to BMT. Honestly, it will hassle us because we must
conduct monthly withdraw not only from one customer but also from overall customers. We
withdraw all money that come to their account, cut their monthly payment to BMT and we sent
back the rest to customers. If there are 1000 customers, it will hassle us but we always do it...

The deposit micro-insurance scheme is named bungkesmas in BMT. This micro-insurance will
replace the lost of income. It can be implemented for borrowers who have a non-stable income (no
salary). So, BOP borrowers who have no salary have the same chance as BOP borrowers who have a
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salary. Unfortunately, this scheme is not yet used in BMT.
...Several month ago, there are micro-insurance scheme proposed to us namely bungkesmas. The
system is that we will charge the customer through including it into administration cost. It is
important to reduce the case of default but not yet realize. If there are customers who are sick or
die, they will directly being covered by insurance so no need to repay their financing because
insurance has replace their monthly income. The insurance premium is proportional depends on
financing nominal (S04)...

Since BMTs are not under the supervision of the central bank of Indonesia, all savings and
financing is not guaranteed by a deposit insurance corporation (Rahajeng, 2013). It is important for
every borrower to have his/her own deposit insurance. This scheme will repay outstanding financing
if the borrowers die or sick (Wilson, 2006). The implementation of deposit micro-insurance will
reduce the role of depositor monitoring (Agur, 2013).

Last, BMT as an Islamic microfinance institution uses zakat, infaq, shadagah and waqf (ZISWAF) as
its risk management to handle defaults especially from people at the BOP. The existence of ZISWAF
will provide start-up capital for the micro-entrepreneurs (Obaidullah, 2008).

...Every ZISWAF funding sent to BMT is managed by baitul mall. We will use it to cover
disaster or the case of default. It is because until now no deposit-insurance available, so we depend
on this ZISWATF fund. Every borrower who is dealing with case of default is categorized as poor
people. So ZISWAF can distribute to them (502)...

One of the targets of ZISWAF is to help poor SMEs to repay their financing in the case of default
(Dariah, 2012). ZISWAF is also a tool to mobilize funds from the rich to the poor. Every SME which
has funding in BMT must pay ZISWAF and this fund will be mobilized to help in cases of default
(Cokro & Ismail, 2009).

ii. The solutions in the case of lack of liquidity in the peak season: Giving a special margin for time
deposits in the 2 to 3 months before peak season and savings gifts are solutions for minimizing the
lack of liquidity in the peak season. Savings mobilization with competitive rates of return on deposits
is also crucial to meet various customer liquidity needs (Barham et al., 1996). The solutions in the
case of lack of liquidity in the peak season are shown in the Table 10.

Most BMT borrowers agreed that a special margin for time deposits 2-3 months before peak
season will solve the problem of lack of liquidity in the peak season. Moreover, giving savings gifts
is an alternative solution.

Table 10. Summary of solutions in the case of lack of liquidity in the peak season.

Sub sub-theme Explanation BMT
Freq. Percent
Solutions in the case of lack of ~ Special margin for time deposits 2-3 months before 15 55.55%
liquidity in the peak season peak season
Savings gifts 12 44.44%
Total 27
Respondents who answered 21

...We have policy namely “prime-rate”. We distribute time deposit 2 or 3 months before the time
on which customer withdraw their saving, such as: school enrolment or religious event. On that
time, we give higher margin rate or profit sharing for every 6 months or more time deposit so we
do not face liquidity problem in the peak season (S09). We also increase promotion before fasting
month like: fasting month time deposit, profit sharing and gift. So the preference of customer to
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place in time deposit is high. The effect is our liquidity safe in the peak season (N05)...

The gift tradition in BMT will make a closer relationship between BMT officers and customers.
They will support each other. In the case of financing, BMT can educate customers in depth to
manage their money in the peak period (Sakai, 2010). This also motivates them to have more savings
instead of financing in BMT.

iii. The solutions to low own capital sources: There are several solutions to the case of low capital,
namely channeling with other BMT, and financing donors. Table 11 shows the solutions of low own
capital sources.

Table 11. Summary of solutions of low own capital sources.

Sub sub-theme Explanation BMT
Freq. Percent
Solutions in the case of low own capital sources Channeling with other BMT 13 48.15%
Financing donor 14 51.85%
Total 27
Respondents who answered 15

A majority of BMT practitioners choose a financing donor as the most desirable solution continues
with channeling with other BMT.

...Several financing with high nominal, we give to bigger BMT. We called it channeling. So
there is no credit rationing. If the financing proposal is big and we cannot afford, we will
channeling to other BMT (Y04)...

The practice of channeling to the biggest financial institutions is common practice in microfinance
and also Islamic microfinance. This will enlarge the possibility of the poor getting funding
(Chowdhury, 2005). Besides that, BMT also need financing donors from other institutions to counter
low own capital source. Microfinance, which includes Islamic microfinance, needs capital from
external financial institutions or donors (Bourjade & Schindele, 2012).

...The solution is we increase our capital but using own source is impossible so we prepare to
request funding to other party although independence aspect will be decrease. However, since we
get cheaper source of fund, it will benefit us and our liquidity still safe (502). Our BMT has
collaboration with Muslim aid. The purpose is for poor people. Our liquidity problem is solved
using this funding (NO4). So far, primary cooperatives help us through distributing soft
financing from the government. If there is no source of financing, our BMT will collapse (S01)...

External sources of funds will carry a high margin or profit sharing in return. This condition has
the consequence that the impacts to high margin or profit sharing is passed on to borrowers for every
financing (Shankar, 2013). It also reduces the level of BMT dependency since the donor always
monitors BMT activities (Alaeddin &Anwar, 2012). However, besides increasing BMT capital, the
existence of an external fund will create efficiency if the source is cheap (Ghosh & Van Tassel, 2011).

iv. The solutions to big amount of financing given: In order to ensure that poor people get money
fairly, BMT must give funding on a small amount. However, several BMTs give money in a big
amount. Since their customers are people at the BOP, they will have to deal with bad repayment.
Last, standardization of a maximum limit of borrowing must also be implemented. Table 12 presents
the solutions to big amounts of financing given.

The majority of BMT practitioners should give funding on a small amount. Standardization of the
maximum limit of borrowing is also a solution to big amounts of financing given.
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Table 12. Summary of solutions of big amount of financing given.

Sub sub-theme Explanation BMT
Freq. Percent
Solutions in the case of low own Give funding on a small nominal scale 11 57.89%
capital sources Standardization of maximum limit of 8 42.10%
borrowing
Total 19
Respondents who answered 14

...Basically, we provide financing service to the smallest nominal. In average, the financing
nominal is around Rp 2,500,000 to Rp 3,000,000. If someone increase financing proposal to 20
million, 30 million, 50 million until 100 million, we still provide. Although it is not our scope,
we only provide micro financing. But we still provide even the risk is we cannot give small
financing to others and we also face risk of return. As a consequence, we only provide big amount
of financing to previous customers with 10 to 20 years return. So daily return is the same with
small financing because we just want control their business (Y01). We are not brave to give big
nominal funding. Even if someone has big saving, we will direct them to the bank. Why? They
sometimes cannot repay and if they have big saving, they will withdraw in a short period and
BMT will face liquidity problem (S05)...

Micro-financing scope is an effective way to generate economic empowerment. It is also effective
to alleviate poverty. This scope helps the poor to enhance their household income and minimize life
crises (Idris & Agbim, 2015). The micro financing program is suitably given to the lowest income
groups (Barboza & Trejos, 2009). It also acts as an indicator that people at BOP are bankable people
(Muhumuza, 2013).

The last solution is standardization of a maximum limit of borrowing. BMT must set a maximum
limit to borrowing in order to ensure financing is distributed fairly to the people at the BOP.

...We have limitation of maximal financing is around Rp 25,000,000 but our priority is under
Rp 10,000,000 (Y04). Financing nominal is started from Rp 1,000,000, Rp 2,000,000, Rp
5,000,000 and even Rp 500,000,000 also we give (Y01). We do not have standardization of
maximal limitation. Since we can give, we will give (502)...

Until now, there is no standardization of a maximum funding limit and every BMT has its own
policy. Some BMT give a huge amount of funding only to one person, so quantity rationing becomes
worse since they have no money to give to others.

6. Conclusion

Several suggested solutions from BMT practitioners for overcoming the challenges in practicing
quantity rationing. The first set of challenges is financing default because of death, no stable income,
moral hazard and sickness. These problems are solved through financing rescheduling in the case of
sickness and no stable income, write off if the customer cannot repay at all, holding the borrower’s
ATM card for salary keeping in order to handle default cases, micro-scheme insurance as income
replacement and zakah, infaq and shadagah to fund default financing. The second set of challenges is
lack of liquidity in the peak seasons because of school enrollment and religious holidays. These
problems are solved through giving savings gifts and a special margin on saving which is given
before the peak seasons so it can save the stock of money. The more the savings balance the less
quantity rationing occurs. Third is low capital sourced by the BMT which results in lower capital
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distribution from BMT to borrowers. Channeling with other BMT, searching for donors from other
institutions and setting a maximum limit on borrowing are the solutions to low own capital source.
Last is the case of a big amount of financing given to a borrower which is solved using the micro-
financing scheme and standardization of a maximum limit of financing.

Appreciating the positive and see
how possible future unfolds

Reframing Stage

Financing scheduled, write off,
savings as collateral, automated teller
machine sent to BMT, bungkesmas
scheme, the role of zakah, infag and
shadaqah

> Death, no stable income, sickness, )

Financing default reasons
8 . moral hazard

Highest frequency of withdraw:
Celebrate religious events, school \

enrolment
Special margin for time deposit before

| Lack of liquidity in the

£\

peak season / peak season, saving gifts
The purpose of financing proposal:
Quantity precautionary motive, transactional
rationing motive

Why low own capital sources: not
enough capital from BMT founders, \

small capital needed to establish BMT
Channeling with other BMT,

financing donor

Low own capital sources

The impact of low own capital
sources: low capital distribution, low
capital to be invested

L~ S\

Give funding on a small nominal
scale, standardization of maximum
limit of borrowing

Big amount of financing > BMT collapse, borrowers bankruptcy, )
given low sustainability

6.1 Policy implications

This study is expected to solve quantity rationing problems for borrowers at BOP and there are
several policy recommendations to be highlighted. These recommendations are useful for two
institutions, namely, the observed institutions of Islamic microfinance (BMT) and generally to the
policy maker institution (the Indonesian government). The policy recommendations of this study
can be summarized as follow:

1. BMT should provide credit plus financing. In the future, BMT must engage in an education
program as their financing plus program. So, here, BMT will not only provide financing but also a
program to enhance education. Several microfinance institutions have credit plus financing in which
they not only provide financing but also credit plus such as education and training. Education and
training are important to increase knowledge of how to handle the quantity rationing problem.
Microfinance can provide the best practice to clients by providing credit-plus service. This will be
viewed as a crucial initiative for the development of the semi-micro and micro aspect of the global
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economy and will help to achieve the MDGs/SDGs goals.

2. Creating the eligibility standard of BOP borrowers to get financing. Moreover, the standard of
eligibility is important for BMT in the first financing proposal. It is recommended that BMT use
eligibility as screening in the first financing proposal. The eligibility criterion will ensure that only
the poor or very poor can participate in BMT financing (Hassan & Renteria-Guerrero, 1997).
However, for the second financing proposal, BMT must screen through character. Character will
replace the function of eligibility for the second or additional financing proposal. BMT should
provide various financial products.

BMT must provide various financial products. Nowadays, people at BOP are more critical. They
can choose another financial institution provider as they want. Many of commercial banks build and
also create channeling to the microfinance sector. If BMT stay with their previous products without
any improvement, they will lose out in competition with others.

3. Controlling financial aspects of their clients. BMT should conduct monitoring on their clients
monthly sales, monthly profit, monthly food expenditure, monthly non-food expenditure, monthly
medical expenditure and monthly education expenditure. Through controlling these variables, BMT
has participated in eradicating extreme poverty and hunger. The existence of BMT is effective in
achieving universal primary education.

Finally, people in the BOP market are still profitable. BMT should cut several barriers to the BOP
market, such as the problems of quantity rationing, price rationing and risk rationing. It is
recommended that BMT implement several of the suggestions obtained from qualitative assessment
to reduce several barriers to BOP market.

4. Government should have extra budget to support BMT. The government must support BMT in
several ways. First, government must have a budget to support BMT growth since the purpose of
BMT is reducing poverty. The condition of lack of money to be distributed to people at BOP must be
considered by the Government.

Government intervention especially in the rural credit market is needed to provide access for the
poor through leading credit institutions, producing financing programs, and subsidizing margin,
together with several interventions (Jia, 2010). It is because eradicating poverty and hunger is under
Government responsibility.

5. Clear regulation from Government is needed. Government must support BMT with regulation.
Difficulty conducting central bank checking to know about their borrowers is a problem for BMT.
Supervising BMT is important for government through channeling with other banks or providing
proper regulation. Another way is that BMT must be supervised by the financial service authority
since it distributes and collects fund.

Government policies and regulations are needed to protect borrowers’ saving and rights. These
policies and regulations enable MFIs to serve poorer borrowers (Im and Sun, 2014). Since the case of
mission drift in Islamic microfinance arise, the immediate need for regulation arises when MFIs seek
to accept deposits. Regulation, encompassing licensing, capital requirements, and safety of
depositors, is essential as MFIs grow in size and scope. Regulatory guidelines would also help level
the playing field (Koveos & Randhawa, 2004).
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ABSTRACT

This study aims to explore the concept of sustainable development in the
Islamic economy and analyze it from the perspective of Sharia objectives.
The study relies on qualitative methodology and desk research methods
to analyze the concepts and ideas related to Sharia objectives and
sustainable development. The Sharia objectives encompass the various
aspects of human life, focusing on achieving benefits and preventing
harm. The Islamic economy is considered part of sustainable
development, where humans are expected to preserve the earth, develop
its environment and economy, and enhance the spiritual, ethical, and
cultural dimensions of living standards. Nations need to adopt national
visions to achieve sustainability dimensions through governmental
institutions, the private sector, and civil society. Islamic communities
must also commit to protecting the environment as part of cultural and
human development. Consequently, the research seeks to explore how
the five Sharia objectives can be achieved through sustainable
development, environmental protection, and natural resource
conservation while ensuring economic justice and sound governance.
The study also strengthens the perspective of the Islamic economy in
addressing the dimensions of sustainable development and achieving
them.
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