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ABSTRACT

The reduction of poverty and socio-economic development has become a foremost
issue in modern society. One approach to improving this was the establishment of
microfinance, which has since become an important part of poverty alleviation
strategies, but very few studies have considered its benefits based on characteristics
other than poverty. Therefore, this study aims to investigate and determine how
different client characteristics affect the way people benefit from the financing provided
by microfinance institutions. Data were gathered from the beneficiaries of both
conventional and Islamic microfinance using a questionnaire, and then analysed using
the Kruskal-Wallis and the Mann-Whitney U tests. The results show how MFI financing
benefits clients differently based on certain characteristics, as well as how these socio-
economic benefits differ based on whether the financing is provided by a conventional
or an Islamic MFI. Overall, conventional and Islamic MFIs have similar strategies when
it comes to providing socio-economic benefits to their clients. However, where they
diverge is when client gender is considered, as IMFIs are more likely to benefit women.
This research will be beneficial to MFls in terms of the development of their services,
as it will help them identify the strengths and weaknesses of their offerings and how
well these are able to assist them in fulfilling their purpose of providing benefit to the
poorest of the poor, increasing financial inclusion and contributing to socio-economic
development.
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I. INTRODUCTION

1.1. Background

The reduction of poverty and socio-economic development has become a foremost
issue in modern society. People without or with a very small income face many
difficulties in everyday life. These families struggle daily; they have difficulties in
acquiring basic foodstuff, they do not have enough money to finance the education
of their children, and they lack access to healthcare and medicaments. Financial
exclusion further traps them in a vicious circle of poverty (Abdelkader & Salem,
2013) because they do not have access to financing which could help improve
their lives. Therefore, it can be concluded that poverty is one of the biggest moral
challenges of our time (Malim, 2011). This problem can, however, be solved if we
determine a comprehensive and holistic approach towards increasing financial
inclusion. One such approach to improving the living conditions of poor people,
while increasing financial inclusion, was the establishment of microfinance. When
Muhammad Yunus established the Grameen Bank in 1976, which provided
banking for the poor, he presented to the world a truly effective approach to
poverty alleviation (Vatta, 2010). He was the pioneer and founder of the modern
microfinance industry, which allows non-bankable people and people without
collateral to take out a loan and finally become part of the formal financial system.
The Consultative Group to Assist the Poor (CGAP) defined microfinance as “the
provision of financial services to low-income people” (CGAP, 2014). Over time,
microfinance has been identified and accepted as an important part of poverty
alleviation strategies, and subsequently the global microfinance industry has
experienced significant growth worldwide.

At the same time, there is a need among Muslim populations for the
establishment of MFIs that offer products that are in accordance with the Shari’ah,
also known as Islamic law, since many countries with significant populations
living under the poverty line are identified as being majority Muslim. Therefore,
Islamic microfinance has also experienced rapid growth due to the high demand,
particularly from poor countries such as Indonesia, Bangladesh and Afghanistan,
where such demand for Islamic microfinance products is particularly high, and
which account for around 80 percent of global outreach (Abdelkader & Salem,
2013). Islamic MFIs are an alternative to conventional MFIs, providing poor people
with basic financial services at low cost.

However, low-income people are not all the same and even their needs differ
according to different characteristics besides low-income. Some have issues
arising from their marital status, in which they not only lack income, but also
support from an extended family. Others may be victims of sexism and the gender
stereotypes perpetuated by their respective societies. Often, these characteristics
may create additional barriers which affect beneficiaries” income and the way in
which microfinancing assists them. Therefore, there is a need to consider how
microfinance institutions benefit people socio-economically based on differing
characteristics; that is to say, to determine whether different client characteristics
affect the way they benefit from such institutions.

A great number of studies have already conducted in the field of microfinance
and poverty alleviation. However, those focusing on microfinance in Bosnia and
Herzegovina (B&H) are only related to conventional microfinance. There are a
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very limited number of studies on B&H concerning the socio-economic impact
of Islamic microfinance. This study highlights microfinance and examines its
importance for socio-economic development in B&H. It also examines the interest
in Islamic microfinance in a secular society with a significant Muslim population
and measures its impact on its beneficiaries in comparison with their conventional
counterparts. Furthermore, the study is very important in light of current global
issues. Many refugees and other migrants escaping conflict in their countries
have found their way to Europe in search of a better life and increased economic
opportunities. As is well known, the majority of these refugees and migrants are
Muslim and are coming from predominantly Muslim societies, which, to varying
degrees, operate according to Islamic norms. These individuals will be in need of
aid, and in order to keep them from becoming stuck in the poverty cycle, while
also freeing them from social benefits which render them dependent on the state,
financing will be required. B&H, as a secular European country with a dominant
Muslim population, serves as a perfect example for other European countries with
significant Muslim populations, such as Germany and France. This research, which
examines the concepts of financing poorer populations using Shari’ah-compliant
models in a secular financial system, serves as an excellent case study, and its
results could be applicable to other European countries, such as those mentioned
above. Therefore, the study has significant applications outside the scope of the
particular case and will provide useful insight into the possibilities of Islamic
microfinance on a global scale.

1.2. Objectives

The objectives of this research are as follows:

* To explain how MFIs operate and the foundations of their work;

e To investigate the impact of MFIs on socio-economic development by
determining their significance in improving the standard of living (in terms
of education, health, savings, business and employment opportunities, and
similar aspects) of their beneficiaries;

* To compare the socio-economic impact of Islamic MFIs vs. conventional MFIs
on the standard of living of their beneficiaries;

* To explain Islamic microfinance as an alternative (and possibly more effective)
approach to socio-economic development and improvement in living
standards.

II. LITERATURE REVIEW
2.1. Background Theory
Reducing poverty has become an important global goal. According to the United
Nations (UN), 836 million people still live in extreme poverty (United Nations,
2014). Many organisations, governments and individuals have developed projects
aimed at attempting to assist those who live in very poor conditions, with
microfinance being one strategy.

Many studies have provided insight into the positive effects of microfinance,
especially on the lives of those who receive micro-financing, i.e. the beneficiaries.
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In 1999, the World Bank investigated 675 beneficiaries of micro-financing in
Bangladesh, with the aim to determine how it affected their lives. The results of
the study indicated that there was a positive correlation between the receipt of
microfinance assistance and a better standard of living, both from economic and
social perspectives. This indicates that there is an interdependence between socio-
economic factors and microfinance assistance. However, the most interesting result
of this study was that the positive impact was largely triggered by the increased
participation of women through self-employment as a result of micro-financing
(Lavoori & Paramanik, 2014).

Since 1999, many studies have been conducted around the world confirming
these results by finding positive correlations between microfinance and increased
employment, female empowerment and the better economic and social status
of the beneficiaries. Gangaiah et al . (2006) conducted a study in India which
investigated the relationship between microfinance and economic status. They
found that microfinance impacted income generation in an Indian village
positively, where the beneficiaries were able to increase their household income
by using microfinance loans to create self-employment opportunities. Paul (2014)
found similar results, particularly where job creation and self-employment were
concerned. He found that creating opportunities for self-employment was a very
important role of microfinance, but also that through different microfinance
programmes, beneficiaries were encouraged to improve other aspects of their
lives, such as health, children’s education and nutrition.

Kumar et al . (2008) conducted a study in Northern India but found that the
first round of financing from an MFI was not enough to create favourable impacts
or to change the lives of the beneficiaries. Instead, it was not until the second round
of financing that an increase in employment or skills development could be seen.
Nevertheless, by empowering the poor we are building a society where even those
of lower economic status can contribute to social and economic development,
thus breaking the chain of dependency and increasing self-confidence (Vachyah
& Kamaiah, 2015). Santosh et al. (2016) confirmed this, showing how microfinance
significantly contributed to the wellbeing of beneficiaries in India.

Mathur and Mathur (2016) claimed that microfinance played two roles in
socio-economic development; first by supporting the poorer members of society,
and second by promoting self-employment and encouraging people to become
more productive, thus contributing to job creation, and benefitting the community
at large.

More recent studies have begun to focus on female empowerment in order
to determine how effective microfinance actually is in helping women gain
independence, particularly in male-dominated societies. As a holistic approach,
microfinance has had a great impact, especially on female empowerment, where
it has successfully helped them fulfil their needs without being dependent on
others (Santosh et al., 2016). According to Aseanty and Hassan (2013), MFIs are
increasingly targeting women for three reasons: the rate of repayment among
women is higher than with men; women have fewer employment opportunities
in developing countries; and women distribute their money better when making
multiple investments, such as investing in the improvement of their households,
in their children, and in micro-businesses. However, Fiona (2014) found that it was
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not enough to provide women with micro-financing, but that they also needed to
be educated through informative materials and skills training. This is because her
study found that while microfinance loans were able to provide self-employment,
once these activities became commercialised, men took over.

2.2. Previous Studies

Islamic microfinance and Islamic MFIs have gained interest over recent years,
especially in low-income Muslim communities, where conventional MFIs have
low penetration rates as the public refuses to use non-Shari’ah-compliant products.
Consequently, numerous studies have analysed Islamic microfinance in the hope
of providing strategies which provide the socio-economic development benefits of
microfinance, but in a manner which is permissible from an Islamic perspective.

Many studies on the benefits of Islamic microfinance have shown similar results
to those conducted on conventional microfinance. Rahman (2010) conducted an
empirical study of Bangladesh, considering access to Islamic microfinance. He
found that the beneficiaries of Islamic microfinance were able to significantly
increase their household income and employment upon receiving financing.
Rahman also suggested that Islamic microfinance may be more efficient in poverty
alleviation because it is more likely to encourage ethical behaviour. This ethical
approach in turn leads to more desirable economic behaviour, thus promoting
economic growth. Ahamad et al. (2016) also found that Islamic microfinance
significantly contributed to the economic development of beneficiaries and their
households.

Some authors have suggested a preference for Islamic microfinance,
especially in Muslim countries and communities where it is more welcome, but
also in conventional societies, which could also benefit from the added ethical
principles (Haneef et al., 2014). Obaidullah and Khan (2008) indicated that Islamic
microfinance was effective as a development tool due to its ability to reach the
poorest of the poor, which even conventional while Islamic microfinance does
not follow their example . Islamic MFIs also have more rigorous monitoring
requirements, which tend to contribute to the success of their financing, since
they also provide support alongside funding (Zouari & Nabi, 2013). This is
because providing financial services is not the only task for Islamic MFIs. They
also must ensure that beneficiaries receive adequate education, consultation and
cooperation. This process in an Islamic context is called the shuratic process, or
that of consultation (Abdul Gafar Ismail , 2014). Providing finance through Islamic
MFIs is therefore much more than simply interest-free financing. It involves a
whole system which intends to enhance and improve the overall condition of
society in accordance with Shari’ah objectives (Dusuki, 2008).

Islamic microfinance is, however, not without its faults. Abdelkader and Salem
(2013) conducted a study comparing Islamic and conventional MFIs in terms of
technical efficiency in the Middle East and North Africa. The authors found that
there were no significant differences in efficiency between the two and concluded
that using products which are in accordance with Shari’ah does not affect the
performance of MFIs. Nevertheless, Sugema et al. (2010) suggested that the profit-
loss sharing contracts which constitute the foundations of Islamic economics, and
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therefore Islamic microfinance, could be further improved to allow for increased
distribution of funds and the effective reduction of income inequality.

Regarding Islamic microfinance in B&H, only one Islamic MFI is currently
operating in the country (Efendic & Hadzic, 2017). According to Khan (2008),
Islamic Relief established microfinance in B&H and through their program
offered microcredits based on Qard Hasan and Murabaha. Their primary goal
was to provide aid to widowed women and orphaned children from the Bosnian
War. In fact, Islamic Relief was initially established as a charity in B&H before
restructuring as an MFIL. Subsequently, most of their efforts have continued to be
focused on providing aid to disadvantaged families and on female empowerment.

Overall, most of the literature has found very few differences between
conventional and Islamic microfinance. While many studies point to the significant
contribution microfinance makes to economic development, few identify any
differences in its approach and effect. Some have even shown that Shari’ah
compliance makes no difference to the performance of the microfinance institution.
However, none of these studies considers specific demographic characteristics,
but instead generalise the poor populations as a whole, considering only how
microfinance affects overall poverty, rather than how it affects individuals with
varying characteristics living in poverty. Similarly, no studies on this specific
topic have been conducted in B&H, which is an interesting case, not only as a
European Muslim country, but as one which serves as an example of the successful
implementation of microfinance (mainly in the post-Bosnian war years).

III. METHODOLOGY

3.1. Data

The research made use of both theoretical and empirical data, with both sets
needing to be collected appropriately. Theoretical data refer to the data collected
for the purpose of developing the study’s theoretical background and literature
review. These data comprise the collection of secondary data from numerous
articles and texts from other authors. The literature used included journal articles,
proceedings, books, reports, and published and unpublished empirical studies .
Both online and printed sources were considered. The fields of interest included
Islamic finance, microfinance, Islamic microfinance and takaful, poverty alleviation
strategies, socio-economic development and other academic fields which were the
focus of the study.

The empirical data were collected using a questionnaire. This included a set of
questions which were administered to the target group in the same, pre-arranged
order (Saunders et al., 2012). Questionnaires are most efficient when they are
simple and straightforward, so that respondents clearly understand what is being
asked of them, thus reducing the chances of uncertainty and limiting the amount
of inaccurate information (Onwuegbuzie & Hitchcock, 2017). The questionnaire
used was clearly divided into four sections with very straightforward questions,
and was tested through a pilot study.

The first section consisted of 10 questions related to the respondent’s
demographic characteristics and financial situation. All the questions in this section
were multiple choice, with respondents required to choose one answer from a set
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of possible answers provided for each question. The second section contained only
one question, which asked the respondents to indicate why they had opted for
an Islamic MFI. This was also a multiple choice question; however, respondents
were able to choose more than one option if necessary. The third section included
questions concerned with the respondents’ perceptions of the Islamic MFI of
which they were a beneficiary, namely its impact on various aspects of their lives.
They were asked to rate the extent to which they agreed with the statements
provided, thereby providing their related perceptions. This section used a Likert
scale which ranged from 1, strongly disagree, to 5, strongly agree. The statements
focused on various aspects of the respondents’ social and economic status before
and after receiving financing from the Islamic MFI. The fourth and final section
of the questionnaire was structured in exactly the same way as the third section.
However, this section was concerned with the respondents’ perceptions of the
conventional MFI of which they were also a beneficiary.

The target population were individuals who were clients of both the Islamic
and a conventional MFI in B&H. Subsequently, a sample of 263 respondents was
included in the target group, representing the total number of clients using both
conventional and Islamic microfinance in all of B&H. Once this target population
had been identified, each individual was contacted by telephone due to feasibility
constraints resulting from their widespread geographical situation across the
country. Out of the total population of 263 potentially relevant respondents, 84
valid responses were collected, meaning the usable response rate was around
32 percent. As there are not many individuals who are beneficiaries of both the
Islamic and a conventional MFI in B&H, it was difficult to obtain a larger sample.
Many clients were hesitant to provide information, as they were distrustful and
could not be convinced of the anonymity of the research. Nevertheless, while this
may seem to be a small sample, it must be emphasised that it represents 32 percent
of the entire target population and not just 32 percent of a given sample. As such,
we believe it is sufficient to represent the entire population.

Descriptive statistics were used to develop a respondent profile in terms of
demographic characteristics and financial status, as well as a summary of the overall
perception of the beneficiaries of the impact of both Islamic and conventional
microfinance on the quality and standard of their lives. Inferential statistical
analysis included the use of Kruskal-Wallis and Mann-Whitney U tests to examine
the research question. The tests were conducted on demographic factors by the
socio-economic benefits of MFIs. Both of these are nonparametric methods and an
appropriate analysis method to evaluate differences between distribution and the
socio-economic benefits of MFIs . The assumptions were that the samples drawn
from the population were random, that the observations were independent of one
another, and that the measurement scale of the socio-economic benefits, which
represent the dependent variables, were at least ordinal, which is validated since
they are measured on a Likert scale.

While the overall target population of the research are individuals who are
beneficiaries of both Islamic and conventional MFIs, this research not only seeks
to determine how they have benefitted from each differently, but it also aims to
determine how each of the MFIs benefit them based on specific characteristics. In
other words, not only is it necessary to determine whether people benefit more
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from Islamic compared to conventional MFIs , but how these benefits manifest
themselves based on their demographic characteristics such as age, gender, and
marital status, as we are dealing with different populations, such as men and
women, different age groups and so on. Therefore, the Kruskal-Wallis test is ideal
for such an analysis between different groups/populations.

3.2. Model Development

Primarily, and to fulfil the first objective of the study, the research established a
strong theoretical foundation by reviewing the relevant literature. As previously
mentioned, many academic sources were used for this purpose. As such, we were
able to establish the operations of MFIs and the foundations of their work. This was
important in the development of our model, since it contributed to the creation of
the questionnaire used to collect the empirical data.

Due to the fact that our data do not follow normal distribution, the following
tests were deemed most appropriate. The Kruskal-Wallis test was conducted for
the following demographic groups, because they comprised more than two sub-
groups:

* Age: 21-40 years old, 41-60 years old, and 60 years or older.

Level of education: primary school, secondary school and university.
Number of members in household: Fewer than 2, and 2-5.

The Mann-Whitney test was conducted for the following demographic groups
which only had two sub-groups:

Gender: male or female.

Religion: Islam and other.

Marital status: married or unmarried.

Role as decision maker in household: yes or no.

Income level: less than or equal to 500 BAM or more than 500 BAM.

Savings held: yes or no.

Size of loan received from MFI: less than or equal to 5000 BAM or more than
5000 BAM.

Running either the Kruskal-Wallis or Mann-Whitney test, we obtained
p-values which represent the statistical differences between the mean scores of the
perceptions of MFIs of the different demographic groups. Statistical significance is
represented by p-values which are lower than 5 percent (p < 0.05).

The tests were conducted to answer the question : How do the socio-economic
benefits of microfinance institutions differ based on client characteristics, and how
do these differences vary based on whether the MFI is Islamic or conventional?

The hypotheses were formulated as follows:

H,=  There is no difference in the socio-economic benefits of MFIs among
different categories of MFI clients.
H =  There are different socio-economic benefits of MFIs among different

categories of MFI clients.
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3.3. Method

Following the ontology and epistemology of the research, we used an objectivist
philosophy which aims to determine whether the socio-economic benefits of MFIs
vary among different categories of clients, or beneficiaries, of MFI services (Trokic,
2016). Understanding research philosophy is important for defining research
strategy or practical methodology (Saunders et al., 2009). The study also seeks to
investigate the impact of microfinance benefits on various aspects of the lives of
the beneficiaries without prejudice from the researchers, who otherwise remain
uninvolved in the research itself, without having any personal interest in the
issue. In that respect, the study is also positivist. Positivism relies on facts and
reality, examining social phenomena and their causes when the collected data are
measurable and can be statistically analysed. Positivism also entails a deductive
research approach through which hypotheses are empirically tested (Vercic et al.,
2010). Unlike positivism, social constructionism relies heavily on the observations
of the researchers, who may also be part of the situation, and therefore provides
generalisation though theoretical abstraction rather than statistical probability
(Ramanathan, 2008).

IV. RESULTS AND ANALYSIS

4.1. Results

The demographic profiles of the respondents affect the results and therefore it
is important to understand the demographic make-up of those who participated
in the research data collection. Particularly when considering perception,
demographic factors such as gender and age can greatly affect one’s viewpoint
and thus affect the manner in which questions are answered. Understanding the
profile of respondents helps us place the empirical results into context and can
later lead to stronger analysis (Table 1). The respondent profile was established
by using descriptive statistics to analyse the findings, namely frequency and
percentages.

Table 1.
Demographic Profile of the Respondents
Frequency % Total

Male 38 452

4

Gender Female 46 54.8 ’

21-40 years of age 24 28.6

Age Group 41-60 years of age 41 48.8 84
61 or older 19 22.6
Islam 83 98.9

igi 84
Religion Other 1 12
Single 6 71
Married 52 61.9

ital 84
Marital Status Divorced 7 83

Widowed 19 22.6
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Table 1.
Demographic Profile of the Respondents (Continued)
Frequency % Total
Primary School 7 8.3
. Secondary School 52 61.9
Educational Level Bachelor " 286 84
Postgraduate (Master or PhD) 1 12
Fewer than 2 members in the
Number of Memb household 10 119
umber of VIEmbErs 2 to 5 members in the household 71 84.5 84
in the Household
More than 5 members in the 3 36
household ’
Are you the Head/Main Yes 75 89.3
Decision Maker of your 84
Household? No ? 10.7

Source: Author, 2019

According to the analysis of the demographic attributes of the respondents,
nearly all of the beneficiaries which participated in the questionnaire, apart
from one, claimed to follow the Islamic faith. This is unsurprising, considering
that the MFI in question is an Islamic one, which openly targets individuals who
seek Shari'ah-compliant microfinancing products and services (Smolo, 2013).
The majority of respondents (61.9 percent) claimed to have a secondary school
education, while the second largest group claimed to have an undergraduate
university degree, representing 28.6 percent of the sample. This means that the
majority of the sample had at least a secondary school education, while more than
a quarter were educated to university level.

The average size of the respondents’ families was between 2 to 5 members.
Most of the respondents, 61.9 percent, were married, while surprising 22.6 percent
were widowed. If we consider size of household and marital status together, we
can assume that the results probably suggest that most respondents had children.
In addition, the majority of respondents were aged between 21 and 40 years
and were living in a society and culture which places significance on family and
childbearing.

89.3 percent of the respondents claimed to be the main decision makers in their
household. If we consider that nearly 55 percent were female, this is surprising,
since many studies point to the fact that while women tend to receive micro-
financing more than men, they are not the main decision makers within the
household. This is why much of the literature points to the fact that financing may
be given to women, but often tends to be controlled by men (Fiona, 2014; Santosh
et al., 2016). Nevertheless, the respondents may be referring to their current status
after having received financing from the MFI, which will be determined by further
analysis later in this chapter .



Journal of Islamic Monetary Economics and Finance, Vol. 6, Number 1, 2020 105

Table 2.
Financial Status of the Respondents
Financial Status Frequency % Total
Monthly income
None 1 1.2
Less than 300 BAM 5 6.0 84
301 -500 BAM 45 53.6
More than 500 BAM 33 39.3
Savings
Yes 1 1.2 84
No 83 98.8
Value of financing obtained from the Islamic MFI
Less than 5,000 BAM 80 95.2 84
5,000 - 10,000 BAM 4 4.8
More than 10,000 BAM 0 0

Source: Author, 2019

Considering the financial status of the respondents (Table 2), all apart from
one claimed to have no savings. This is not surprising, since individuals seeking
microfinancing tend not to have a reserve of funds (Maitrot & Hulme, 2014).
Moreover, considering that the majority of respondents claimed to have a monthly
income of between 301 and 500 BAM, in a country where the average consumer
basket for a family of 4 is nearly 1,800 BAM (klix.ba, 2016), it is highly unlikely
that savings are an option. Furthermore, it is likely that many of the respondents
were receiving social benefits, which are usually between 300 and 500 BAM.

The fact that nearly all of the respondents received only 5,000 BAM in financing
from the MFI may seem odd at first. However, it should be noted that the Islamic
MFI only began providing financing of more than 5,000 BAM nearly 2 years ago
(Berryman & Pytkowska, 2014). Since Islamic MFIs have to follow the Shari‘ah, they
cannot receive funding from commercial banks. In a secular economy, this makes
it very difficult to secure Shari’ah-compliant sources of funding (Abdelkader and
Salem, 2013). This is the case with the Islamic MFI in B&H, which initially did
not have sufficient funding and, in an attempt to reach as many beneficiaries as
possible, offered lower amounts.

4.2, Analysis

Considering the important role demographic attributes play in clients’ perceptions
of MFIs, both Islamic and conventional, it is important to determine how different
categories of clients benefit from different types of MFIs, and whether some
benefits are more, or less, beneficial to them. As mentioned, the Kruskal-Wallis and
the Mann-Whitney U tests were used to evaluate the differences in distribution
between demographic groups.

If we observe all the p-values of the two tests, we can establish which client
characteristics are statistically significant in terms of the benefits from MFI
offerings. From the results, it can be seen that the client characteristics with the
most statistically significant results are age, education level, number of household
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members, and income. However, this is not the same for all the socio-economic
benefits, meaning that clients do not benefit from MFI offerings in the same way.
It will first be considered in more detail how clients benefit based on varying
characteristics from the two types of MFI.

4.2.1. How MFIs Benefit Clients based on Age
The results in Table 3 indicate that clients aged between 21 and 40 benefit more
from certain MFI services than older clients.

In terms of education and employment opportunities, younger clients are more
likely to benefit than older ones. The former are more in need of education than the
latter, as the assumption is that older clients have either already received or had the
chance to receive an education, which could provide them with more employment
opportunities. If older clients did not have education opportunities, it would stand
to reason that their investment potential would be much lower than it would be
with younger clients, who have a higher chance of living longer and hence the
benefits of additional education, which would only be seen after a certain period
of time, would be higher. The education they receive could help gain employment,
which younger clients are more likely to secure as they are more employable than
older ones. In general, the 21 to 40 age group is the optimal working category, so
it stands to reason that it would be easier to employ individuals who fall into this
group. Increased education and employment opportunities often go hand in hand
with increased income, which is also why younger clients are more likely to enjoy
this benefit from MFIs, as indicated by the results. Alternatively, older clients are
more likely to receive increased healthcare than younger ones. Since older clients
are more prone to health issues, MFIs would need to provide them with more
healthcare benefits than younger clients.

Table 3.
Clients” Age and MFI Benefits
Age
Benefit (21-40 vs. 41-60 vs. 60+)
IMFI CMFI
Better access to education 0.001 0.001
Better access to healthcare 0.001 0.001
More employment opportunities 0.001 0.001
Overall material situation improved 0.036 0.169
Living standards of beneficiary and family improved 0.002 0.040
Increased savings 0.053 0.161
Increased income 0.001 0.001
Role in decision making improved 0.003 0.419

Source: Author, 2019

However, it must be stated that despite the variations in the benefit received
based on age, there is no significant difference in the socio-economic benefits
delivered by Islamic and conventional MFIs. This means that, regardless of which
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institution clients receive assistance from, the benefits they receive are similar, in
line with their given characteristics. In other words, Islamic and conventional MFIs
do not appear to have differing strategies in how they aid their clients. Instead,
both prioritise their offerings based on client age in similar ways. For example, both
prioritise increased health services for older clients, while prioritising education
and employment opportunities for younger ones.

4.2.2. How MFIs Benefit Clients based on Gender

While the results pertaining to how clients receive benefits from MFIs based on
gender (Table 4) were not statistically significant, meaning we cannot reject the null
hypothesis that there are no differences, there were some interesting observations.

Table 4.
Clients” Gender and MFI Benefits
Gender

Benefit (Female vs. Male)

IMFI CMFI
Better access to education 0.239 0.359
Better access to healthcare 0.871 0.427
More employment opportunities 0.591 0.841
Overall material situation improved 0.726 0.337
Living standards of beneficiary and family improved 0.744 0.817
Increased savings 0.727 0.191
Increased income 0.172 0.815
Role in decision making improved 0.522 0.702

Source: Author, 2019

Women were far more likely to benefit from increased educational opportunities
provided by MFIs as a socio-economic benefit than men, whether the service was
provided by an Islamic or conventional MFI. This may be correlated to the social
norms present in poorer areas, which are often the target of MFI services, where
women are not provided with the same educational opportunities as men are, and
thus require more support in securing an education. In this respect, it is clear why
women are more likely to receive educational benefits from MFIs.

Similar results can be seen with increased income, where MFIs benefit women
more than men. This may be linked to the fact that MFIs provide more educational
opportunities, which give women additional skills that allow them to earn more.
It could also be a result of the multiple projects funded by MFIs that help women
earn money from the handicrafts they make; this does not constitute employment,
but does lead to a higher personal income. It should also be noted that this benefit
is more evident in IMFIs than conventional ones, which signifies that IMFIs may
focus more on female clients than male ones.

This is further seen when we consider that almost all the other socio-economic
benefits provided by conventional MFIs favour men, while in IMFIs women are
more likely to enjoy these benefits. This means that conventional MFIs provide
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more socio-economic benefits to male clients, thus clearly showing gender
discrimination. On the other hand, Islamic MFIs favour female clients slightly
more than male ones except where access to education and increased income are
concerned, then an evident gender bias favours woman . Evidently, Islamic and
conventional MFIs have different strategies with regard to choosing clients based
on gender, with discrimination on the basis of this client characteristic being far
greater among conventional MFIs.

In the study by Obaidullah and Khan (2008) similar results can be seen, albeit
not necessarily in the same way. They found that Islamic MFIs were more effective
than conventional ones in their ability to reach the poorest of the poor. In many
cases, these are women who have not had as many educational opportunities as
their male counterparts and who are often constrained by cultural gender roles,
which trap them in the cycle of poverty. In this respect therefore, our research
found similar results to those of Obaidullah and Khan (2008), since we also found
that Islamic MFIs were more effective and had a greater impact on helping women.

4.2.3. How MFIs Benefit Clients based on Level of Education
The results in Table 6 indicate that individuals with less formal education,
up to primary school level, benefit less from MFIs, regardless of whether they
are conventional or Islamic. This is true for all socio-economic benefits except
healthcare, in which case, the less educated a client, the more likely they are
to benefit from such access. This may be due to the fact that those with higher
education may be more aware of healthcare options than those with less education.
In this respect, simple medical options that are obvious to more educated clients
may not be available to less educated ones, due to their lack of knowledge of the
issues. Therefore, MFIs may be able to benefit less educated individuals with
better access to healthcare simply by educating them on basic health and medicine
topics. Similarly, those with less formal education could be from areas which lack
education institutions, accounting for the lack of related opportunities. If this is the
case, then they are also likely to live in places without healthcare facilities, so any
form of additional healthcare options is considered a drastic change and benefit.
It is interesting to note that even when it comes to better access to education,
the least educated clients benefit less than those with higher levels of education.
However, this does not account for changes in the level of education as a result of
MEFI support, as no data was obtained on education level before and after receiving
assistance. This means that clients who indicated primary school education could
have received this either before or after becoming clients, which would indicate
two very different trends. Therefore, we cannot draw conclusions on this point,
but encourage future research to examine the issue more thoroughly.
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Table 5.
Clients’ Level of Education and MFI Benefits

Level of Education

Benefit (Primary vs. Secondary vs. University)
IMFI CMFI

Better access to education 0.009 0.008

Better access to healthcare 0.018 0.060

More employment opportunities 0.032 0.037

Overall material situation improved 0.048 0.180

Living standard of beneficiary and family improved 0.003 0.093

Increased savings 0.100 0.124

Increased income 0.021 0.169

Role in decision making improved 0.099 0.169

Source: Author, 2019

Despite the evident variations in benefits based on level of education, there is
no significant difference in the socio-economic benefits delivered by Islamic and
conventional MFIs. Both types of institution provide similar benefits, meaning
that both have much more work to do when it comes to benefitting less educated
clients.

4.2.4. How MFIs Benefit Clients based on Marital Status

Clients who are unmarried appear to receive more benefit from MFIs than married
ones (Table 6). This is true for all aspects, apart from better access to healthcare,
which married clients benefit from more.

Table 6.
Clients” Marital Status and MFI Benefits
Marital Status

Benefit (Married vs. Unmarried)

IMFI CMFI
Better access to education 0.656 0.311
Better access to healthcare 0.898 0.652
More employment opportunities 0.621 0.241
Overall material situation improved 0.783 0.572
Living standard of beneficiary and family improved 0.227 0.307
Increased savings 0.17 0.431
Increased income 0.834 0.455
Role in decision making improved 0.186 0.211

Source: Author, 2019

This could be explained by the fact that most single clients are females from
rural areas, who generally require more support and can thus enjoy greater
benefits from MFIs. To test this, we further analysed the data collected. Of the
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32 individuals who were unmarried, 28 were women. In fact, out of those who
stated they were widowed, 89 percent were women, while 100 percent of those
who stated that they were divorced were women.

In addition, married people are also more likely to have a bigger support
group, which would include their spouse and spouse’s family, so that any MFI
support received is just another link in the chain, especially when the unmarried
person is a woman who has lost the support of a man, in a society which is
traditionally patriarchal. The support of an MFI would make up for such a loss and
mean considerably more to an unmarried woman than it would to an unmarried
man. Regardless of this, the results do not indicate any significant difference in
conventional versus Islamic MFI benefits.

4.2.5. How MFIs Benefit Clients based on Size of Household
Smaller households generally benefit less from MFI support than larger ones
in all aspects of the socio-economic benefits measured by this study (Table 7).

Table 7.
Size of Clients’ Household and MFI Benefits
Size of Household
Benefit (<2 vs. 2-5 vs. >5)
IMFI CMFI
Better access to education 0.006 0.013
Better access to healthcare 0.477 0.447
More employment opportunities 0.033 0.007
Overall material situation improved 0.058 0.038
Living standard of beneficiary and family improved 0.033 0.028
Increased savings 0.609 0.270
Increased income 0.019 0.004
Role in decision making improved 0.243 0.194

Source: Author, 2019

In terms of education opportunities, larger households usually mean they
include children who are likely to receive educational support, and so it would
follow that larger families benefit more from better access to education. Similarly,
larger families are more likely to have very young or very old members who
require increased healthcare, thus also benefitting more from better access . Larger
households are also more likely to have members of a working age who could
benefit more from better employment opportunities, in turn leading to increased
income. These benefits to clients with larger families are similar, regardless of
whether the MFI is conventional or Islamic.

4.2.6. How MFIs Benefit Clients based on other Characteristics
MFI clients with a higher income are more likely to benefit from MFIs in nearly all
socio-economic aspects, whether they are conventional or Islamic. This shows a
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gap in MFI efforts to reach the poorest of the poor through increased educational
and employment opportunities. Unfortunately, this does very little to end the
poverty cycle which many financially impoverished clients find themselves
in. Instead, it is likely that any financial support offered by MFIs goes towards
consumption, rather than helping beneficiaries increase their standard of living
and other socio-economic aspects of their lives.

Religion, as a client characteristic, did not produce a statistically significant
result, which is probably due to the fact that nearlyl00 percent of the sample
indicated that they followed Islam. Therefore, the sample was not diverse enough
to produce interesting results. The same situation occurs with regard to the size
of loan received; our initial division into two groups of less than or equal to 5000
BAM and more than 5000 BAM resulted in almost all of the respondents choosing
the former.

V. CONCLUSION AND RECOMMENDATION

5.1. Conclusion

As established by previous studies and further confirmed through this research,
the role of MFlIs is to provide aid to their beneficiaries to help them increase their
standard of living. In this way, they contribute to the socio-economic development
of the poorer populations, most often the poorest of the poor. This often
involves providing aid through education, healthcare benefits, and employment
opportunities, amongst others. This research was able to identify and present
conclusions related to the operation and foundations of the work of MFIs, both
Islamic and conventional, thus fulfilling its first objective. Based on the results,
it was also possible to achieve the other objectives by investigating exactly how
MFIs fulfil their purpose and impact socio-economic development, while also
comparing the approach of Islamic and conventional MFIs. It was also established
how Islamic microfinance serves not only as an alternative to conventional
offerings, but in some cases is much more effective.

It is concluded that overall, conventional and Islamic MFIs have similar
strategies when it comes to providing socio-economic benefits to their clients.
Where age is concerned, both prioritise healthcare for elderly clients, while
education opportunities, employment prospects and support for increasing
income are more likely to benefit younger clients. Both conventional and Islamic
MEFIs do a good job of prioritising the needs of their clients and offering services
and benefits accordingly, thus making the most of their financing programs and
maximising their efforts.

Clients with a higher education are more likely to benefit from MFIs in all
respects apart from better access to healthcare. In this aspect, clients with less
formal education are more likely to benefit, which is probably a direct result of
their lack of education. However, MFIs, whether conventional or Islamic, should
recognise that less educated clients may need more support to make the most of
their financing. Additional support services, such as financial advice, aimed at
helping less educated clients better distribute the financing they receive from an
MFI, may assist in increasing the benefits.
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Both conventional and Islamic MFIs prioritise unmarried individuals, offering
greater benefit to them than married clients. Considering that women are more
likely to fall into this category, usually as widows or divorcees, MFIs are successful
in providing more support to clients who lack or have lost a support system such
as a spouse or extended family, especially since beneficiaries often come from
patriarchal settings, where the role of and need for men are heightened. The need
of women lacking this form of support is therefore reinforced.

Both types of MFI are similarly concerned with providing aid to those who
need it the most, such as families with more dependents, who could either be
children or the elderly. Consequently, clients with larger households benefit more
from MFIs than those with smaller ones. Where income is concerned, MFIs fail to
break the “cycle of poverty” as they do not benefit the poorest members of society
more than clients with larger incomes.

However, where conventional and Islamic MFIs diverge in their socio-
economic benefit to clients is when we consider gender. While both benefit women
more than men in terms of providing better access to education, when it comes
to almost every other socio-economic aspect there are significant differences.
Conventional MFIs evidently discriminate on the basis of gender, often benefitting
male clients more than female ones. IMFIs are less likely to have this gender bias,
but are slightly more likely to favour women, especially when efforts to assist
in increasing income are concerned. Therefore, there is a clear difference in the
socio-economic benefits of conventional and Islamic MFIs on the basis of clients’
gender. Men would benefit more from becoming clients of conventional MFIs,
while women should seek out IMFIs to receive greater benefits. Considering that
women tend to be more socially excluded than men, IMFIs are making the effort to
include them more than conventional MFIs are, and in that respect they are more
concerned with fulfilling their social goals as opposed to simply the economic
ones. Conventional MFIs should look to their Islamic counterparts for inspiration
when it comes to gender inclusion.

5.2. Recommendations
The impact of this research is of significance to both theory and practice. It
contributes to the literature by building on previous research and filling the
gap identified. Namely, it provides insight into the role of MFIs in developing
economies which are characterised by large Muslim populations but are
culturally, legally and socially secular. It also provides a dual perspective, since it
is concerned with beneficiaries of both Islamic and conventional microfinancing.
Its application to practice is also of note, as it provides MFIs with feedback on
the impact of microfinancing on their beneficiaries, which areas they should focus
on in terms of their service offering, and how they can improve their operations.
This is important to Islamic MFIs in particular, who can improve their approach
to conventional financial markets in order to increase the number of beneficiaries
they are able to reach. This research is therefore transferable to all Islamic MFIs
operating in conventional economies.

Overall, it is evident that despite its limitations the research was able to obtain
strong results that are beneficial to the field of microfinance. The results build
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on previous studies and provide a foundation for further research, which could
further examine the impact of Islamic and conventional microfinancing on the
standard of living of its beneficiaries. Therefore, the research has both theoretical
and practical implications, allowing it to be of use to both academia and Islamic
and conventional MFIs.
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