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Abstract:

The rationale of this paper is to analyze the potentials of Islamic
Microfinance  and  explore  further  possibilities  that  will
complement the efforts for improvement in the living standards
of  low  income  segments  of  the  society  and  elimination  of
poverty from the rural and neglected segments of Pakistan. For
this purpose, Akhuwat model was studied as a case study and
analysis  of  its  present  operations  and  structure  was  done;
besides  this  some suggestions  were made in  order  to  further
expand  the  operations  of  such  kind  of  non-for  profit
organizations  to  others  parts  of  the  country.  Thus,  it  will
synergize the efforts of all the stakeholders such as government,
civil society, local and international donors to eliminate poverty
from Pakistan and to improve the living standards of the people
of Pakistan.
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Introduction:

Microfinance is defined as“programme that extend small loans to very
poor  people  for  self-employment  projects  that  generate  income  in
allowing  them  to  take  care  of  themselves  and  their  families”
(Microcredit  Summit,  1997).Microfinance  (MF)  is  a  useful  poverty
alleviation  tool  that  provides  a  start-up  to  the  poor  and  low-income
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sections of the society by providing financial  services such as credit,
venture  capital,  savings,  insurance,  and  remittances.  This  leads  to
increase in household income and economic security, build assets and
reduce vulnerability as  well  as  generate  demand for other goods and
services  such  as  nutrition,  education,  and  health  care  that  will  bring
improvement in the overall living standards of a common man;thus it
will  promote  socio-economic  development  and  stimulate  local
economies(Obaid Ullah et.  al,  2008).The poor population of Muslims
also needs money for the fulfillment of their basic needs as considered
necessary by the poor of others societies except that Muslims are more
conditioned and influenced by their faith and culture to a large extent.
They  need  financial  services  as  they  are  frequently  exposed  to  such
events that call for more spending than might be available around the
house or in the pocket (IRTI  2007).
There is a huge population of Muslims all over the world around 1.9
billion2 people, stretching from Senegal to the Philippines. The living
standard of the Muslims is very miserable and poverty rate is very high
in most  of  the Muslim countries except  a few countries in Southeast
Asia and the Middle East (IRTI 2007). For example, in Indonesia half of
the population (about 129 million) is living below the poverty line of
US$2 a day (ibid). Whereas in South Asia two largest Muslim states -
Bangladesh  and Pakistan   alone  account  for  122 million  each  living
below the  poverty  line  while  100 million  Muslims  of  India  are  also
living  below  the  poverty  line,  such  a  miserable  situation  can  be
attributed to high inequality and low productivity(ibid).  Pakistan is also
among the top of poorest countries of the world where around 31% of
the population lives below the poverty line and more than 60% live on
less than $2 a day (Dr. M.Yaqub 2011).
As interest is prohibited in Islam and considered Haram(impermissible)
activity therefore, a large population of Muslims i.e. about 72 percent do
not use the formal financial services (Nimrah et. al 2008). The purpose
of this study is to give an overview of Islamic Microfinance as well as
its  potentials  to  alleviate  poverty  and  enhance  the  income  of  target
clientele. Furthermore, it takes Akhuwat as a case study, highlighting its
role,  business  operations  as  well  as  suggestions  for  further
improvements that will help in the expansion of its operations across the
country  viz-a-viz  increase  its  efficiency  and  effectively  in  terms  of
achieving  the  ultimate  objective  of  poverty  alleviation  and  overall
improvement in the living standards of human beings. 
Role of Islamic Microfinance:

2 Mohammad Arifeen the news dated 07/03/2011
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Muslims normally avoid the usage of formal financial services due to its
incompatibility with the doctrine of Islam (Nimrah et.al 2008).Pakistan
is  a  Muslim  and  developing  country  where  around  88%  people  are
deprived from access to finance and only 12% people are availing this
facility  which is  considered as  the  basic  right  of  every human being
(SBP 2010). Further, Pakistan is ranked as 125 out of 169 countries in
UN Human Development Index(Dr.M Yaqub 2011). Therefore, there is
a dire need of such a system and instruments which are compatible with
the injunctions of Shariah that help in alleviating poverty and enhance
their income level.
Islamic Microfinance (IMI) is such a system that helps in eradication of
poverty by providing access to finance for improvement in the living
standards  of  poor  on the basis  of  equity,  justice  and transparency.  It
finances the real, tangible economic activities of low income sections of
the society on the basis of profit and loss sharing as well as ensuring
financial discipline and expanding the depth of the financial services.
Moreover, it replaces the high cost informal finances and provides self
employment opportunities that promote human dignity and respect.

Akhuwat: An Overview

Besides this, there is a number of non-for profit organizations (NGO’s)
such  as  Akhuwat,  NSRP,  Muslim  Aid,  Islamic  relief  and  CWCD
functioning  in  the  country  for  the  alleviation  of  poverty  and
improvement in the living standards of the poor in terms of housing,
nutrition, health and education. Akhuwat was established in 2001 which
provides interest free micro credit loans ranging from 10 to 30 thousands
per individual  for  the improvement  of  their  living standards  of those
who are financially abused, abandoned and disregarded by society (Dr.
Waheed Akhtar  et.al  2009).   Akhuwat  is  functioning under  a unique
mosque-centered  mechanism  in  26  cities  through  a  network  of  46
branches  having  500  volunteers.  Islamic  Microfinance  which  rose
through charity is bestowed through small interest free loans as Qarza-e-
Hasna with 5% administration fee on the basis of Islamic brotherhood.
Further,  there  is  no  funding  from  international  donors  and  financial
institutions. Akhuwat is an innovative approach to Islamic Microfinance
which  provides  interest  free  loans  (i.e.  Qarz-e-Hasna)  by
institutionalizing  the  individual  practice  of  Qarz-e-Hasna.  It  has
disbursed  an  amount  of  Rs.950  million  to  22000  borrowers  and  the
recovery  ratio  is  99.85% which  is  sufficient  evidence  that  loans  are
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disbursed in a mosque, adding a religious sanctity to the oath to return
the loan on time (Dr. Amjad Saqib 2010).
Following are the distinguishing features of Akhuwat:

1) Interest Free Loan (Qarz-e-Hasna): Akhuwat is an innovative
approach which helps in institutionalizing the individual practice
of  Qarz-Hasna,  that  build confidence of  the  civil  society and
philanthropists as well as finance the real deserving poor people.

2) Use of Mosque/Church: Akhuwat is utilizing local mosque or
church as its operational office from where loans are disbursed
which  involves  no  cost  as  well  as  promote   community
participation,  creates  awareness  and  ensure  transparency  and
accountability.

3) Family  Loans: There  is  no  involvement  of  gender
discrimination in the loan disbursement of Akhuwat and it treats
family  as  a  basic  unit  of  society.  It  involves  both  male  and
female members of the family and provides equal opportunity to
participate in setting up of a business to earn their livelihood in a
dignified manner.

4) Local Philanthropy: Since from its establishment in 2001,  it
has largely relied on individual and institutional donors which is
the  reflection  of  the  fact  that  there  is  a  huge  number  of
philanthropists  in Pakistan.  Further,  the  borrowers  of Ahuwat
after  availing  the  finances  become  contributors  towards  the
funding of further needy people.

5) Voluntarism: All  the  functions  of  Akhuwat  are  based  on
voluntary efforts.At present there are 500 volunteers working for
this noble cause which is considered one of the main reason of
the success of Akhuwat in eradicating poverty and enabling poor
people to earn their livelihood.

6) Simplicity: All  the  operations  of  Akhuwat  are  so  simple  in
nature, branches are located in mosques/churches where people
sit on floor, get training, no car/jeep as well as no T.A/D.A and
workers perform their duties on bikes i.e. banker on bike which
reduces its cost of operation.
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Table: Lending Portfolio Distribution.

S.#
Lending
Products

Numbers of
Advances / Loans

Portfolio
percentage

1 Enterprise 13351 91
2 Liberation 762 5
3 Housing 147 1
4 Education 132 1
5 Marriage 218 1
6 Heath 101 1

Total 14711 100

Source: An introductory book published by “Friends of Akhuwat” in 2006.

However,  such  kinds  of   non-profit  organizations  (NGO’s)  like
Akhuwat, NSRP, Muslim Aid, Islamic relief and CWCD are functioning
very well and serving people in Pakistan but as mentioned earlier that in
Pakistan around 31% of the population lives below the poverty line and
more than 60% live on less than $2 a day.Therefore, there is a dire need
for the expansion of their operation and scalability by providing micro
credit  services  not  only in cash form but  also in kind (  i.e.  training,
health  and education etc.).  Although,  these  NGO’s  may restrict  their
operations  to  just  cash  financing  for  the  purpose  of  food,  health,
education  and  any  other  emergent  needs  which  are  indispensable  to
avoid; but also provides micro credit in kind by financing real, tangible
economic activities  to  the  low income sections  of  the  society on the
basis of Islamic modes of financing. Because financing in the form of
cash can create two forms of problems i.e. adverse selection and moral
hazards. In case of the first problem, there is a likelihood of selecting a
wrong  beneficiary  and  in  the  second  case  may  be  the  beneficiary
misused the financing.
In order to avoid such problems and provide a sustainable and viable
model,  it  is  suggested  that  these  organizations  should  opt  for  a  new
model of MFI which should try to utilize other sources of funds such as
governments, commercial sources, grants, concessional financing, local
and international donors as well as financing from Islamic banks through
Murabaha,  Salam,  Musharka  etc.  that  will  enhance  the  operational
capacity of them as well as enable them to serve a large numbers of
people living a miserable life.
For this purpose, they can opt for an Islamic Microfinance model which
will be based on the principle of equity, justice and transparency that
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will help in creation of self employment, promote human dignity and
respect;  thus  it  will  improve  the  living  standards  of  the  people  of
Pakistan in terms of housing, nutrition, health and education. They can
get this status by registering with the SECP under the section 32 and 42
of Companies Ordinance 1984 which will  give them the status of for
profit and non-profit company. After registration with the SECP  they
will  be required some regulatory disclosure  that will further enhance
their  goodwill  and  operational  capacity  which  will  result  in  the
confidence building of investors and donors for them.

The Role of Islamic Microfinance Institutions under the Proposed
Model:

The basic vision of the MFI will be the same i.e. alleviating poverty and
enhancing the income of the target clientele for the improvement in the
living standards of its clientele. However, they will achieve this vision
by  providing  financing  for  the  purpose  of  real  tangible  economic
activities  under  Islamic  modes  of  financing.  That  will  provide  self-
employment opportunities, as well as enhance the indigenous production
of goods and services. Furthermore, MFI will provide different kind of
services i.e. 

1) Synergizing  efforts  for  eradication  of  poverty  and  sustainable
socio-economic development on the gross root level.

2) Efficient  intermediation  between  the  producer  and  merchant
through its skilled labor force and network with the clientele.

3) Provision  of  advisory  services  to  its  clients  regarding  their
businesses and efficient utilization of resources.

4) Capacity building of Human Resource through trainings.
5) Pursue  the  clients  while  they  are  executing  their

projects/businesses and guiding accordingly where needed that will
reduce the chances of default risk.

6) Relaxation to the deserving clients having genuine needs.  

Success Factors of the Proposed Model:

Following are the essentials for the success of the proposed model i.e.

1) Firm  commitment  and  dedication  as  well  as  credibility  and
transparency which the organizers of these organizations already
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have,  they  have  to  just  continue  it  in  any  case  until  the
achievement of the desired results.

2) There should be specialized systems for evaluation, supervision,
administration and assessments for the operations of the MFIs.

3) MFIs  should  opt  for  decentralized  efficient  and  vigilant
management  having  its  own  Standard  Operating  procedures
(SOPs) which will ensure fast, efficient and effective decisions
making for smooth operations.

4) MFIs should employ dedicated and skillful labor force having
know-how of the different segments of society and their needs. 

Conclusion:

It can be concluded that Microfinance is a very powerful tool for poverty
alleviation  that  can  play  a  vital  role  in  alleviation  of  poverty.
Microfinance Institutions which were basically introduce to tackle the
problems of poverty alleviation are involved in so many other operations
which creates more misery to the low income segment of society due to
its high cost of financing (Kiran Siddiqi, 2008) and diversion towards
enhancement of financial  inclusion rather  than poverty alleviation.  In
this regards, the role of non-for profit  organizations such as Akhuwat
and others are very appreciable and they are performing an excellent job
in a cost effective manner despite its limited resources due to its unique
and low cost structures. 
However, its scalability is very limited and serving a limited number of
people while in Pakistan about 7-10 million people need microcredit. In
order  to  enhance  its  scalability  they  need  some  radical  changes
compatible  with  their  vision.   In  this  regards,  some  suggestions  are
presented in this paper i.e. provision of financing in kind (e.g. training,
education and health) instead of cash because it can create the problems
of adverse selection and moral hazard;  financing in cash should only
provided where there is acute need of consumption needs.  Moreover,
they at present just utilizing charity funds for financing the poor people
which  is  insufficient  for  its  expansion.  Therefore,  they  can  upsurge
financing through other sources such as financial institutions, donations
and Government funding. Accordingly, a model has been proposed in
this study for such organizations that will give them the status of Islamic
Microfinance  Institution.  Under  this  model  they  can  expand  their
operations  in  all  over  the  country.  This  will  help  the  government  in
sharing  its  burden  of  alleviating  poverty  and  enhancing  the  living
standards of low income segments of the society.
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Moreover, it will provide “start-up” to those who have low or even no
income at all to earn their livelihoods and thus increase their self-esteem
and reputation as well as it will help in restoration of the trust deficits of
donors whose major concern is the misuse of the funds. It will further,
reduce or eliminate the exploitative role of the middleman as well as
provide a platform for bringing together the sellers and buyers to get
their fair shares from their produce goods and services. In short, it will
synergize the efforts of all  the stakeholders such as government, civil
society,  local  and  international  donors  to  eliminate  poverty  from
Pakistan and improve the living standards of the people of Pakistan.
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