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 This study investigates the role of Sharia microfinance in reducing 

poverty and improving community welfare in Indonesia, using a 

quantitative approach. A total of 70 respondents, primarily micro-

entrepreneurs and low-income individuals, were surveyed using a 1-5 

Likert scale questionnaire. Data analysis was conducted using SPSS 

version 25. The results indicate that access to Sharia microfinance 

services significantly contributes to financial stability, vincome 

generation, and overall community welfare. Specifically, Sharia 

microfinance was found to improve financial security, enhance income 

opportunities, and promote social empowerment. These findings 

highlight the potential of Sharia microfinance as a tool for poverty 

alleviation and sustainable development. This research provides 

important insights for policymakers and microfinance institutions to 

enhance the effectiveness of Sharia-based financial services in 

promoting economic and social well-being.  
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1. INTRODUCTION  

Microfinance institutions (MFIs) have 

emerged as pivotal tools in addressing 

poverty in Indonesia, particularly through the 

lens of Sharia microfinance, which aligns with 

Islamic principles. These institutions provide 

financial services to underserved 

communities, offering an alternative to 

conventional lending models. Sharia 

microfinance leverages Islamic philanthropic 

funds such as zakat, infaq, and sadaqah to 

offer interest-free loans, significantly 

improving the quality of life and income of 

rural communities [1]. This approach not only 

aligns with religious values but also promotes 

financial inclusion and economic 

empowerment. Interest-free loans are crucial 

for low-income populations who are often 

excluded from traditional banking systems 

due to lack of collateral [1]. Additionally, the 

use of zakat and infaq has shown a 

statistically significant positive impact on 

community income, enhancing the economic 

stability of rural areas [1].  

By aligning with Islamic economic 

principles, Sharia microfinance fosters 

community empowerment through 

education, skills training, and small business 

formation [2]. However, challenges such as 
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limited coverage, with only 22 out of 34 

provinces having significant MFI presence, 

and issues like poor infrastructure and low-

quality services hinder the overall 

effectiveness of MFIs in poverty reduction [3]. 

Broader economic initiatives, including 

increased financial literacy and access to 

microcredit, have been shown to improve 

business skills and income among rural 

micro-entrepreneurs [4]. Furthermore, 

employment inclusion remains a critical 

factor, emphasizing the need for 

comprehensive strategies integrating 

financial and employment inclusion to 

achieve sustained poverty alleviation [5]. 

Sharia microfinance in Indonesia, 

grounded in Islamic finance principles, offers 

a promising avenue for financial inclusion 

and poverty alleviation by providing interest-

free loans and promoting ethical financial 

practices that cater to the socio-economic 

needs of a predominantly Muslim population. 

Sharia cooperatives, focusing on ethical and 

moral business practices, have significantly 

empowered communities, particularly in 

regions less accessible to traditional banks, by 

operating under principles prohibiting 

interest (riba) and emphasizing risk-sharing 

[6]. Islamic banks, such as Bank BTPN 

Syariah, contribute to economic stability 

through risk-sharing and asset-backed 

financing, catering to ethical and religious 

considerations while supporting underserved 

communities [7], [8]. Moreover, Islamic 

fintech combines technology with Sharia 

principles to offer innovative, ethically 

regulated financial solutions, avoiding riba, 

maysir, and gharar [9]. Instruments like zakat 

and waqf in Islamic social finance further 

enhance poverty alleviation by redistributing 

wealth, fostering entrepreneurship, and 

promoting small business growth, thus 

contributing to financial inclusion and 

broader social impact [10]. 

The role of Sharia microfinance in 

reducing poverty and improving community 

welfare in Indonesia has attracted growing 

attention. This research seeks to explore the 

impact of Sharia microfinance on poverty 

reduction and community development by 

analyzing the experiences of individuals who 

have accessed these financial services. The 

study aims to answer the following research 

questions: 

1. To what extent does Sharia 

microfinance contribute to 

reducing poverty in Indonesia? 

2. How does access to Sharia 

microfinance services influence 

the financial stability and 

welfare of individuals and 

communities?  

 

2. LITERATURE REVIEW  

2.1 Microfinance and Poverty 

Alleviation 

Microfinance plays a vital 

role in providing financial 

services to underserved 

individuals and communities, 

aiming to empower low-income 

populations and improve their 

economic conditions. Studies 

have demonstrated its 

significant contribution to 

poverty alleviation, particularly 

in rural and underdeveloped 

areas, by enhancing access to 

capital for economically 

disadvantaged groups. For 

instance, microfinance 

beneficiaries in one study saw a 

28% increase in household 

income and a 15% rise in 

entrepreneurship rates [11]. In 

India, it has proven effective in 

reducing poverty in rural areas 

where traditional banking is 

scarce [12], [13], while programs 

in Indonesia have increased 

financial literacy and business 

skills, boosting micro-

entrepreneurs' average monthly 

income by 20% [4]. Beyond 

economic benefits, microfinance 

also promotes social 

development by improving 

educational attainment and 

health outcomes through loans 
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often used for education and 

healthcare [11]. Furthermore, it 

enhances financial inclusion, 

reducing financial inequality by 

offering affordable financial 

services to marginalized groups 

[14]. However, challenges such 

as high interest rates and over-

indebtedness pose risks to the 

sustainability of microfinance 

programs [11]. Additionally, 

inadequate consideration of local 

cultural, social, and economic 

contexts by some institutions can 

limit their impact [12]. 

2.2 Sharia Microfinance: Concept 

and Principles 

Sharia microfinance in 

Indonesia plays a vital role in 

promoting financial inclusion 

and supporting the socio-

economic development of micro, 

small, and medium enterprises 

(MSMEs) by adhering to Islamic 

principles and offering an ethical 

alternative to conventional 

finance. This financial model 

appeals to those avoiding 

interest-based systems due to 

religious beliefs, employing 

profit-sharing mechanisms like 

mudarabah and musharakah to 

ensure transactions align with 

Sharia law and promote equity. 

Sharia microfinance prohibits 

riba (interest) and gharar 

(excessive uncertainty), fostering 

fairness and transparency in 

financial dealings [15], [16] and 

ensuring risk-sharing through 

profit-loss sharing (PLS) models 

[17]. These institutions 

significantly contribute to MSME 

development by providing 

capital access to entrepreneurs 

excluded from conventional 

financial systems, as seen in the 

Telanaipura District, where 

Sharia microfinance has 

facilitated business growth and 

economic advancement [18]. 

Additionally, by emphasizing 

community-based investments, 

Sharia microfinance supports 

local socio-economic 

development, offering financial 

solutions critical to the growth of 

trade and commerce for small 

and medium enterprises [19]. 

2.3 Impact of Sharia Microfinance 

on Poverty Reduction 

Sharia microfinance has 

emerged as a significant tool for 

poverty reduction in Indonesia 

by offering interest-free financial 

services aligned with Islamic 

principles, improving income 

levels, and reducing reliance on 

exploitative lenders. The use of 

zakat and infaq in Sharia 

microfinance models has 

demonstrated a positive impact 

on community income, as 

statistical analyses confirm their 

effectiveness [1]. Sharia-

compliant financial products 

also promote financial inclusion, 

providing marginalized groups 

with sustainable financial 

solutions [2], [20]. Additionally, 

ethical lending practices and 

community involvement foster a 

more sustainable financial 

system, contributing to poverty 

alleviation [21]. However, 

challenges such as limited 

capital, high transaction costs 

[10], and administrative 

complexities in Sharia-compliant 

loans hinder the scalability and 

accessibility of these institutions, 

limiting their ability to reach the 

poorest segments of society [21]. 

2.4 Community Welfare and Sharia 

Microfinance 

Sharia microfinance 

significantly enhances 

community welfare by 

improving both financial and 

social dimensions. It promotes 
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financial inclusion by providing 

underserved populations, such 

as women and rural 

communities, with access to 

interest-free loans and asset-

based contracts, bridging gaps 

left by conventional financial 

systems [22]. Programs like 

Kamyab Jawan in Pakistan have 

demonstrated reductions in 

poverty and improvements in 

economic welfare among 

beneficiaries [23]. Additionally, 

the collaborative nature of Sharia 

microfinance, such as group 

lending models, fosters mutual 

trust and collective 

responsibility, building social 

capital and strengthening 

community bonds [24]. In Africa, 

Islamic finance initiatives 

encourage community 

participation, empowering 

marginalized groups through 

social networks [25]. Sharia 

microfinance also emphasizes 

socio-economic empowerment, 

particularly for women and rural 

populations, contributing to 

gender equality and increased 

economic activity through 

ethical investments and profit-

sharing principles [25], [26]. 

However, the long-term 

sustainability of Sharia 

microfinance in improving 

community welfare depends on 

overcoming various challenges, 

such as the need for capacity-

building among local 

stakeholders, ensuring financial 

literacy, and developing 

appropriate regulatory 

frameworks. Additionally, it is 

essential to address the limited 

reach of Sharia microfinance 

institutions in rural areas and 

among the poorest populations 

to fully realize the potential of 

these institutions in promoting 

community welfare. 

2.5 Gaps in the Literature 

Although substantial 

research exists on microfinance 

and Sharia microfinance, there 

remains a need for further 

empirical studies examining the 

direct impact of Sharia 

microfinance on poverty 

alleviation and community 

welfare in the Indonesian 

context. Much of the existing 

literature focuses on the broader 

global context, with limited 

focus on specific regional 

dynamics or Indonesia’s unique 

socio-economic landscape. This 

study seeks to fill this gap by 

providing a quantitative analysis 

of the role of Sharia microfinance 

in reducing poverty and 

improving the welfare of 

Indonesian communities, with 

particular attention to the 

experiences of local borrowers. 

 

3. METHODS 

3.1 Research Design 

This study adopts a quantitative 

research design to investigate the effects of 

Sharia microfinance on poverty reduction and 

community welfare in Indonesia. A survey-

based approach was chosen to collect data 

from participants who have access to Sharia 

microfinance services. This design allows for 

the collection of numerical data that can be 

analyzed using statistical techniques to 

establish relationships between variables. The 

primary focus is on assessing the impact of 

Sharia microfinance on financial outcomes, 

economic empowerment, and overall 

improvements in the quality of life for 

individuals in Indonesia. 

3.2 Population and Sample 

The target population for this study 

comprises individuals who have received 

financial services from Sharia microfinance 
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institutions (MFIs) in Indonesia, including 

Baitul Maal wa Tamwil (BMT), Koperasi 

Syariah, and other Sharia-compliant 

organizations operating in urban and rural 

areas. To evaluate the impact of Sharia 

microfinance on community welfare, the 

study includes participants from diverse 

socio-economic backgrounds. A sample size 

of 70 respondents was selected using a non-

probability purposive sampling technique, 

ensuring that participants had direct 

experience with Sharia microfinance services, 

such as loans, savings accounts, or other 

financial products. 

Purposive sampling was deemed 

appropriate for this study as it enables the 

researcher to focus on individuals most likely 

to provide relevant insights into the effects of 

Sharia microfinance on their lives. The sample 

includes respondents from various regions 

across Indonesia, ensuring geographical and 

socio-economic diversity. By including 

participants from both urban and rural areas, 

the study provides a comprehensive 

perspective on the role of Sharia microfinance 

in different community contexts. 

3.3 Data Collection 

Data for this study was collected 

through a structured survey questionnaire 

administered to the selected sample. The 

survey aimed to gather comprehensive 

information about participants' experiences 

with Sharia microfinance and its effects on 

their financial stability, income levels, and 

community welfare. The questionnaire was 

developed based on existing literature and 

tailored to the Indonesian context, including 

both closed-ended and Likert-scale questions. 

These questions assessed respondents' 

perceptions of financial service accessibility, 

fairness of lending terms, impact on 

household income, and broader socio-

economic benefits. The Likert scale ranged 

from 1 ("strongly disagree") to 5 ("strongly 

agree") to capture the extent of participants' 

agreement with statements about the impact 

of Sharia microfinance. 

Before data collection, the survey 

underwent pre-testing with a small group of 

respondents to ensure the clarity and 

reliability of the questions. Feedback from this 

pre-test was used to refine the questionnaire, 

improving its clarity and effectiveness. Data 

collection spanned three months, during 

which fieldworkers conducted face-to-face 

interviews with respondents at selected 

Sharia microfinance institutions. Interviews 

were conducted in Bahasa Indonesia to ensure 

clear communication and understanding. 

Participation was voluntary, with informed 

consent obtained from all respondents. The 

study also emphasized confidentiality and 

anonymity to protect participants' privacy 

throughout the research process. 

3.4 Data Analysis 

The data collected from the survey 

was analyzed using SPSS version 25, 

employing both descriptive and inferential 

statistics to examine variable relationships 

and test research hypotheses. Descriptive 

statistics, such as frequencies, means, and 

standard deviations, were calculated to 

summarize respondents' demographic 

characteristics and their experiences with 

Sharia microfinance, providing a clear 

overview of key variables. Reliability analysis 

using Cronbach's alpha ensured the 

consistency of Likert-scale items, with a 

threshold of 0.7 or higher deemed acceptable. 

Pearson's correlation analysis was conducted 

to evaluate the strength and direction of 

relationships between access to Sharia 

microfinance and outcomes such as financial 

stability, income generation, and community 

welfare. Multiple regression analysis further 

assessed the impact of Sharia microfinance 

access on financial stability and community 

welfare, controlling for confounding variables 

like age, education, and income level. Lastly, 

hypothesis testing was performed, with 

significant results identified at a p-value of 

less than 0.05, to validate the study's proposed 

relationships and outcomes. 

 

4. RESULTS AND DISCUSSION 

4.1 Descriptive Statistics 
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The sample for this study consisted of 

70 respondents who had access to Sharia 

microfinance services. Demographically, 60% 

of the respondents were female, and 40% were 

male. The majority (72%) were between the 

ages of 30 and 50 years, followed by 18% in the 

20-30 age range, and 10% over 50 years old. In 

terms of education, 65% had completed at 

least high school, 20% held a diploma, and 

15% had completed a university degree. 

Occupation-wise, 75% of respondents were 

engaged in micro-entrepreneurial activities 

such as small businesses, farming, and retail 

trade, while 25% worked in other sectors. 

Regarding their access to Sharia microfinance 

services, 80% had received microloans, 15% 

had savings accounts, and 5% had both loans 

and savings services. Most respondents (70%) 

had been using Sharia microfinance services 

for 1-3 years, while 30% had used them for 

more than 3 years. 

4.2 Reliability Analysis 

The sample for this study consisted of 

70 respondents who had access to Sharia 

microfinance services, with 60% being female 

and 40% male. The majority (72%) were 

between the ages of 30 and 50 years, followed 

by 18% in the 20-30 age range, and 10% over 

50 years old. Regarding education, 65% of 

respondents had completed at least high 

school, 20% held a diploma, and 15% had 

completed a university degree. Occupation-

wise, 75% were involved in micro-

entrepreneurial activities such as small 

businesses, farming, and retail trade, while 

25% were employed in other sectors. In terms 

of Sharia microfinance services, 80% had 

received microloans, 15% had savings 

accounts, and 5% had both loans and savings 

services. Additionally, 70% had been 

accessing these services for 1-3 years, while 

30% had used them for more than 3 years. 

4.3 Correlation Analysis 

Pearson's correlation analysis was 

performed to examine the relationships 

between the key variables. The following 

significant correlations were found: Access to 

Sharia Microfinance Services and Financial 

Stability showed a positive and significant 

correlation (r = 0.562, p < 0.01), indicating that 

respondents who accessed Sharia 

microfinance services reported higher levels 

of financial stability. A significant positive 

correlation was also found between Access to 

Sharia Microfinance Services and Income 

Generation (r = 0.626, p < 0.01), suggesting that 

access to Sharia microfinance services 

contributed to an increase in income 

generation and business activities for 

respondents. Additionally, a moderate 

positive correlation (r = 0.514, p < 0.01) was 

observed between Access to Sharia 

Microfinance Services and Community 

Welfare, indicating that respondents who 

utilized Sharia microfinance services reported 

improvements in their community welfare, 

including better access to healthcare, 

education, and community development 

activities. 

Furthermore, a significant positive 

correlation (r = 0.657, p < 0.01) was found 

between Income Generation and Community 

Welfare, suggesting that increased income 

generation led to improvements in 

community welfare, such as better access to 

resources and services. A positive and 

significant correlation (r = 0.602, p < 0.01) was 

identified between Social Empowerment and 

Community Welfare, indicating that 

respondents who reported higher levels of 

social empowerment also experienced 

improvements in their community welfare. 

These findings suggest that Sharia 

microfinance services play a significant role in 

improving financial stability, income 

generation, and overall community welfare, 

as well as contributing to social 

empowerment. 

4.4 Regression Analysis 

To further assess the impact of Sharia 

microfinance on financial stability, income 

generation, and community welfare, multiple 

regression analysis was conducted. The 

following results were found: For financial 

stability, the regression model was significant 

(R² = 0.45, F(1, 68) = 29.76, p < 0.001), indicating 

that access to Sharia microfinance services 
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explained 45% of the variance in financial 

stability. The regression coefficient for access 

to Sharia microfinance services was positive 

(β = 0.581, p < 0.001), suggesting that greater 

access to Sharia microfinance services 

significantly improves respondents' financial 

stability. Similarly, the regression model for 

income generation was significant (R² = 0.38, 

F(1, 68) = 23.84, p < 0.001), with access to 

Sharia microfinance services explaining 38% 

of the variance in income generation. The 

regression coefficient for access to Sharia 

microfinance services was positive (β = 0.546, 

p < 0.001), indicating that Sharia microfinance 

significantly contributes to income generation 

and business activities. 

For community welfare, the 

regression model was also significant (R² = 

0.42, F(1, 68) = 27.67, p < 0.001), with access to 

Sharia microfinance services explaining 42% 

of the variance in community welfare. The 

regression coefficient for access to Sharia 

microfinance services was positive (β = 0.611, 

p < 0.001), showing that Sharia microfinance 

plays a significant role in improving 

community welfare. These results underscore 

the positive impact of Sharia microfinance on 

financial stability, income generation, and 

community well-being. 

Discussion 

The findings of this study confirm 

that Sharia microfinance services significantly 

contribute to poverty reduction and the 

improvement of community welfare in 

Indonesia. The positive relationships between 

access to Sharia microfinance and financial 

stability, income generation, and community 

welfare demonstrate the potential of Sharia 

microfinance to address socio-economic 

challenges in underserved communities. 

The positive and significant 

correlation between access to Sharia 

microfinance and financial stability suggests 

that microloans and other financial services 

help individuals improve their financial 

situation. The regression analysis further 

confirms that Sharia microfinance is a key 

factor in enhancing financial stability, as 

respondents who had access to these services 

reported greater financial security. This aligns 

with previous studies that found 

microfinance to be an effective tool for 

promoting financial inclusion and reducing 

poverty [27]–[29]. 

Sharia microfinance services were 

found to have a significant impact on income 

generation, as evidenced by the positive 

correlation and regression results. 

Respondents who used Sharia microfinance 

services reported increased business activities 

and income levels. This finding is consistent 

with previous research that demonstrated the 

role of microfinance in promoting 

entrepreneurship and economic 

empowerment, particularly for low-income 

individuals [30]–[32]. 

The study also found a moderate 

positive relationship between access to Sharia 

microfinance and community welfare. 

Respondents who accessed Sharia 

microfinance services reported improvements 

in their communities, such as better access to 

education, healthcare, and community 

development activities. This suggests that 

Sharia microfinance not only benefits 

individual borrowers but also contributes to 

the broader social development of the 

community. Previous studies have 

emphasized the role of microfinance in 

fostering community development and social 

capital [33], [34]. 

Social empowerment was positively 

correlated with both income generation and 

community welfare, indicating that Sharia 

microfinance contributes to the social 

empowerment of individuals, particularly in 

terms of participation in economic and 

community activities. This finding supports 

the notion that microfinance can empower 

marginalized groups, especially women, by 

providing them with the financial resources to 

improve their social and economic standing 

[35], [36]. 

 

5. CONCLUSION 

This study demonstrates the 

significant role of Sharia microfinance in 

fostering financial stability, boosting income 
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generation, and improving community 

welfare in Indonesia. The analysis of survey 

data reveals that access to Sharia microfinance 

services provides a means for low-income 

individuals to secure financial resources, 

expand business opportunities, and enhance 

their social and economic well-being. The 

positive relationships between Sharia 

microfinance and poverty reduction, income 

generation, and community development 

suggest that microfinance is an effective tool 

in addressing socio-economic challenges. 

These findings underscore the importance of 

expanding Sharia microfinance services to 

underserved communities, ensuring that 

these services continue to support financial 

inclusion and sustainable development. 

Future research could explore the long-term 

impact of Sharia microfinance on individuals' 

socio-economic mobility and investigate its 

potential for fostering resilience in vulnerable 

communities. 
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