
DOI: 10.4018/IJCFA.2019010104

International Journal of Corporate Finance and Accounting
Volume 6 • Issue 1 • January-June 2019


Copyright©2019,IGIGlobal.CopyingordistributinginprintorelectronicformswithoutwrittenpermissionofIGIGlobalisprohibited.



49

Employing Islamic Microfinance in 
Addressing Poverty Challenges in Brunei:
A Mudarabah Approach
Ssemambo Hussein Kakembo, School of Business and Economics, Universiti Brunei Darussalam (UBDSBE), Bandar Seri 
Begawan, Brunei Darussalam

Abu Umar Faruq Ahmad, Islamic Economics Institute (IEI), King Abdulaziz University, Jeddah, Saudi Arabia

ABSTRACT

CountrieswithintheAsianregionarecontinuouslystrugglingtoimprovethelivingstandardsof
theircitizens.Someofthemarestillfacingaplethoraofchallengesduetotheever-increasinglevels
ofbothrelativeandabsolutepoverty.Thisisespeciallyamongthepoorestofthepoorwhohaveno
accesstothemainstreamfinancialservices.Theconventionalmicrofinanceinstitutionshavebeen
greatlycriticisedfortheirdubiousactsofchargingexorbitantinterests.Islamicmicrofinancehas
therefore,beenseenasoneoftheviablealternativestomeetingthechallengesofpovertyandasan
opportunityinthelivelihoodsofthepeopleintheAsianregion.Thisarticleanalysesthemagnitude
atwhichIslamicmicrofinancecanplayafundamentalroleinalleviatinginsignificantpovertylevels
inBruneiDarussalamthroughusingaproposedMudarabahfinancingmodel.
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LITERATURE REVIEw

Microfinance and Poverty
Microfinancehasreceivedtremendousrecommendationsandacceptanceinvariouscountriesfor
itspositiveimpactonpovertyelimination(Ahmed,2002;Morduch&Haley,2002;RahimAbdul
Rahman,2010;Rahman,2010;Riwajanti,2014;Ahmad&Ahmad,2009).Previousresearchhas
shownthatmicrofinancehasgotapositivecorrelationwithpovertyalleviationespeciallyincountries
whereithasbeenimplemented.Thisrelationshipisattributedtothepositiveimpactithasledin
people’s lives, empowerment of women and youths, socio-economic developments, job creation
andimprovementinpeople’sincomeandexpenditurepatterns(Rokhman,2013).Similarly,Ahmed
(2002);Ledgerwood(1999);Mago(2014);Nazirwan(2015)postulatethatmicrofinanceislinkedto
eliminationofpovertyasitgreatlyhelpsinprovisionofstart-upcapitaltomicroentrepreneurswho
lackfundsandthusenablesthemtobecomemoreself-reliantandavoidbeggingformothers.They
alsoarguethatthesystementrustsfundswiththepoorwhoinvestthem,earnalivingandsustain
themselvesandtheirfamilies.
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Microfinanceisasystemthatextendsfinancialservicestothepoorinformofmicroloans,
microsavingsandmicroinsurancebothtoindividualhouseholdsandsmallentrepreneurswith
theaimofreducingpovertyandpromotingsocio-economicdevelopments(Ledgerwood,1999;
Mago,2014;Obaidullah,2008;Riwajanti,2013).AccordingtotheSummit(2004)citedinAbdul
Rahman(2010),microfinancemeans“Programmethatextendsmallloanstoverypoorpeoplefor
self-employmentprojectsthatgenerateincomeinallowingthemtotakecareofthemselvesand
theirfamilies”(AbdulRahman,2010,p.284).

Obaidullah(2008)observesthatmicrofinance“impliesprovisionoffinancialservicestopoor
andlow-incomepeoplewhoseloweconomicstandingexcludesthemfromformalfinancialsystems.
Accesstoservicessuchas,credit,venturecapital,savings,insurance,remittanceisprovidedona
micro-scale enabling participation of those with severely limited financial means” (Obaidullah,
2008,p.1).Thewholeideaofmicrofinanceistobringonboardallpoorindividualswhohavebeen
formerlyexcludedfromfinancialservicesandthishasledtotheirlaggingbehindindevelopments
andsocialempowerment.

Islamic Approaches to Poverty Alleviation
The Islamic way to deal with neediness mitigation contrasts from that of the regular standard
approachbecauseofitsuniquenessinappropriateness,workingandthefoundationsincluded.Akey
unmistakableelementofthisapproachisthestandardofguaranteeingsocialequity(‘adl)andthe
genuinefaithintheunityoftheAlmightyAllah(tawhid).Islamgoesforguaranteeingthatpeopleand
thewholesocietyaccomplishthefundamentalthingsoflifeasinstalledinthemaqasid al-Shari’ah
(theobjectivesofShari’ah)namely,1-preservationofreligion(hifz al-Din),2-preservationoflife
(hifz al-nafs),3-preservationofacumen(hifz al-aql),4-preservationoflineageorposterity(hifz 
al-nasl)and5-preservationofpropertyorwealth(hifz al-mal).

Islamlikewisesupports thereceptionofacomprehensivestructureneededforunitingevery
singleindividualindependentofculture,raceorgeologicalareawithhis/herdiversegifts,abilities
andorganizationsinsidewhichindividualsliveandwork(Hassan,2013,p.224).Thisstructuremust
guarantee that it includescompellingmethodologiesasproposedbySirageldin(2000) thatwork
regardingtheIslamicmoralframeworksupportedforintheaphoristicapproachbyChapra(2009).

It is recommended that neediness lightening methodologies or techniques ought to include
approachesthatexpandGNPwithadowntoearthandsuccessfulmonetaryimprovementdesign,
accomplishvalueinthedisseminationofwage,togivebreakevenwithchancestoallinageneralpublic
forredesigningfinancialstatesoftheimpededstrataofthepopulace,andaddresssingularissuesof
particularcircumstance.Islamassaultsthefoefromeveryoneofthesefronts(Sadeq,1997,p.116).

Hassan(2010)andSadeq(1997)proposethatpositive,preventiveandremedialmeasuresthat
mustbefollowedindetailingIslamicstrategiesorwaystodealwithneedinessmitigation.

Positive Measures
Growthinincomeandfunctionaldistributionofincomearethepositivemeasuresadvocatedforin
alleviatingpoverty(Sadeq,1997).Itisarguedthatnationalincomepositivelyrelateswiththelevels
ofpovertyinthatanindividualwillbeeconomicallywelloffandviceversadependingonthelevelof
hisorhercountry’sincomeandtheeffortputintowork.Insupportingtheirargument,Hassan(2010)
andSadeq(1997)refertotheQur’an(53:391and17:29)2whichencouragemankindtoworkhard
soastohaveabetterlivingandalsodiscouragebothextravagancyandbeingungeneroustoothers.

Hassan (2010) argues that achieving high income growth may not be achieved if there is
inequitabledistributionofincomeamongthevariousfactorsofproductionwhichcallsforfunctional
distributionofincome.HereliesontheIslamicteachingthatprohibitsindividualsfrominjustice,
unfairnessandconsumptionofribabutencouragessharingofprofitsamongpartnersonanagreed
ratiotherebyensuringthatthereisequityinthedistributionofincomeamongallfactorsofproduction
(Hassan,2010;Sadeq,1997).TheQur’an (16:903and83:1-3)4commandspeople tobe justand
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