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Abstract: Women's empowerment has increasingly been recognized as a critical component of sustainable
economic development. Islamic microfinancing initiatives have emerged as a promising mechanism to support
women's financial activities, particularly in Muslim-majority communities. Islamic microfinance is
differentiated from conventional microfinance by emphasizing risk-sharing and commitment to social justice.
This study explores the pivotal role of Islamic microfinancing initiatives in empowering women. The study
adopts a conceptual framework that integrates various dimensions of empowerment such as economic, social,
and psychological. By analyzing key factors such as loan amount, loan tenure, financial literacy support,
support networks, age and sector of microenterprise, entrepreneurial experience, education level, and
household income, this study aims to assess the impact of these initiatives on women's empowerment.
Moreover, it is anticipated to offer valuable perspectives on the efficacy of Islamic microfinancing as a means
to empower women. Furthermore, the findings are expected to guide policymakers and practitioners in
designing and implementing more effective microfinancing programs that address the specific needs of women,
thereby contributing to broader socio-economic progress.
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1. Introduction and Background

The concept of microfinance gained prominence in the 1970s, primarily through the work of Nobel Laureate,
Professor Muhammad Yunus and the Grameen Bank in Bangladesh. Microfinance was hailed as a revolutionary
tool for poverty alleviation, enabling the poor especially women to access small loans for entrepreneurial
activities. However, conventional microfinance has faced criticism because of offering higher interest rates,
over-indebtedness among borrowers, and lack of financial literacy and business development (Bateman, 2010).
In contrast, Islamic microfinance has gained prominence as a tool for economic development and poverty
alleviation, particularly in Muslim-majority countries because of Its distinctive feature which is compliance
with Shariah principles. This makes Islamic microfinancing an attractive alternative to conventional
microfinance, especially for women who may face barriers to accessing traditional financial services. Islamic
microfinance operates on principles such as interest-free loans (Qard Hasan), profit-sharing (Mudarabah), and
joint ventures (Musharakah), which are designed to promote fairness and social justice while facilitating
financial inclusion (Obaidullah & Khan, 2008; Demirgii¢c-Kunt et al., 2013).

In Malaysia, the evolution of Islamic microfinancing has been driven by government initiatives. Bank Negara
Malaysia and other microfinancing providers have established specialized microfinancing schemes to cater to
the needs of micro-entrepreneurs, especially women (Bank Negara Malaysia, 2023). These schemes are
designed to offer flexible financing solutions that align with Islamic principles, making them an attractive
alternative to conventional loans which conventional loans often impose high interest rates and rigid
repayment terms (Musa & Abdullah, 2022). Despite these advancements, there are limited empirical on the
impact of Islamic microfinancing on women entrepreneurs. Some studies suggest that Islamic microfinancing
has the potential to enhance women’s economic empowerment by providing access to capital, but there were
arguments that without adequate financial literacy support and business development services, the impact may
be minimal (Hassan & Osman, 2021).
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Islamic microfinancing has played a significant role in fostering financial inclusion, particularly among
underserved populations. Women's micro-enterprises are an important component of the Malaysian economy,
especially in rural and semi-urban areas. These micro-enterprises are often characterized by low capital
requirements, a small number of employees, and a focus on sectors such as retail, agriculture and services.
Nevertheless, despite their potential these businesses face significant challenges including limited access to
finance, lack of business skills, and cultural constraints that can impede their growth (Karim et al., 2021). Thus,
by providing access to capital, Islamic microfinance institutions have empowered women to establish and grow
their microenterprises contributing not only to their household income but also to broader economic
development (Obaidullah & Khan, 2020). The potential of Islamic microfinance to empower women has been
the subject of extensive research. Some studies have consistently shown that access to microfinance can
significantly improve women's economic status by enabling them to start or expand their small businesses,
thus, increasing their income and control over their household resources (Noreen, 2011; Zulfigar & Tabasum,
2023). For instance, a study conducted in Pakistan revealed that women who received microfinancing were
more likely to participate in household decision-making contribute to family welfare and lead to greater socio-
economic empowerment (Khan et al., 2011). Similarly, research from Bangladesh has highlighted how Islamic
microfinance programs have facilitated income generation and asset accumulation among rural women
contributing to poverty reduction and enhanced self-reliance (Abdul-Rahman & Ahmad, 2010).

Despite these positive outcomes, the impact of Islamic microfinance on women's empowerment is not
uniformly positive across all dimensions. While economic and social empowerment are frequently reported,
challenges remain in fully realizing the potential of these programs. For example, research indicates that
without complementary services such as education and rights awareness, microfinance alone may not lead to
substantial improvements in women's autonomy or participation in public life (Zulfiqar & Tabasum, 2023).
Additionally, the effectiveness of Islamic microfinance in promoting empowerment is often influenced by
contextual factors, such as cultural norms and the legal environment, which can either facilitate or hinder
women's access to financial services (Demirgii¢c-Kunt et al., 2018).

Given the complex interplay between financial services and empowerment, this study aims to explore the
specific factors that influence the success of Islamic microfinance in empowering women in Malaysia. By
analyzing variables such as loan size, tenure, financial literacy support, and the sector of the microenterprise,
this research seeks to provide insights into how Islamic microfinance can be optimized to unlock the economic
potential of women, thereby contributing to broader development goals. Women who gain access to financial
resources often experience increased decision-making power within their households and communities,
leading to greater gender equality (Cheston & Kuhn, 2002). Moreover, women’s economic empowerment is
closely linked to improvements in family health, education, and overall well-being, creating a ripple effect that
benefits future generations. Therefore, understanding the impact of Islamic microfinance on women's
empowerment requires a comprehensive analysis of not only the financial outcomes but also the social and
cultural dimensions.

2. Literature Review

Women's empowerment remains a pivotal goal in global development initiatives, particularly within the
realms of financial inclusion and poverty reduction. The concept of empowerment, as articulated by Kabeer
(1999), involves the expansion of individuals' ability to make life choices in contexts where this ability was
previously constrained. This multidimensional concept includes not only economic empowerment but also
social, psychological, and political dimensions, reflecting a holistic approach to understanding how
empowerment manifests in women's lives.

In recent years, microfinance has been widely promoted as a strategy for empowering women, especially in
developing countries where traditional banking systems often fail to reach marginalized groups (Demirgii¢-
Kuntetal,, 2018). However, conventional microfinance models have faced criticism for potentially exacerbating
debt burdens among women due to high interest rates and inflexible repayment structures (D’espallier,
Goedecke, Hudon, & Mersland, 2017). Islamic microfinance, which adheres to the principles of Shariah, offers
an alternative that is more aligned with the ethical, social, and religious values of Muslim-majority societies
(Rahman & Dean, 2013). This system's focus on risk-sharing, interest-free lending, and community welfare
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positions it as a more culturally sensitive and potentially effective tool for promoting women's empowerment
(Hassan & Aliyu, 2018).

Empowerment, as the dependent variable in this study, is an inherently complex and multifaceted construct.
While economic empowerment—measured through income, savings, and business ownership—remains
central, scholars argue that empowerment must also encompass social and psychological dimensions
(Mosedale, 2014). Soc empowerment includes factors such as increased participation in household decision-
making and community leadership roles, while psychological empowerment relates to self-confidence and a
sense of agency (Yount, Cheong, & Miedema, 2018).

Islamic microfinance has the potential to contribute to these broader aspects of empowerment by not only
providing financial resources but also by promoting values of equity, justice, and social responsibility (Abdul-
Rahman & Nor, 2017). The holistic nature of Islamic finance, which integrates ethical considerations into
economic transactions, may foster a more supportive environment for women's empowerment compared to
conventional microfinance models (Obaidullah & Khan, 2008). However, empirical studies that examine these
broader dimensions of empowerment within Islamic microfinance contexts are limited, highlighting a
significant gap in the literature (Karim, Tarazi, & Reille, 2022).

This study explores several independent variables that are hypothesized to influence women's empowerment
through Islamic microfinancing initiatives: loan amount, loan tenure, financial literacy support, age of the
microenterprise, sector of business, entrepreneurial experience, education level, and household income. The
size and duration of a loan are critical in determining the potential impact of microfinance on women's
empowerment. Larger loans with longer tenures can provide the necessary capital and time for women to grow
their businesses and achieve sustainable economic empowerment (Banerjee et al.,, 2015). However, the loan
amount and tenure must align with the borrower's repayment capacity to avoid financial stress and potential
disempowerment (Angelucci, Karlan, & Zinman, 2015).

Financial literacy plays a crucial role in empowering women to make informed financial decisions, effectively
manage their resources, and navigate the complexities of microfinance products (Grohmann, 2018). In the
context of Islamic microfinance, where financial products are based on Shariah principles, financial literacy
support is even more critical. Women must understand these principles to fully benefit from Islamic financial
services and avoid potential pitfalls (Goyal & Kumar, 2021).

The age of microenterprise and the sector in which it operates are also important factors in determining the
impact of microfinance on empowerment. Older microenterprises may have more established revenue streams
and thus a higher likelihood of success and empowerment (Amin, Hill, & Li, 2019). Meanwhile, the sector of
business can influence the opportunities and challenges faced by women entrepreneurs, with some sectors
offering greater growth potential and empowerment opportunities than others (Klapper & Parker, 2019).

Prior entrepreneurial experience and education level are often linked to higher levels of empowerment, as
these factors can equip women with the skills and knowledge necessary to effectively run their businesses
(Langevang, Namatovu, & Dawa, 2012). Women with higher education levels are more likely to understand
financial products, manage their enterprises efficiently, and leverage opportunities for growth, leading to
greater empowerment (Nawaz, 2021).

Household income is another critical factor, as it influences a woman's ability to take risks and invest in her
business. Women from higher-income households may have more financial security, enabling them to invest in
their enterprises without jeopardizing their family's welfare (Ashraf, Karlan, & Yin, 2010). Conversely, women
from lower-income households may face greater financial pressures, which could limit their ability to invest in
their businesses and fully benefit from microfinance programs (Swain & Wallentin, 2017).

The relationship between these independent variables and women's empowerment is multifaceted and
context-dependent. For instance, larger loan amounts and longer tenures may lead to greater economic
empowerment, but only if they are paired with appropriate financial literacy support and tailored to the
specific needs and circumstances of the borrower (Banerjee et al, 2015). Financial literacy is crucial,
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particularly in the context of Islamic microfinance, where understanding Shariah-compliant products is
essential for making informed financial decisions (Goyal & Kumar, 2021).

Similarly, the sector of business and the age of the microenterprise can influence the effectiveness of
microfinance in empowering women. Businesses in growth-oriented sectors or those with more established
operations are more likely to benefit from microfinance and contribute to women's empowerment (Klapper &
Parker, 2019). Entrepreneurial experience and education level also play significant roles, as these factors
enhance a woman's ability to navigate the challenges of entrepreneurship and leverage the opportunities
provided by microfinance (Langevang et al., 2012). In summary, the effectiveness of Islamic microfinance in
empowering women is influenced by a complex interplay of factors. Understanding these relationships is
crucial for designing microfinance programs that are truly effective in promoting women's empowerment in
diverse contexts.

3. Research Methodology

To examine the influence of Islamic microfinancing programs on women’s empowerment among Malaysian
micro-entrepreneurs, this study employs a quantitative approach. A cross-sectional survey design will be
employed to gather data from a specific group of Malaysian women entrepreneurs who have obtained Islamic
microfinance. The study focuses on examining the impact of various elements associated with Islamic
microfinancing, including loan size, loan tenure, and financial literacy support, on the empowerment of women.
Specifically, the study investigates how different factors related to Islamic microfinancing influence the
empowerment of women. The empowerment is measured through three empowerment indicators such as
economic, social, and psychological using a composite empowerment index. Each dimension is scored, and a
composite index is created to classify women as either empowered or not empowered (binary choice).

The target population for this study specifically is Malaysian women micro-entrepreneurs who have benefited
from Islamic microfinance providers such as Amanah Ikhtiar Malaysia, Tekun or any other providers. Data is
collected using a structured survey questionnaire administered online and in person. The survey consists of
closed-ended questions and Likert scale items designed to assess variables related to Islamic microfinancing
and women's empowerment. A stratified random sampling method is used to ensure representation across
different business sectors (e.g., retail, agriculture, services). The Empowerment Index is computed based on
responses to the empowerment indicators across economic, social, and psychological dimensions (refer
to Table 2). Each dimension is scored, and a composite index is created to classify women as either empowered
or not empowered. The data collected was analyzed using logistic regression to identify the impact of the
independent variables on the likelihood of a participant being classified as empowered. The logistic regression
model will be presented in the following form:

P(Empowerment=1

log (

) =B0 + B1x Loan Amount + 32 x Loan Tenure + ......... + Bn x Household Income
1-P (Empowerment=1)

Table 1 shows the definitions and measurement of variables used in the logistic regression model. The variables
are measured as follows:

Table 1: Definitions and measurement of variables used in the logistic regression model

Variable name Definitions/measurement
DEPENDENT VARIABLE
Empowerment (DV) Empowerment is categorized as binary where 1= empowered; 0 = not

empowered using a threshold of 2.0 on the composite index.
The Empowerment Index is calculated as a weighted composite score
of economic, social, and psychological indicators.

INDEPENDENT VARIABLES

Loan Amount Amount (in Malaysian Ringgit) of Islamic microfinancing received by
the owner of the microenterprise.

Loan Tenure The duration of the loan repayment period is in months.

Financial Literacy Support Financial literacy supportis a vector of dummy variables where: 1 if the
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Variable name Definitions/measurement

owner of the microenterprise received financial literacy training;
O=otherwise.

Support networks are a vector of dummy variables where: 1 if the
owner of microenterprise has access to business support networks; 0=
otherwise.

Number of years the business has been operating.

The sector of the enterprise is a vector of dummy variables for different
sectors (e.g, retail, agriculture, services)

A vector of dummy variables of experience where 1 if the owner of the
microenterprise has work or business experience before running
the business and 0 otherwise.

Highest level of formal education attained (0 = No Education; 1 =
Primary; 2 = Secondary; 3 = Tertiary).

Household income in Malaysia Ringgit (monthly).

Support networks

Age of microenterprise
Sector of Business

Entrepreneurial Experience

Education Level

Household income

Multicollinearity diagnostics will also be performed to ensure that independent variables do not exhibit high
correlation, which could distort the model estimates.

Table 2: Empowerment Index Indicators and their respective categories (economic, social, and

psychological)

Category Indicator Type of Measure Description

Economic Business Growth Business growth is a vector Has the participant's business grown
of dummy variables where: in terms of profits?
1 for Yes; 0=No.

Income Increase Income increase is a vector Has the participant’s personal or
of dummy variables where: household income increased?
1 for Yes; 0=No.

Asset Ownership Asset ownership is a vector Does the participant own business-
of dummy variables where: related assets independently?
1 for Yes; 0=No.

Financial Financial independence isa Does the participant make financial

Independence vector of dummy variables decisions independently?
where: 1 for Yes; 0=No.

Job Creation Job creation is a vector of Has the participant created jobs as a
dummy variables where: 1 result of her business?
for Yes; 0=No.

Social Decision-Making Decision-making power isa Does the participant have decision-

Power vector of dummy variables making power in her household or
where: 1 for Yes; 0=No. business?

Mobility Mobility is a vector of Does the participant have freedom of
dummy variables where: 1 movement and participation in
for Yes; 0=No. business activities?

Control Over Control over resources is a Does the participant have control

Resources vector of dummy variables over business resources?
where: 1 for Yes; 0=No.

Support Network A support network is a Does the participant have access to a
vector of dummy variables business or social support network?
where: 1 for Yes; 0=No.

Psychological Self-Efficacy Likert Scale (1-5) How confident is the participant in
her ability to succeed in business?

Self-Confidence Likert Scale (1-5) How confident is the participant in

managing  business and life
challenges?
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4. Conclusion

Islamic microfinancing presents a unique and culturally sensitive approach to promoting women's
empowerment, particularly in Muslim-majority societies. Grounded in the ethical principles of Shariah, it offers
an alternative to conventional microfinance by focusing on risk-sharing, interest-free lending, and the broader
goal of social welfare. This framework not only aligns with religious values but also holds the potential to foster
a more inclusive and just financial system that supports the holistic empowerment of women.

However, the path to empowerment through Islamic microfinance is complex and influenced by a myriad of
factors. While economic empowerment is a significant outcome, true empowerment extends beyond financial
independence to include social, psychological, and political dimensions. Factors such as loan amount, loan
tenure, financial literacy support, the age of the microenterprise, the sector of business, entrepreneurial
experience, education level, and household income all play critical roles in determining the effectiveness of
microfinance initiatives in empowering women.

The relationship between these variables is intricate and context-dependent, underscoring the need for a
nuanced approach to designing and implementing microfinance programs. To truly empower women, Islamic
microfinance must be accompanied by comprehensive support systems, including financial literacy training
and tailored services that consider the unique challenges and opportunities faced by women in different sectors
and stages of business development.

As the field of Islamic microfinance continues to evolve, future research must address the gaps identified in this
study, particularly the need for multidimensional assessments of empowerment. By deepening our
understanding of how Islamic microfinance influences not just economic outcomes but also social and
psychological empowerment, we can develop more effective strategies that contribute to the sustainable
development and well-being of women worldwide.

In conclusion, while Islamic microfinance holds great promise as a tool for women's empowerment, its success
depends on a holistic and well-integrated approach that considers the diverse needs and contexts of women
entrepreneurs. By focusing on both the ethical principles of Islam and the practical realities of women's lives,
Islamic microfinance can play a pivotal role in advancing gender equality and fostering inclusive growth in the
communities it serves.
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