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ABSTRACT 

 

 

Poverty alleviation efforts dominate the agenda of developing nations. Various 

government and donor agencies have been applying various techniques to alleviate the 

menace of poverty. Recently, microfinance has been touted as an effective tool in 

fighting poverty. However, the institution of microfinance faces some obstacles on its 

way to success. These include high and fixed interest rate on loans, mismatch between 

the objective of fighting poverty and the service provided. This has led to the 

emergence of Islamic microfinance in some Muslims countries and communities. 

However, the practice of Islamic microfinance again raises an alarm on the mismatch 

between the objectives of Islamic economics and Islamic finance with that of the 

institutions offering Islamic microfinance. In Nigeria, there exists a sizable number of 

poor below the poverty line engaging in microenterprises that are in dire need of 

financial services to prosper, but who have no access to finance. In lieu of this, there is 

need for alternative model that will ensure business success with socio-economic 

objectives of the Muslims community. This research has developed an Islamic micro-

investment model (IMIM) that can be applied by any Islamic microfinance institution 

which has the dual objectives of attaining profitability and promoting socio-economic 

welfare of the society. IMIM incorporates waqf and microfinance and as the former is 

a voluntary act, it can be seen to be an ‘ethically superior’ institution.  A mixed-

methods approach was used to collect the data. Findings from this study, using 

structural equation modeling, showed that Theory of Reasoned Action (TRA) model 

was useful in predicting intention to use Islamic micro-investment instruments. The 

hypotheses tested showed that the model fits the data well, thus, the TRA predicts the 

behavioural intention of Islamic micro-investors in Nigeria. The result showed that 

intention to use Islamic micro-investment model was impacted significantly by the 

attitude of the micro-investors while subjective norms were found to be insignificant. 

However, subjective norms were able to predict intention through attitude in the 

revised model. Findings from qualitative data also indicated that the Islamic micro-

investment model is applicable in Nigeria and has tremendous benefits for the micro-

investors in particular and the society at large.  
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CHAPTER ONE 

 INTRODUCTION 

1.1 BACKGROUND OF THE STUDY 

Poverty has been recognized as a one of the major challenges facing human being on 

the globe and efforts at global, national and local levels have been geared towards 

minimizing the menace. Halving the poverty by 2015 is the most important of the 

Millennium Development Goals of United Nations established in the year 2000.  After 

a decade of the declaration of fighting the poverty, results have varied among member 

states. Out of the 87 countries with available data, 49 are on track to achieve the 

poverty goal. About 47 percent of the people in low and middle income countries have 

either attained or are on track to do so. Yet, 41 percent live in countries that are either 

off track or seriously off track. The remaining 12 percent live in the 60 countries 

where data is insufficient (World Bank, 2010, p.2). One of the ways considered to be 

useful in fighting poverty is microfinance mechanism as it provides access to financial 

services that could help in poverty reduction by both promoting opportunities and 

facilitating empowerment (Hamada, 2010, p.1).  

Having assumed microfinance as a relevant tool for poverty reduction, many 

microfinance institutions (MFIs) emerged and by 1980s and 1990s, their number 

around the world proliferated. Moved by the insignificant performance of other 

sectors, practitioners, policy makers and international organizations advocated 

microfinance as the tool for reducing poverty. As at 2007, there were more than 7000 

micro-lending organizations issuing loans to more than 25 million poor individuals 

across the globe, women constitute the greater beneficiaries. The United Nations 



2 

Capital Development Fund (UNCDF) declared 2005 as the year of micro credit. The 

Grameen Bank model in Bangladesh, which is deemed successful in issuing loans to 

poor people through group collateral-was replicated throughout the world (El-

Karanshawy, 2007). 

However, the coverage of microfinance services to the poor as at 2006 was 

only 38 percent in Asia, 8.5 percent in Africa and Middle East, 11.6 percent in Latin 

America and the Caribbean and 1.7 percent in Europe. Asia being the most populous 

continent in the world has many microfinance programmes but because of the 

proportions
1
 of the poor there are still millions of poor potentials borrowers waiting to 

be reached. Similarly in other regions, the borrowers are only the minority compared 

to the potential clients (Latifee, 2006). 

Microfinance is provided by specialized banks created for this purpose and 

some commercial banks, and NGOs, which are popularly called Microfinance 

Institutions (MFIs). A typical microfinance activity has the following key 

characteristics as described by Sadeq (2007). First, MF is normally provided to the 

rural poor. Second, for MF, the poor households are mobilized into groups whose 

membership ranges from 5-30. Third, MF does not require formal financial collateral. 

Fourth, small loans amounting to USD25-75 are provided usually for one year and are 

recoverable on weekly installments. Fifth, loans are offered normally for small 

businesses, food processing, cottage industries, transport, livestock, etc. Sixth, the 

loans are based on interest, which is usually about 30 percent per annum. 

Microfinance is argued to create a virtuous cycle to break the vicious cycle of 

poverty. The infusion of credit creates self-employment for the borrower, increases 

                                                 
1
 For instance according to Asian Development Bank (2010) in 18 economies of the Asia and Pacific 

region, including the five most populous, 10 percent of the population lives on less than USD1.25 a 

day. The respective poverty figures for the 5 countries are: China 16 percent, Pakistan 23 percent, 

Indonesia 29 percent, India 43 percent and Bangladesh 50 percent. 
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consumption/savings. The additional credits increase further income and so on. Thus, 

a borrower is expected to graduate from poverty. Many impact studies (Alamgir, 

1998a; Hassan and Renteria, 1997; Hossain, 1998; BIDS, 1990) 
2
show that 

microcredit enables recipient households to achieve a better standard of living, 

improved housing, higher human development status, greater assets and have shifted 

away from moneylenders. It is equally argued that, microfinance funds disbursement 

to the poor shows a significant improvement in social indicators, such as children`s 

school enrolment, fertility rates, and the use of clean drinking water (Hassan and 

Alamgir, 2002, p.129). 

Despite the fact that microfinance gains popularity as an presumably effective 

tool for fighting poverty, Kono and Takahashi (2010) have investigated the extent of 

microfinance success or failure. The authors argued that there is no solid evidence to 

support its positive impacts on the poor. This is due to the fact that most of the impact 

studies largely come up with naïve estimate which suffers from selection biases 

leading to overestimation of the impact of microcredit. Other factors that hinder the 

positive impacts of microfinance are the inherent nature of the microcredit scheme 

which charges fixed and high interest rate due to high administrative cost (IRTI, 2007, 

p.16). 

Recently, few efforts by the Islamic Microfinance Institutions (IMFIs) 

initiatives are emerging in the microfinance industry, providing interest-free Islamic 

products, mostly in Muslim countries. They offer different products and serve as an 

alternative to the conventional model.  

  However, the outreach of Islamic microfinance is very limited. A recent 

statistics shows that an estimated 72 percent of people living in Muslim dominated 

                                                 
2
 Cited in Hassan and Alamgir (2002) 
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countries do not use formal financial services even when they are made available. This 

is due to the fear of conventional products that violate Islamic principles as found in 

the Shariah (Karim, N. Tarazi M. & Reille X., 2008). 

Moreover, the existing reality shows that the practice of some Islamic financial 

institutions including microfinance tend to converge with the conventional one 

thereby leading to what Hasan (2010) referred to as “Structure-objective mismatch” of 

Islamic finance. According to the author, ordinary Muslims who hope to benefit from 

Islamic financing remain unattended. For instance, the dominant murabaha contracts 

in both Islamic Microfinance Institutions and other IFIs have the consequence of debt 

promotion rather than real economy (Hasan, 2010, p.7). Karim, Tarazi and Reille 

(2008) also find that murabaha sale carried 34 percent and of the MFIs operating in 

Northern Sudan accounted for 62.3 percent of the outstanding portfolio of Indonesian 

Islamic rural banks.
3
 

In the case of Nigeria, microfinance industry has been characterized by both 

formal and informal institutions that are more or less operate on conventional 

framework. Central Bank of Nigeria’s (CBN) study (2001) has identified 160 

registered MFIs in Nigeria with aggregate savings worth N99.4 million 

(USD835,293.98)
4
 and outstanding credit of N649.6 million (USD545,882.27), which 

indicate huge business transactions in the sector (Anyanwu, 2004).     

The institutional structures for the provision of micro credit vary in Nigeria. 

These include government or public sector-oriented, NGO supported, traditional or a 

mixture of two or more. There are those that exist along the lines of the Informal 

Model and involve revolving credit and savings associations, which are based on long 

                                                 
3
 Refer to appendix V for outreach statistics of Islamic microfinance in some Muslim countries 

4
 The dollar equivalence to Naira (N) is calculated by the researcher at the respective period, using 

online money converter (wwwxe.com/fec/charges.cgi/2011/ and www.economist.com). 



5 

experience. Microfinance is also extended to clients through formal financial 

institutions that are popularly known as the Formal Model. Examples of these include 

the Nigerian Agricultural Cooperative and Rural Development Bank (NACRDB) and 

the Nigerian Industrial Development Bank (NIDB). Such institutions usually know 

very little about the poor who need micro credit but in order to fulfill statutory 

requirements by the political and financial authorities, such units have to be 

maintained.
5
 

One of the challenges of the existing microfinance in Nigeria is for the MFIs to 

reach a larger number of the poor in the country who are mostly in the real sector 

hence most of microfinance funds go to the commercial sector at the detriment of real 

sector activities, especially agricultural and manufacturing production which form the 

foundation for sustainable growth and development. In fact, as at 2004, only about 

14.1 and 3.5 per cent of total Microfinance Institutions’ funding goes to these sectors, 

respectively, while about 78.4 percent goes to commerce (Anyanwu, 2004). 

The CBN survey on microfinance showed that their client base was about 

600,000 in 2001, and there were indications that they may not exceed 1.5 million in 

2003. As at 2004, microfinance institutions in Nigeria serve less than 1 million people 

out of 40 million potential borrowers that need the service (CBN, 2005).
6
 Moreover, 

the total micro credit facilities in Nigeria, account for only 0.2 percent of GDP and 

less than one percent of total credit to the economy. The effect of inappropriate 

approach towards addressing the situation would further accentuate poverty and slow 

down growth and development. 
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 See a paper on Policy challenges for microfinance design and practice in Nigeria published by African 

Institute for Applied Economics, accessed on 27/12/2007 at www.microfinancegateway.com 
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