3

Financial Inclusion for Women: Impact
Evaluation on Islamic Microfinance
to Women’s Empowerment in Indonesia
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Abstract This chapter evaluates the impact of the Islamic microfinance
institution toward the women empowerment. We surveyed approximately
two hundred and forty women who had been involved in the microfi-
nance of the Misykat program in the Dompet Peduli Ummat of Daarut
Tauhid and BAZNAS in Bandung. The primary data collection was held
in two sessions, starting from June to December 2014. The causal effect of
the credit on empowerment was identified using quasi-experimental set-
ting with proxy controls for latent heterogeneity between the control and
the treatment groups. The study suggests that women involvement in the
microfinance improves their position within the houschold through (i)
access to independent income; (ii) control over savings and credit use; and
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(iii) ability to bring productive asset to houschold economy. In addition,
using the matching propensity score and the instrumental variable meth-
ods helps address the bias selection in a cross-sectional setting,.

Keywords Islamic microfinance - Women empowerment - Zakah
management - Poverty alleviation - Propensity score matching

3.1 Introduction
3.1.1 Background and Rationale

Indonesia’s poverty rate has returned to a level similar to what it was
prior to the financial crisis of 1997-1998. It has not fallen further partly
because of slow economic growth. The higher rates of poverty contin-
ued for considerable periods. By 2005, the poverty rate has fallen to
16%, but has risen in 2006 to 17.7% (Yaumidin 2010). Various ways
and financial resources have been deployed to accelerate the elimina-
tion of poverty in Indonesia. As a result, the number of poor started
decline significantly, but in contrary, inequality has increased slightly
in Indonesia, a country with abundant natural resources (Yaumidin
2013). Indonesia’s government continues its efforts to reduce the gap by
increasing inter-regional connectivity, infrastructure development, and
human resource development through various programs.

Transformation of poverty alleviation program in Indonesia has
begun by implementing conditional and unconditional cash transfers.
These programs have been tested to empower the poor and vulnerable
groups as well as to prevent the poor from falling below the poverty
line. However, the result is very slow in reducing the number of poor
people, which Indonesia not able to reach the goal of MDGs in reduc-
ing half of the poverty rate by 2015.

As a country with majority Muslim population, Indonesia leverages
the potential of the Islamic financial system in its economic develop-
ment. Islamic financial system development is inextricably associated
with the interest of the government and development agencies to reduce
poverty and improve welfare for a more balanced economic growth.
Transformation also occurs in the utilization of Zakat, Sadaga, and
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Infag, forms of charity to the needy Muslims—to revive the economy
for groups of small and medium enterprises (SMEs). In Islam, utiliza-
tion of social protection was initiated further in the form of microfi-
nance for the poor. The purpose of this initiative is to integrate Islamic
finance in advancing social condition and reaching the unbankable
group of people. For instance, the potential collection of Zakat in 2009
was Rp111,064 billion, while according to BAZNAS!, the potential of
Zakat collection should reach Rp100,000 billion each year. However,
BAZNAS only successfully collected Rp1.2 billion of Zakat fund, or
only 1.1% of the potential Zakat collection (Yaumidin 2011).2

BAZ and LAZ as institutions for Zakat management in Indonesia have
implemented ideas to empower women. According to Mannan (2000),
Zakat revenue can be spent for raising the productivity of the poor, such
as financing various development projects in education, health care, safe
water, and other social welfare activities that are designed exclusively for
the benefit of the poor. It is expected that such programs can have a mul-
tiplier effect on welfare of the poor. However, it is intuitively plausible
that an increase in income from Zakat investment might be expected to
have a multiplier effect larger than an increase in income from non-Zakat
funds investment. In addition to the leakage into saving, some portion
of income over the successive rounds of income and spending would be
siphoned off by other leakages such as taxes and imports, mostly in case
of the income of the rich. Many economists agree that alleviating poverty
in Indonesia using Zakat funds is limited. Recently, the distribution of
Zakat for economically productive programs has been sporadic, inconsist-
ent, subjective, as well as less coordination and comprehensive planning
between Zakat institutions and the local governments.

Women’s empowerment is not well defined. This terminology has dif-
ferent understanding from countries to countries and societies to socie-
ties. Conceptually, women empowerment is influenced by the gender
system in the countries. For Indonesia, which have mixed education
system (Islamic and conventional), it is believed that women have been
becoming disempowered. However, some would argue that the rules of
classical Islamic law could leave a woman financially better off (Landes
2013; Wee and Shaheed 2008).

According to the statistics, the number of women poverty is about
51% at national level (women poverty or a person who are categorized as
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mustahik) which is slightly higher than men poverty which is about 49%
(Purwakananta and Abilawa 2010). It was argued that Zazkat institutions of
Zakat from government (BAZNAS) operate in all provinces, while institu-
tions of Zakat from private sector (LAZNAS) are more concentrated in Java.
It is more likely to utilize zakat fund to empower women through micro-
credit in order to improve their economic conditions along with the man.

Therefore, the purpose of this chapter is to examine the impact of
Islamic microfinance on women’s empowerment. To gain a comprehen-
sive understanding of the concept of women’s empowerment in Islam,
this chapter delves deeper into the understanding of this concept on
groups of Muslim women. The information is gathered through focus
groups’ discussion, which are divided into two different stratified groups
by economic strata and level of education. Having a clear understanding
of women empowerment, further studies look at the impact of granting
credit from Zakat fund, infaq, and alms resources to access to independ-
ent income; control over savings and credit use; and ability to bring
productive asset to household’s economy.

This study took sample in the city of Bandung, West Java province,
Indonesia, with 200 respondents involving Muslim women who partici-
pated in the microfinance of Misykat program in DPU Daarut Tauhid
and Bandung’s BAZNAS into stratified random sampling. Primary data
collection was held from June to December 2014. Propensity score
matching and instrumental variable methods were used to convince us
to address the selection bias in cross-sectional setting. The methodology
used in this study follows Asim (2008), which provides more reliably
estimates treatment effects within the constraints imposed by the data.
The proposed methodology is both resource efficient and cost-effective,
and easily to replicate. We modified some questions in the questionnaire
section to capture Indonesia Muslim women characteristics.

3.1.2 Research Statement

This research examines a number of Muslim women to see the impact
of Islamic microfinance on empowering them. Islamic finance offers
comprehensive approach to the poor to get access of finance through
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redistributive instruments such as Zakat, Sadaga, Waqf, and Qard
Hassan. However, Islam puts women in the highest place and protects
them from slavery and sexual harassment in the workplace. Islam per-
mits women to work for their actualization, but they have no respon-
sibility to fulfill households’ expenses. Thus, in the majority Muslim
countries, women participation in the workforce is less than in the non-
Muslim countries. Currently, Muslim women in Indonesia are actively
involved in microfinance programs in order to make their life better.
This study intended to answer some questions regarding the impact of
Islamic microfinance to influence women (Muslim) participation in the
economy as well as in household decision. Therefore, the research state-
ments of this study are as follows:

1. How does Muslim women perception on women empowerment
through microfinance.

2. What are the impact of Islamic microfinance to their ability to get
independence income, controlling the use of credit and saving
usages, and their ability to bring productive asset in their household?

3. Is there any different impact of private microfinance and government
microfinance women’s empowerment?

3.1.3 Objectives

Women empowerment is one of the alternatives to raise poverty.
Numbers of women believe that they may become an economic driver
in their families as well as in nation. Some studies found that micro-
finance (microcredit) in Indonesia, to some extent, leads to women
empowerment, but it also impedes women as women have more
responsibilities to do reproductive, production, and social function.
Indonesia has majority of Muslim women who restricted to Islamic
lesson that women should not involve in production network or have
more responsibilities to fulfill basic household necessities than men.
However, there is limited study to see the influence of Islamic micro-
finance to empower Muslim women in Indonesia. Therefore, the pur-
poses of this study are as follows:
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1. Determine to what extent Muslim women understanding of women
empowerments and Islam microfinance.

2. Measuring the impact of Islamic microfinance toward the ability of
women to access independent income, controlling the use of saving
and credit; and their ability to bring productive asset to household
economy.

3. Comparing the performance of Islamic microfinance between gov-
ernment and private to influence women’s empowerment.

3.2 Literature Review
3.2.1 Islamic Views on Poverty

Islam does not define a fixed criterion for poverty that applies to all; the
concept of poverty in Islam is broader and covers more than just food
and services. However, Islam has a key principle in achieving its ideal of
redistributive justice that is the support and empowerment of the weak.
This can be achieved most significantly through the financial empower-
ment of family units in the lowest classes of the society.

Moreover, numerous studies on the linkage of financial development
with economic development suggest that degree of financial develop-
ment is not related to the poverty features in the country (Mohieldin
etal. 2011). Meanwhile, small and medium enterprises (SMEs) are
believed as agents of economic development in most emerging market.
However, development of SMEs faces many constraints, lack of access
to credit, inadequate collateral, insufficient legal status, and high trans-
action costs, which are among the reasons why such enterprises experi-
enced exclusion from the formal financial system. It is the reason why
SMEs less participate in development program (Obaidullah and Latiff
2007). Therefore, enhancing the access to and the quality of basic
financial services such as availability of credit, mobilization of savings,
insurance, and risk management can facilitate sustainable growth and
productivity, especially for small and medium scale enterprises (SMEs).
In the global context, building financial inclusion systems, on the view



3 Financial Inclusion for Women: Impact Evaluation ... 87

of microfinance to combat poverty in developing countries, is impor-
tant agenda that has to be implemented worldwide.

World Bank report on financial access shows that almost 60% of
adult populations in emerging market still have no access to basic finan-
cial services, and great part of them come from countries with pre-
dominantly Muslim population (World Bank 2012). Meanwhile, Islam
puts equal emphasis on spiritual and on worldly affairs (Chapra 1980).
Social justice, inclusion, and sharing of resources between the haves and
the have not are essential for economic development in Islamic eco-
nomics system. Islam recognizes claims based on equality of liberty and
opportunity, which are reflected in the degree of access to resources, the
degree and extent of the ability of persons to actualize their potential
liberty and opportunity, and the right of prior ownership. The right
that the less able has in the wealth of those who have greater ability and
opportunity to produce greater wealth is redeemed through the vari-
ous levies (Zakat, Khums, Sadaga, Nafaqa, and so on), the payment of
which is not beneficence but a contractual obligation that must be met.
Zakat, for instance, is one of the fundamentals of the social transfer
payment in Islamic lesson that has direct economic implications.? Zakat
requires Muslims to distribute part of their wealth to alleviate pov-
erty and achieve economic emancipation for the poor (Ahmed 2004).
However, Ahmad (2000) states that Zakar contributions by Muslims are
neither part of the state’s public revenues nor part of the sovereign rev-
enue from taxes in the state budget.

3.2.2 Islamic Views on Women Empowerment

According to WEMC, the definition of women’s empowerment should
entail some analyses on power dynamics. In general, it has been defined
as an increase ability to question, challenge, and eventually transform
unfavorable gendered power relations, often legitimized in the name of
‘culture’ (Wee and Shaheed 2008). This study focused on Muslim con-
text in the view of women empowerments and found that the imposi-
tion of the Islamists’ monolithic vision promotes (1) a misconception
that the aspiration and struggle for women’s rights are aliens to Muslim
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contexts and (2) a cultural impoverishment that deprives women of
alternative reference points for exercising agency and autonomy. Thus,
this condition caused disempowerment of women in different form
of multiple levels: (1) At the macro-level, national politico-religious
groups, often allied with groups in other countries or with interna-
tional networks, may seek to reshape laws and policies to conform with
gender-inequitable notions; (2) at the meso-level, local politico-reli-
gious groups may also seek to do the same with local laws and policies,
often in alliance with national and international groups and networks.
In addition, patriarchal kinship-based groups may seek to perpetuate
disempowering values and practices, in convergence with the politico-
religious groups; and (3) at the micro-level, individuals may assert dis-
empowering values and practices in interpersonal relationships to a
greater degree, often encouraged by trends at meso- and macro-levels.

3.2.3 Microfinance and Women Empowerment

Current thinking on microfinance has broadened its definition from
microcredit to provision of an array of financial services, such as savings,
insurance, and remittances. It emphasizes that access to microfinance and
not cost of microfinance should be under focus in designing and imple-
menting poverty alleviation strategy. The strategy should aim at sustain-
ability through a shift from a charity-based donor-dependent approach
to a market-based for-profits approach emphasizing systemic efficiency,
transparency, and restricting use of donor funds to capacity building. It
also underscores inclusiveness and integration of microfinance with the
formal financial system. While there is a consensus among thinkers and
practitioners, the same does not imply or advocate a single and uniform
approach to microfinance. Arguably, diverse channels are needed to get
diverse financial services into the hands of a diverse range of people who
are currently excluded. In the context of Muslim societies, building inclu-
sive financial systems would most certainly require integration of microfi-
nance with Islamic finance (Obaidullah and Latiff 2007).

The form of microfinance in Islamic finance is not limited to the
form of rural or small banks. Current consensus among Islamic
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economists agreed that the feature of microfinance for the poor should
utilize any Islamic levies as source of funds rather than collecting funds
from third party. However, the product of financing that is used for
microfinance may be the same as product financing from Islamic
banks. It is because many elements of microfinance are consistent with
the broader goals of Islamic finance. Both advocate entrepreneurship
and risk sharing and believe that the poor should take part in such
activities, focus on developmental and social goals as well as advo-
cate financial inclusion, entrepreneurship, and risk sharing through
partnership finance (Obaidullah and Latiff 2007). However, most of
favorite products are based on Mudarabah, Murabahah, Qard Hassan,
Musharakah, Bay-al Salam, and [jarah financing (Kaleem 2007; Kholis
2008).

In the case of empowering the poor, there are number of studies
conclude that microfinance is related to women’s empowerment (Asim
2008). However, defining women’s empowerment is debatable since
the term ‘empowerment’ has related to gender system in the country
(Wee and Shaheed 2008). A gender system is a system of constructing
and regulating specific standards for males and females, as well as rela-
tions between them, in terms of relative hierarchy or relative equality.
Intersecting with other forms of power relations and diverse gender sys-
tems produces varied spaces for women’s initiatives and empowerment,
accompanied by distinctive constraints, diverse sources of support, and
dissimilar access to a range of resources.

Empowering women becomes important agenda for developing
countries to catch up their economic development. However, such
empowerment terms should be defined clearly and apt to with ideology,
culture, and norm of society. As discussed above, financial inclusion
should involve women participation, so that developing microfinance is
the one way to empower women. There were numerous studies to esti-
mate and predict the impact of microfinance to improve women’s posi-
tion in the household as well as in the societies (Table 3.1).

The successful performance of microfinance institution is largely
associated with the utilization and the function of social networks of
poor clients including the existence of trust (Chavez and Vega 1996;
Robinson 2002; Martowijoyo 2007; Sanrego and Antonio 2013).
Islamic microfinance is another institutional innovation being designed
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to have soundness of lending technology (based on Islamic teachings) of
group lending model (GLM) that could ascertain the poor to have an
access to the financial services (Sanrego and Antonio 2013).

In Indonesia, Grameen Bank model has been replicated and modi-
fied in many of Islamic microfinance programs. Most of the Islamic
microfinance has been designed in the form of cooperative model. Such
program in the cooperative organization has certain characteristic as
community-based empowerment, microfinance services, participatory,
or group-based lending and addressed particularly for women of the
poor or low-income families.

Finally, we conclude that the literature surveyed suffices to provide
theoretical foundations for empirically testing the link between micro-
credit and women’s empowerment as figured out in Fig. 3.1. According
to Asim (2008), microcredit is expected to improve the position of
women within the household through (1) empowerment brought
about by increases in independent income; (2) empowerment through
‘control’ over credit and savings decisions; and (3) increased worth of
women within the family, stemming from their ability to bring a ‘valu-
able’ asset to the household economy. The focus on any one of these
mechanism alone will fail to provide a complete perspective on women’s
empowerment. For empirical study that aims to evaluate the empower-
ment potential of credit, it is necessary to look at the ‘outcomes’ asso-
ciated with the empowerment effect rather than looking only at the
‘processes’ through which those empowerment effects were generated.

3.3 Methodology
3.3.1 Methodological Framework

The research design was set up to carry out a quasi-experimental frame-
work. Prospective or new client is used as a comparison or control
group. The mature client (old participants whether active or inactive)
was compared with the control group to ascertain impact of credit.
Questionnaire design based on the conceptualization of women’s
empowerment is outlined in the conceptual framework.
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Women

/ empowerment \

Changes in intra-
households

bargaining and

Increased status
of women with in

gender relations household
Income under
women’s control
increase
)
Women'’s Increased Increased
decisions about independent household
savings and credit income income
use
Women’s

access to credit

Fig. 3.1 Framework of women’s empowerment through microcredit. Source
Asim (2008)

Before we conduct experimental survey, we redefined the terms of
‘women empowerment through the exploratory evidence obtained
from focus group discussion sessions and subsequent in-depth inter-
views to have the sense of ‘womens empowerment’ from Indonesia’s
Muslim women (see annexes for list of questions). We conducted FGD
for two groups that classified based on level of education and economic
strata. We divided women groups of MFI recipients into lower-medium
education (from no graduate from elementary school to junior high
school) and medium-higher education (graduated from senior high
school to higher level). Based on the level of economic condition, we
divided group as the recipients, who used MFI credit for consumption
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and have no business, and other group is MFI clients who use their loan
for working capital and they have business. We also conducted partici-
patory methods using focus group discussion to know how MFI man-
agement board perceives women empowerment. In addition, we also
investigate how they manage their institutions.

3.3.2 Sample Design and Selection Procedures

Primary data are collected from 240 households in the south Bandung
district (Fig. 3.2). The target population comprised all women regis-
tered with the Misykat program Dompet Peduli Ummat Daarut Tauhid
(DPU-DT), Bandung, and Badan Amil Zakar Nasional (BAZNAS),
West Java Province in the area of Bandung city.

A stratified random sample of 240 houscholds was drawn from the
population of 1800 female clients, with approximately 1000 DPU-DT
and 800 BAZNAS clients. The sample of 240 clients with 192 clients

www.indolravelers.com

o i BANDUNG

SKALA 1 :33.300

Fig. 3.2 Area of study. Source www.indotravelers.com
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of DPU-DT and 84 BAZNAS clients represented the proportion of
DPU-DT and BAZNAS clients in the population. The sample has fur-
ther been divided into two groups.

1. The treatment groups are the mature clients: the minimum criteria
for being counted as mature clients are that the respondents must
have completed at least one loan cycle with the MFI.

2. The control groups are the prospective clients registered with the MFI
in the month of the data collected (around May and June 2014),
and/or they only receipt a loan for once a year as charity (without
repay back the loan). The reason to select the prospective clients
rather than non-clients as controller group is that there may be ini-
tial differences between clients and non-clients such as household
income, entrepreneurial ability, and degree of female empowerment.

For about every two people in the treatment group, we have one per-
son in the control group; thus, we have 144 treatment group respondent
and 96 control group respondents in total. We assumed that treatment
and control groups come from similar types of communities and have
similar characteristic particularly in economic background and status.

3.3.3 Questionnaire Design

The questionnaire is designed to answer underlying research objec-
tive: how the impact of Islamic microfinance on indicators of women
empowerment. It is designed to follow Asim (2008) with modification
on the indicators of women empowerment, within the particular con-
text of Indonesia.

The questionnaire captured series of questions relating to variables
which indicate empower for women based on the theoretical views,
i.e., children concerning, social mobility, and economic empowerment.
Therefore, the questionnaire consisted of sections as follows;

1. Household Information (Adult).
2. Household Information (Children).
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3. Household Information (Labor).

4. Credit profile of household.

5. Income/Expenditure/Saving/Debt/Asset Profile of HH.
6. Female Enterprise.

7. Attitude toward female enterprise/empowerment.

The questionnaire was designed to be generate qualitative informa-
tion to reinforce the validity of research findings.

3.3.4 Method of Data Analysis

This study estimates the conditional demands for empowerment indica-
tors conditioned on the individual’s participation in the credit program.
The reduced form systems of equations that we want to estimate are as
follows:

C=xXi+nZ +¢ (3.1)

Yy = o Xi + 8yZ; + ¢ (3.2)

where C; is the binary treatment measuring participation in the pro-
gram, X is a vector of household and borrower’s characteristics (age,
education, children, etc.), Y is the conditional demand for women’s
empowerment outcomes (such as level of involvement in the decision
making or ability to make decisions without someone’s permission),
Z, is the set of exogenous instruments distinct from X that affect C,
but not household behavior Y, conditional on C, a, T, o, and Jy are
the parameters to be estimated, and ¢, and p, are errors representing
unmeasured household level characteristics that determine participa-
tion in the program and outcomes, respectively. ‘8y’ is the parameter
of interest that measures the impact of participation in the program
on the outcome. The estimation problem arises because of the possible
correlation between &, and £ due to the endogeneity of treatment. In
the absence of exogenous instrument vector Z, strong assumptions are
required to address concerns regarding endogeneity.

To measure and quantify the outcome variable Y, we quantify how
decisions in the household are arrived. We allow our respondent to



3 Financial Inclusion for Women: Impact Evaluation ... 97

rank, in an ordinal manner, the extent to which her preferences are
taken into account in intra household decisions. In the context of
the urban women of Bandung city area, there are certain structural
in equalities and prescribed social norms that reinforce the subser-
vient position of women within the household. As this condition,
we expect that access to credit will help women in contesting those
prescribed gender rules. It can be measured by changes in the degree
of female participation brought about by credit decision concerning
household and women’s welfare. We use ordered probit framework
to capture these ordinal preferences in our estimation strategy as
follows:

3.3.5 Regression Methods

To estimates and test hypothesis 1, we use the class of probit and bivar-
iate probit models. The endogeneity of treatment in our specification
necessitates making the following assumption:
Assumption 1: Ignorability treatment

Conditional on observed individual characteristic Xi, outcomes (Y°,
Y!) are independent of the treatment T. This assumption implies condi-
tional mean independence of outcomes:

[E<Y0|X, T> - E(Y°|Xﬂ and [E<Y1|X, T> - E(Y1 |X)}(3,3)
Assumption 2: Stable unit treatment value assumptions

Estimation strategy by imposing a linear relationship for conditional
mean independence

E(Y'IX ) = yo+ BoX - X)

E<Y1|X) — i+ /X=X (3.4)

where X is the vector of covariates with the average value X in the
treated population.
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In this generic heterogeneous treatment effects model, we allow
both the parameters of slope (Bo, B1) and intercept term (yp,y1) to
vary across the outcome regimes. This switching regression model can
be reduced to a single equation giving the expected empowerment out-
come Y conditional on X, T:

EY|X,T) = po+aT +BX +T(X —X)8 (3.5)

where Y = (1 — T)Y? + TY ! is the observed outcome (equal to Y! for
participants in the treatment group and Y° for participants in the con-
trol group).

3.3.6 Propensity Score Matching

Propensity score matching has to ensure that the conditional probabil-
ity of participation in the program is uniform between participants and
matched comparators, Whereas in a randomized trial, the participants
and non-participants are identical in terms of the distribution of all
the characteristics, whether observed or not. Using a pooled sample of
control and treatment groups, we estimate a flexible probit model by
regressing treatment T, on covariates Z; and functions of covariates. The
estimated parameters from this regression are used to predict P(Z;) the
propensity score for treatment assignment.

P(Z)=F(z;7) (3.6)

where ¥ is obtained from a probit regression of T, on Z.

Propensity score matching uses the values of P(Z;) to select matching
comparison units. The estimates of the program impact are highly sensi-
tive to the choice of matching method used to construct comparison
group (Smith and Todd 2005). However, Smith and Todd (2005) go
on to demonstrate that the robustness of estimators can be enhanced
by restricting the matches only to those units in the control and treat-
ment group who have a common support in the distribution of pro-
pensity scores. We eliminate all the cases in the control and treatment
group that lie outside the common support condition. We further check
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robustness of our estimates by using both kernel and radius matching
methods.

3.3.7 Hypothesis

Hypotheses 1: Preference-Based Indicators of Empowerment

There are five different dimensions of empowerment: children-related
decisions; health decisions; economic decisions; social mobility deci-
sions; and major household purchases. This hypothesis empirically tests
the immediate changes in gender relation brought about by participa-
tion in a microcredit program. If the position of the women within the
household has improved after taking the loan, then the distribution
power should change across some domains of decision making within

the household.

Hypotheses 2: Autonomy-Based Indicators of Empowerment

This hypothesis tests whether microcredit is enabling women in contest-
ing their way out of the prescribed norms of gender inequality embed-
ded in the society. Intuitively, we would like to test whether microcredit
will only empower women within the constraints of patriarchy imposed
by the society and religions. We use another set of empowerment indi-
cators where we ask the respondents whether they require someone’s
permission to make decision related to household purchase and chil-
dren. We generate a dummy variable capturing their independence in
decision making whenever they do not require someone’s permission to
make such decisions.

3.4 Result and Analysis
3.4.1 Development of Microfinance in Indonesia
Indonesia was one of the first countries to develop commercial micro-

finance in Asia, with regulated financial institutions providing the bulk
of microfinance services throughout the archipelago. In addition to the
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success of commercial microfinance providers, Indonesia has also been
a favorable ground for the development of numerous subsidized gov-
ernment programs, local- and community-based financial institutions,
cooperatives, and NGOs (Citi Foundation 2009).

Indonesian microfinance is supported by a diverse set of institu-
tions, originating from government, from voluntary sector agencies
(both national and international), from the private sector, and from
bi- and multi-lateral agencies. These institutions may be called as one
of the initiators for setting up microfinance in Indonesia such as Pro-FI
(the promotion of small financial institutions) project is supported by
bank Indonesia and the German technical assistance agency, GTZ. It
aims to improve the operations of two categories of microfinance pro-
viders: the ‘People’s Credit Banks’ (BPR) and some non-bank micro-
finance institutions, especially the ‘Village Credit Boards’ (LPDs) in
Bali. PERBARINDO, Permodalan Nasional Madani (PNM), Gerakan
Bersama Pengembangan Keuangan Mikro Indonesia (GEMA PKM),
Global Innovation Consulting (GIC), and many others gave high con-
tribution to the development of microfinance, which operated by rural
banks as well as non-bank financial institutions (Table 3.2).

In terms of numbers, BPR Shari’ah and Cooperative Shari’ah, which
are operated based on Islamic lesson, are less than that of conventional.
PNM as state-owned enterprises has mandate from government to
engage in serving SMEs than micro-enterprises. PNM supports linkage
program between commercial banks and BPRs, and between commer-
cial banks and non-bank microfinance providers. PNM provides loans
to non-bank microfinance providers through regional development

Table 3.2 Formed of microfinance in Indonesia. Source Bank of Indonesia
(2013); Ministry of Cooperative and SMEs (2007)

Number of Number of Total financing Note
bank worker (Credit)
BPR Syariah 160 4826 4,354,183 Oct. 2013
BPR conventional 1634 74,531,494 Oct. 2013
Cooperative 203,701 438,541 8,118,959 Oct. 2013
conventional
Cooperative 3038 157,000 2007

Syariah
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banks (BPD), with saving mobilized by retail microfinance institution
as a unique from of collateral. It has a special brief for the support of
Shari’ah (Islamic) microfinance. Islamic banking is a significant force in
the microfinance and financial sectors in Indonesia, in terms of volume
of financial services provided and the number of outlets providing them.

Despite this proliferation of microfinance service providers, sev-
eral studies have demonstrated that there is still an unmet demand for
microfinance services, as a majority of rural households still do not have
access to a source of funds from a semi-formal or formal institution.
Non-access to funds may be due to regulations, or the limited revolving
funds itself. Sometimes the lack of a well-managed financing institution
also limits the access.

In the case of empowering the poor, there are number of studies con-
cluded that microfinance is related to womens empowerment (Asim
2008). However, defining women’s empowerment is debatable since
the term ‘empowerment’ is related to gender system in the country
(Wee and Shaheed 2008). A gender system is a system of constructing
and regulating specific standards for males and females, as well as rela-
tions between them, in terms of relative hierarchy or relative equality.
Intersecting with other forms of power relations, diverse gender sys-
tems produce varied spaces for women’s initiatives and empowerment,
accompanied by distinctive constraints, diverse sources of support, and
dissimilar access to a range of resources.

3.4.2 Women Empowerment in the View
of Women'’s Muslim

In this study, we conducted exploratory approach to obtain women
perception on the terminology of women empowerment. We con-
ducted focus group discussion for three times: First, we discussed with
group of facilitator who have higher level of education and economic
level; second, we discussed with members of microcredit who are less
educated and have low level of economy; third, we discussed with the
policy maker on the top level of management of Zakat management
organization.



102 U. K. Yaumidin et al.

In the first discussion, we got impression that women in the view
of Muslim should follow the Islamic laws. The taskforce and posi-
tion between men and women are different, so they might not be the
same in regard to implement responsibilities. However, they agree that
women should have the same right in terms of conveying their opinion
and as decision makers in their families.

Mrs. Aisyah from Amanah group stated that, ‘women as a mother hold
important role not only working in ‘the kitchen, toilet and bedroom”, we
should also include in the democratic processes in the household, particularly
Jfor educational aspect of our children. Although, my husband will pay the
entire school tuition fee, but as a mother, I should take point on the right
track.”*

Similar to Mrs. Aisyah, Mr. Dasep who is the leader and senior men-
tor of the group declared that women are stronger to see future dimen-
sion of their children as well as control their husband’s decision.

All of the FGD participants agreed that women can voice their
opinion to their husband if they can make brilliant decision to solve
their family problems. If they make wrong decision, their sugges-
tion may not be followed in the future. To make women give brilliant
suggestion, there are few aspects to be completed such as they must
be educated. Education can be achieved not only from formal educa-
tion but also from religious education, which can drive their moral-
ity to be good and apt to Islamic law that their husbands respect on
it. In other word, women should have widely horizon in any matters
of life. Educated them will not end up only in formal education, but
they should be more active in their social live such as following religious
or social organization in their communities. All of the participants in
the focus group discussion tend to value empowerment similar to equal-
ity between men and women. However, they understand the process of
empowerment. Equality post between wife and husband in their fami-
lies is a result of this process.

One of the purposes of microfinance is reducing number of the poor
by providing more access to financial institution, so they can empower
themselves. Self-empowerment is the interaction that is able to assume
an attitude of empowering herself by making good use of ‘personal
potential’ in dealing with problems they faced (Charon 1979).
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According to Sumardjo (1999), the characteristic of an empowered
individual are:

1. Being able to comprehend herself and her potentials, being able to
make planning (to anticipate the future change of condition);

. Being able to direct herself;

. Having power to negotiate;

. Having bargaining power in doing a mutual cooperation and

. Being responsible of her own action.

NN

This indicates that an empowered individual is one who knows,
understands, and has good motivation and opportunity, makes good use
of the opportunity, has the energy, can cooperate, knows various alter-
natives, can make a decision, dares to take risk, can search for informa-
tion, as well as having the ability to act in accordance with the situation.
The process of empowerment should be done persistently and continu-
ously so that it can lead them to prosperity.

In the case of mentors, most of the participants agreed that regardless of
any rupiahs given by their husbands, the money should be able to supply
all their household needs. They did not ask and push their husband to ful-
fill all their desires on something precious goods. However, they emphasized
that they may get full empowerment if they can control their husband's income
over their own money. In other words, all husband’s money should go as a wifes
money, but if wife can earn some money from their own activities, this money
should be as their own money and their husband could not control it.

Some of them also argued that this thought may not be accepted by
all men. Ms. Alifah stated that ‘there is a time when my husband needs
some of my money to pay the bill, it will be counted as a loan, and I always
remain him to pay his loans.” It is debatable to divide between wife’s
and husband’s money. As mentioned by Ms. Ai who run her business
together with her husband, ‘If I have some more money from my own
business, [ always spent it for household needs, and never think that my hus-
band has loan from me.’

Mr. Dasep, one of the mentors of Misykat program, has differ-
ent views: ‘as a husband I have two income resources, my main income
as a teacher is given to my wife, but secondary income from my band
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performance is used to my own necessities. However, I support my wife to
have her own saving from her own income.’

Compare to another Muslim women group who are not joined with
Islamic microfinance, we got different views. This group has character-
istic of low educated and income. They felt so afraid to speak out and
share their opinion on women empowerment. They tend to ask their
husband’s permission before making their own decision. Some of them
mentioned that their husband’s families particularly their mother-in-law
are always interfering their internal household. It seems that to define
women empowerment is hard as they hold Islamic law partially. In the
holy Quran, it was stated that ‘Men is women leader’ so that women
shall be behind the men and seek approval from her husband in every
decision making. This condition based on their story let them to be
cheater and have problem with moneylenders who charge high inter-
est rate for debt. In Bandung city, there are many money lenders that
plunge the poor into deeper poverty.

It can be concluded that the group mentored and trained by Misykat
program have affected the view on self-empowerment. The model
of self-empowerment through a strong social capital, which is main-
tained well in togetherness, is able to grow personal spirit and make
individual more productive; therefore, it improves individual compe-
tence. Self-empowerment gives positive values for individual, namely
(a) promoting self-confidence; (b) opening and developing individual’s
entrepreneur; (c) opening job vacancies; (d) facilitating obtaining raw
materials; (e) facilitating obtaining loans; (f) facilitating marketing
because of the wide network; (g) improving work ethos; (h) improving
skills/competence; and (i) having creative and innovative trait to reform.

3.4.3 Review on Islamic Microfinance

3.4.3.1 Misykat Program of DPU-DT
(Dompet Peduli Ummat Daarut Tauhid)

Misykar (Microfinance Masyarakat—community-based microfinance)
is one of the programs from Dompet Peduli Ummat Daarut Tauhid
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Foundation.> This program was set up in 2004 but established four
years later. This foundation developed the concept of channeling Zakar
funds as revolving loan fund rather than charity program. However,
some Islamic scholars do not agree to use this fund for loan as the func-
tion of Zakat as social protection and should be directly given to the
beneficiaries as stated in the Qur’an.

In regard to reduce poverty rate, this foundation thought that the
important thing to Zakat utilizations is not only put across funds to the
beneficiaries, but also how to empower them so that they can come out
from poverty. Thus, utilizing Zakat needs high skill, patient, and have
to be serious. Basic concepts that this foundation implemented to its
microfinance in regard to reduce poverty rate are as follows:

1. Capital is not everything. Islamic law thought that for Muslim there
is no Zakat fund for people who is capable of working; thus, to antic-
ipate the vulnerable people to under poverty line group, they need
assessment to improve their business. According to this foundation,
Zakat funds can be used for this purpose.

2. No charity, charity only helps the poor in short time, and they still
be poor in the long time if there is no effort to empower them to be
more active in the economy.

3. Awareness of their potentials, the first thing to do to help the poor is
to beat their potential and developed it into optimum.

4. Access to wide market and networking.

. Managing their household in terms of economics flow.

6. Mentoring and empowering need long process for planning, moni-
toring, and evaluation, so the role of mentors/facilitators is important
to determine successful program.

7. Urge for professional mentor.

8. Need process and time not instant.

9. Motivation to work.

N

The source of Zakat funds is limited, but the number of poor people
is huge; therefore, appropriate strategies are needed to cope with this
problem. Some implications for this condition are as follows:
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N —

. Charity systems do not work properly for poverty reduction.
. Zakat Management Organization (ZMO) institutions have their own

systematically strategy to combat poverty. They do not have to trap
into populist program.

. All empowerment programs are impossible to capture all poor people

directly in the short time. Therefore, it could be involved in gradual
program by conducting pilot project in priority region.

. Empowering program should be only a trigger that does not use it as

charity. Then, it should be counselled in management system from
planning, organizing, and staffing to controlling.

. Empowering program should be stimulated to open greater access to

formal financial institution for the poor.

This shifting paradigm is not easy to be accepted for other Muslim.

Therefore, this foundation requires restricted in requirement step to
select the new member. They need high commitment from the member
to follow the rule, which they set up based on Islamic lessons.

DPU Daarut Tauhid held Misykat (community-based microfi-

nance), which provides microcredit to merchants who cannot afford in
order to get closer to Allah, the economic and spiritual prosperity. The
terms and conditions to be a Misykat’s members as should follow these
requirements:

1.

Women age 17-55 years, grouped into at least five people.

2. Each member must live in an area that could reach on foot and has

lived there at least for six months.

. Mandatory responsibility of the member is following the guidance

from Daarut Tauhid that was held in weekly meeting. It consists of
attending lectures, installment loans, saving money, and paying dues

group.

. In a group, its business may be heterogeneous or not the same.
. Preferred members who already have a business (not starting from

Zero).

Misykat’s type of financing is imposed jointly and severally with

the 2-2-1 pattern. Out of five people in one group, two people were
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given first capital. If the first installment runs smoothly, then the next
two newly will be given. It went on until the last person, who usually
is the chairman of the group. This fee unsecured (non-physical) in the
form of social cohesion or social tolerance. Therefore, when two people
first loaned capital, three others learn to ‘let go’ and overseeing order
not default installment so that they can later also directly loaned capital
(Fig. 3.3).

Since its establishment in 2006, DT Misykat capital Jakarta has
given nearly 300 people from a variety of sources of funding DPU-DT
Jakarta, ranging from charity, and Sadaqa/Infaq. Friends who want to
join so ‘investors’ can transfer funds to the account of productive.

Mrs. Alifah, one of the mentors told her story when she was joined
microfinance. ‘For the first time, I joined this microfinance as a member
of a lending group from 2007 to 2010. The group chose me to manage our
financial report. When our leader had a problem that caused her get a sack,
1 replaced her to be a leader as well as a mentor. Before I joined this MFI, 1
did not have a job, but after I got some entrepreneurship training from this
MEFI for more than four times then I tried to open a stall. After four years,

Misykat Scheme
° SXE3] I * New member:_\ * Firststep )

: gzg\il:?i,zation and saving, muamala, * Patern 2-2-1 break
robanniah 2 weeks 2 payment
haouseholds loans

* STAGE Il * Mature member: - Second step

e Introducing program entrepreneurship, « Patern 2-2-1 break

to new member financial 2 weeks 2 payment

« Filling out formulir manajerial loans

* Leader member: « Third step
STAGE lll management .

Patern 2-2-1 break
2 weeks 2 payment
loans

organization,
leadershif, and figh
of zakat utilization

Interview candidate
Commitee meeting
Annoucement
group formation

N\ /)

$ A J \ J

LIPI

Fig. 3.3 Misykat scheme. Sources Dompet Peduli Ummat — Daarut Tauhid 2014
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I have my own PAUD (Pendidikan Anak Usia Dini—pre-school building)
Jor all children who their parents are clients of MFI.’

Another story has been told by Ms. Ai, she mentioned that before
joined Miyskat, she was one of the board of “Warna Sari’ group, which
is funded by the Indonesian Government Institution under BKKBN
(National Board for Family Planning). The government gave them fund
for 30 members. This program only lent money, and they have regu-
lar meeting about once in two or three month. In fact, the members
were indiscipline in terms of paying the loan and following the group’s
rules. If there is a margin or profit from their business, they used it to
develop their own organization. This model is difference with Misykat
program. According to her, in Misykat, each member has responsibili-
ties to attend weekly meeting and recitation. They also have two types
of saving, mandatory saving and voluntary saving. This program also
offers saving plan, which is useful to cover any unexpected expenses or
large expenses such as for house leasing, paying school tuition fee, or
other big plans for their own investments. The mentor should encour-
age the member to save their money before spending it to their neces-
sary daily life.

In addition Ms. Lia also adds some information on how Misykat
program can empower them through microcredit. ‘7here are some differ-
ences of lending process between other microfinance and Misykat program—
DPU-DT. If we lend from cooperative (other microfinance), we just pay the
installment and interest rate. In Misykat program, there is gathering in a
week, mentoring program for the lender to manage their income so that they
can saving the money and use the money appropriately. Members also learn
much to understanding of contract.”

3.4.3.2 Zakat Utilizations Program of BAZNAS

Relying on government budget without holding the private partner to
alleviate poverty is hardly working to reach the MDG’s goal. Poverty
eradication should not only government in charge, but also all elements
and entities in the countries. BAZNAS is one of the alternatives to get
funding for poverty alleviation from privates as well as communities.
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Zakat management has undergone significant change since enact-
ment of Act No. 23 of 2011. This new Act mandated stronger inte-
gration of Zakat management in the country. In accordance with this
Act, Badan Amil Zakat Nasional (BAZNAS) comprises three elements:
Islamic scholars, professional, and Islamic communities leader. Eight
of them should be from communities and 3 of them come from gov-
ernment. Presidential Decree no 14/2014 has completed this law to be
implemented. However, the enactment of this law has caused contro-
versy since it has stipulated Zakat management is the authority of the
government and the public is only allowed to participate with a gov-
ernment authorization. This stipulation seemed to limit the number of
Zakat management organizations. It can be said that through this law,
government needs to strengthen Zazkat management in order to mobi-
lize its full potential, but on the other side government intends to con-
trol the Zakat management.

Zakat fund has been collected by BAZNAS in West Java Province in
2013, which is about 88% and the rest (12%) is from non-Zakat fund
(alms) such as infaq and Sadaga. This fund was increased dramatically
from previous year. According to the board, they have just collected
‘Zakat Profession’ rather than ‘Zakat Maal from the civil servants. In
every month, more than US$40,000 has been collected (Fig. 3.4).

Zakat Collection

NON ZAKAT
12%

Fig. 3.4 Collected Zakat fund by BAZNAS West Java Province 2013. Source
BAZNAS West Java, 2013
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In its operation, Zakat disbursement is allocated for any activities,
which support an economic program such as small enterprise empower-
ment. This disbursement can be done directly by the Unir Pengumpulan
Zakat (UPZ-Zakat Distribution Unit), which is available in every
counter of BAZNAS or UPZ partner. This economic program has
been planned systematically in order to ensure that the benefits of this
empowerment are not only for individual but also for their community.
Therefore, it can encourage community development between BAZNAS
partners and their community (Fig. 3.5).

In terms of disbursement Zakar system, BAZINAS have used three
models to achieve the economic goals. The zero-level channel aims at
direct empowerment through mustahik. The two-level channel uses
coordinators to oversee the mustahik turnover; the three-level channel
involves third parties and other coordinators.

Even when the recipient of Zakar is an individual, the usage of the
money should not only be for consumption. Prophet Muhamad (pbuh)
teaches us to distribute Zakat for productive activities would be advan-
tageous not only for the mustahik but also for their community. Thus,
the main purpose of Zakat allocation is that for poverty eradication.
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Fig. 3.5 Zakat disbursement and Utilization from BAZNAS West Java province
2013. Source BAZNAS West Java province, 2013
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There have been some success stories in generating funds to alleviate
poverty using Zakat fund through empowering the small-scale enter-
prises based on local initiative.® For Indonesia case, the disbursement of
Zakat more likely follows some patterns.

3.4.4 Descriptive Analysis

The survey was carried out by a team of four female surveyors and
was headed by the author for supervision during the implementation
phase. This research was conducted in west and south city of Bandung.
Surveyors were located from local areas and given one-day training to be
familiarized with the questionnaire.

The surveyors had prior experience of field work and known the ter-
rain of fieldwork. Their knowledge of the location helped us in hunting
down the sampled clients including the dropout ones. If any problems
were identified, the questionnaire was dropped and feedback was given
to the surveyor to ensure quality control. Once the data collection was
completed, the data were processed into the computer by team of four
individuals including the author herself. Data consistency was checked
at all three stages including collecting, processing, and analyzing.

Table 3.3 presents the characteristic of respondents; most of them are
married women with age between 41 and above 50 years old. In terms

Table 3.3 Characteristic of respondents. Source Survey, 2014

Characteristic Proportion (%)
Marital status a. Married=91.67

b. Widowed=8.33
Education a. Elementary school=49.30

b. Junior high school=25.35

c. Senior high school=25.35
Age a. 21-30 years old=2.78

b. 31-40 years old=27.78

c. 41-50 years old=34.72

d. >50 years old=34.72
Income a. <US$ 100/month=21.13

b. >US$ 100—US$ 200=36.62

c. >US$ 200—US$ 300=29.57

d. >US$ 300—US$ 1000=12.68
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of the highest education level, the proportion of all respondents is less
educated, more than 70% of respondent has graduated from elementary
and junior high schools. Their average monthly earning is only less than
US$300.

Table 3.4 summarizes the entire exogenous and endogenous vari-
able used in the o-probit and bi-probit regressions. Table 3.4 provides
summary statistic for the preference-related indicator of empowerment.
Table 3.5 summarizes the autonomy-based indicators of empowerment.

Most of the variables are self-explanatory; few need further expla-
nation. In Table 3.4, the two exogenous variables—‘working female
before loan’ and ‘first utilization by respondent—need some clarifica-
tion. Working female before loan is a dummy variable constructed by
assigning ‘1’ to all the women who had a working status; before tak-
ing the loan will not be influenced by intervention, this variable serves
as an exogenous proxy for initial endowment of empowerment. The
choice of this proxy is motivated from economic theory, where one of
the routes identified for empowerment earlier is through access to inde-
pendent income.” As a natural extension, we argued that by controlling
the women who were working prior to taking a loan, we can capture
most of the unobserved heterogeneity between the incoming borrowers
and those who took the loan at an earlier date. Likewise, the dummy for
the ‘first loan utilized by the respondents’ captures whether they were
already empowered at the time of taking the loan and acts as another
exogenous proxy for controlling the levels of initial empowerment.

There is significant drop in the number of observations availa-
ble for each indicator both in the treatment and in the control group
(Table 3.5). Observations on widowed women who are household
heads are dropped from the analysis (it is about 30 respondents). Also,
some of the questions were inapplicable to those women who have not
yet been required to make such a decision. For instance, women hav-
ing young children did not know whether their preferences would be
reflected in their children marriages. In such cases, the observation is
dropped. Nevertheless, for most of the variables, there are enough
observations in the control and treatment groups to allow for a mean-
ingful estimation, except for the decision regarding children marriages.
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Hence, the question regarding children marriage is dropped from the
final analysis.

Moreover, it is important to note that the difference in unconditional
mean across control and treatment group comes out to be negative for
some variable such as family planning, purchase household, and social
mobility decision as reported in Table 3.5 and Table 3.6. The differ-
ences, however, are positive and significant for financial decision and
child-related schooling decision.

The pattern in the data gives some credence to our earlier conjecture
that power distribution is difference across various domains of house-
hold decision. In other word, the basic statistics suggest that microcredit
might be important to reduce or increase the level of power coefhicient
in the household decision making,.

3.4.5 Estimation Results

This section uses nine ordinal dependent variables as summarized in
Table 3.4 to test whether participation in the microcredit program has
increased the extent to which women’s preference is taken into consid-
eration in various domains of household decision. The ordinal depend-
ent variables take a value on an increasing scale of 1-5 where the lower
end of scale indicates virtually no ‘say’ in decision making while higher
end values indicate full recognition of her ‘voice’ in household deci-
sions. The dependent variables span five broad categories of household
decisions regarding children, economic, health, social mobility, and
resources allocation sufficient to indicate the extent of women’s central-
ity within the household.

3.4.5.1 Hypotheses 1: Preference-Based Indicators
of Empowerment

The results from ordered probit regression are reported in Table 3.7,
3.8, 3.9 and 3.10. The results are grouped on five different dimensions
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Table 3.5 Summary statistic: Outcome indicators—'Say’ in HH decision making:
Ordinal development variable (1-5). Source Authors’ own calculation

Dependent variable Treatment N Control group N  t-stat for
group mean mean and SD difference
and SD in means

Boy'’s schooling decision 4.9531 128 4.5432 81 3.062
(0.2122) (1.0845)

Girl’s schooling decision 4.9457 129 4.4074 81 4.24°
(0.2595) (1.1914)

Children marriage decision 43178 129 3.9506 81 -0.17
(1.4306) (1.5483)

Respondent medical care 4.9302 129 4.7407 81 1.60
(0.3350) (0.6078)

Children medical care n 4.9457 129 4.7530 81 2.552
(0.2274) (0.5369)

Family planning decision 4.8449 129 4.7625 80 -0.95
(0.5652) (0.6212)

Social visits to women'’s 4.8372 129 4.7283 81 0.93

women families (0.5122) (0.5480)
Social visit in husband'’s 47984 129 4.7283 81 —-1.912
families (0.5502) (0.5703)

Work for earned income 4.7441 129 4.5555 81 -0.13
(0.7733) (0.9354)

Borrow money from MFI 4.8682 129 4.6049 81 2.79°
(0.5913) (0.8467)

Purchase of HH assets 4.7751 129 4.7530 81 -—2.92°
(0.6026) (0.5369)

Decision about house repair  4.6434 129 4.6419 81 —-0.25
(0.8996) (0.7954)

Sale/purchase house 47054 129 4.4444 81 0.72
(0.8043) (1.1832)

Social visit in neighborhood  4.7829 129 4.4074 81 —0.65
(0.7066) (1.2427)

aAll the dependent ordinal variables measure the extent to which women’s
womenpreferences are reflected in decision-making process; 1 indicates that
her preferences are never reflected in these decisions, while 5 indicates that her
preferences are always taken into account

bStandard deviations are reported in the parenthesis

of empowerment: children-related decision; health decision; economic
decision8; social mobility decision; and major household purchases.

The preferred regression is regression (1) in Table 3.7, 3.8, 3.9
and 3.10. It uses proxies including a dummy for ‘working women
before taking a loan’ and a dummy for self-utilization of first loan by
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Table 3.6 Summary statistic: Outcome indicators—'Autonomy’ in HH decision
making: Dichotomous dependent variable (0/1). Source Authors’ own calculation

Dependent variable Treatment N Control N  t-stat for
group mean group mean difference
and SD and SD in means

Purchasing ice cream for children 0.9922 129 0.9753 81 0.29
(0.8804) (0.1561)

Purchasing grocery/fruits 0.9689 129 0.9135 81 -1.24
(0.1740) (0.2827)

Purchasing medicine for herself 0.9844 129 0.8271 81 247
(0.1240) (0.3804)

Purchasing clothes/cosmetics for 0.9534 129 0.7037 81 1.04

herself (0.2114) (0.4594)
Purchasing books/uniform for 0.8837 129 0.6666 81 2.01
children (0.3218) (0.4748)

Taking a child to a doctor 0.7209 129 0.5432 81 -0.50
(0.4502 (.4993)

Purchasing furniture 0.3255 129 0.2469 81 -0.41
(0.4704) (0.4339)

Purchasing refrigerator/TV 0.3798 129 0.2345 81 1.29
(0.4872) (0.4263)

Sale/purchase of personal assets 0.2248 129 0.1604 81 0.27

(jewelry) (0.4190) (0.3693)

Note *all the dependent binary variables measure whether the women women-
requires someone’s permission in making the decision. ‘0’ indicates that she does
require someone’s permission in the HH, while ‘1" indicates complete autono-
myautonomy in decision making. ** standard deviations are reported in the
parenthesis

respondent. Both these proxies seek to control for potential endogene-
ity stemming from initial differences between control and treatment
group. The first regression is preferred since it assumed that all types of
microcredit from any institution will influence women empowerment.
Regression (2) adds an interaction term of institution dummy inter-
acted with treatment dummy to control for any unobserved institu-
tional differences between the treated units of participating institution.’

The estimated effect of treatment on indicators of empowerment
based on first specification shows that all three dimensions relat-
ing child decision are statistically significant at 95% confidence level.
On the contrary, the treatment effect has no impact on child-relating
decision as indicated by second specification. Moreover, variable inter-
action term is significant for ‘girl’s schooling’ dimensions as shown in
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the second regression. It can be explained that by joining microfinance
institution, member can propose scholarship for their children par-
ticularly for their daughter; thus, it can be said that Misykar program
has significant impact to persuade women to be more empower in ‘girl
schooling’ decision. In contrast, although decision of boy’s schooling
is affected by treatment effect, there are no other variables which have
affected significantly to support this decision as indicated by first and
second specification.

Number of household families together with treatment variable had
significant effect on women to decide children medical care for both
specifications. It might say that in the big family, women have more
support from other family member to make this decision. Therefore,
it can be concluded that the preference empowerment related to child
decision between the mature and new client is affected by their partici-
pation into the such microfinance.

Turning to health and economic decision, in Table 3.8, we find
strong positive and significant effect of treatment for all variable for first
specification, except for ‘family planning decision,” but it is insignificant
for the second specification. Other dependent variables, such as number
of children, number of household member, and type of join family, also
had significant effect to women decision on their medical checkup. The
more number of their children, the less power of women to decide their
own medical checkup. It is because they tend to give priority for their
children health. However, for the women who live in bigger family, they
tend to care on their own health. Similarly, for the women who live
with other family (they still depend on other family assistances), their
power to decide on medical checkup is reduced significantly.

In the second specification, interaction term variable for ‘family plan-
ning decision” has significant impact at 95% confidence level. It seems
that the more active the member, the more they understand to decide
whether they take family planning program or not. The Misykat pro-
gram, which has regular meeting for their clients, tends to educate
them about ‘family planning’ in the perspective of Islam.! Meanwhile,
BAZNAS does not have such program. Therefore, it has implication on
the influence of the number of children in the family planning deci-
sions. According to both specifications, it can be said that the lesser
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the number of children, the more powerful women in making deci-
sion on their family planning. Other variables such as education and
age of respondent have positive sign and significantly influence women
decision on family planning. It means the more educated and mature
women, the higher level of empowerment they have. Thus, it can be
concluded that microfinance has good treatment to their client (specific
program for empowerment) and could influence their client’s percep-
tion on family planning, particularly for educated and mature age cli-
ents. It is supported by significant level of dependent variables such as
education of respondent and the age of respondent.

Women also have preference decision for work to earn money in con-
dition that the number of household members is increasing. This vari-
able is significant for both specifications. The education level of women
is significant to influence women in borrowing money from micro-
finance institution. The higher their education level, the more prefer-
ence they borrow money from MFI. Therefore, it can be concluded that
women participation in microcredit from such Islamic microfinance
institution has significant effect on their empowerment in health and
economic decision.

The effect of participation in microfinance is significant for ‘say’ her
mobility decision (Table 3.11) for first specification, except for ‘social
visit man family’ decision. The number of children has significant effect
on ‘social visit women family decision. The lesser the number of chil-
dren, the higher the power of women empowerment makes this deci-
sion. However, there is no significant for other dependent variables to
support ‘social visit man and neighborhoods™ decision except treatment
variable and interaction term. Thus, it can be concluded that participa-
tion in microcredit has effect on women mobility decision.

On the contrary, for major household decisions such as purchase
household asset, households repairs, and sale or purchase of house, the
treatment effect is only significant for sale or purchase of houses, but
not for others variables. Therefore, participation in microcredit has no
effect on major household decision. Although urban area of Bandung
city consists of multicultural people, most of the dweller is Sundanese
who hold patriarchy system. Thus, big decision regarding purchase
household asset and households repair becomes the authority of men
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rather than women. However, if the couple wants to buy or sale house,
they should do it together as most of them usually take a loan that
needs spouse’s agreement. In this context, women’s voice will be impor-
tant to comply with the law.

Consider then the second test for robustness of our coeflicients for
treatment in the above regression: the propensity score matching (PSM)
as outlined in methodology section. As a common knowledge, in the
evaluation problems particularly for non-randomized observational
studies like our study, there is a problem of bias estimation. Rosenbaum
and Rubin (1983) proposed propensity score matching as a method to
reduce bias in the estimation of treatment effects with observational
data sets. Grilli and Rampichini (2011) argued that there are some rea-
sons why matching could be better than OLS:

1. The additional common support condition focuses on comparison of
comparable subjects.
2. Matching is a nonparametric technique:

¢ It avoids potential misspecification of E (Y(0) I X)
e It allows for arbitrary heterogeneity in causal effects E(Y(1)—Y(0)
I X)

3. If OLS is correctly specified, it is more efficient and make OLS less
parametric adding interactions.

The choice of variables used for participation regression is moti-
vated by the potential determinants influencing the timing of partici-
pation. Table 3.11 reports the result of the first-stage probit regression.
We found that participation in Islamic microfinance is influenced by
age of respondent (at time of taking loan), education of respondent,
and working women before taking loan from Islamic microfinance.
Other variables such as, age difference with husband, number of chil-
dren, number of household member, first loan utilization by respond-
ent, and join family are not significant at 95% level of confidence. It
shows the importance of the education of the respondent in influenc-
ing the timing of participation in the program. Based on our interview
with some clients and it is supported by questionnaire data, we found
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Table 3.11 Participation in Islamic microfinance program probit regression
Dependent variable treatment (0/1). Source Authors’ own calculation

Independent Variables Probit coefficients P-value
Age of respondent (at time of taking loan-TTL) —0.1245 0.040™"
Age of respondent—TTL-squared 0.0016 0.022™"
Education of respondent 0.4923 0.003*"
Education of respondent square —0.0208 0.004*"
Age difference with husband 0.0125 0.476
Number of children 0.1227 0.279
Number of HH members —0.0530 0.545
Working women 0.6807 0.001™"
First loan utilized by respondent 0.1927 0.702
Join family 0.3102 0.220
Number of observations 210

Pseudo R-squared 0.2959

Chi-square statistic 27.97

Log likelihood —29.2948

Note *p < 0.1, **p < 0.05, ***p < 0.01

that clients with higher education (9-12 year of schooling) tend to be
longer as clients of microfinance, especially for DPU-DT case, which
gave an opportunity for potential clients to be mentor and future men-
tor. This mentor can arrange their own group without any influences
from DPU-DT Board. The model has been over parameterized, using
squared terms of observable covariates to improve predicted probability
of assignment to the treated group (Godtland et al. 2004) and (Rubin
and Thomas, 1996).

The key assumption in estimating average treatment effect (ATE)!!
requires that the propensity score satisfies the common support condi-
tion. The idea for testing this assumption is to inspect the multivariate
covariate distribution of propensity scores for both control and treat-
ment group. We assessed the common support condition by plotting
the propensity scores estimated for both the treatment and control
group. If there is considerable overlap in the covariate distribution, then
both the groups are similar in terms of observed characteristics.

We tested systematic differences between treatment and compari-
son groups constructed by propensity score matching. We used the
balancing test developed by Smith and Todd (2005) for this purpose.

The ‘balancing test’ reveals whether the comparison group constructed
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with PSM sufficiently resemble the treatment group, by testing whether
the means of observable variables are significantly different (Smith and
Todd 2005). Within each block of treated and control matches con-
structed by PSM, a t-test of equality of means is conducted for each
variable included in the probit for participation equation.

A non-rejection of the null implies that there are no significant dif-
ferences between treated and comparison units in their observed char-
acteristics. This predicted probability of participation in the program or
propensity score then used it to match treated units with observation-
ally similar control units. A number of different matching algorithms
can be used to match the treated and control units based on propensity
scores. All these methods include nearest neighbor, kernel, radius and
stratification matching yield similar results asymptotically. Typically,
one treatment case is matched to several control cases, but one-to-
one matching is also common and may be preferred (Glazerman et al.
2003). Moreover, Smith and Todd (2005) demonstrated that estimates
are highly sensitive to matching methods in case of small samples.

Table 3.12 reports the result for the balancing test on difference in
means of observables covariate. The balancing property is satisfied with
statistically insignificant difference in means between all the observed
covariates of propensity scores. The results with bootstrapped stand-
ard errors for all five categories of dependent variables are reported in

Table 3.12 Balancing test T-stat for equality of means for observed variables in
the treated and control groups. Source Authors’ own calculation

Independent variables t-stat
Age of respondent —0.9867
Age difference with husband 0.0106
Education —1.6045
Number of children 0.4270
Number of HH member —0.0827
Join family —1.1244
First utilization by respondent —2.2477
Working female before loan —3.5907
Number of Observation

Controls 81

Treated 129
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Table 3.13. For three specifications, we find different result to the ones
reported for ordered probit regressions. The decision relating to child
decision only for schooling Kernel and radius matching but nearest
neighbor matching yield tends to reduce the power of empowerment.!?
Negative sign indicates significant reduction of power coefficient
of empowerment indicator; meanwhile, positive sign indicates

Table 3.13 Treatment effect estimates of women’s empowerment propensity
score matching method Women’s opinion taken into consideration in decision
regarding. Source Authors’ own calculation

Independent ATT ATT (Kernel) ATT (Radius) NT NC
variables (Nearest neighbor (2) 3)
matching)
(1)

Boy’s schooling —0.124 0.036" —0.001 125 69
decisions

Girl's schooling 0.062" 0.098" 0.044* 129 58
decisions

Children medical —0.039 —0.002 0.037* 129 58
care

Family planning  0.085" 0.094" 0.181" 129 69
decision

Respondent’s 0.047" 0.054" 0.046" 129 69
medical care

Social visit to 0.016" 0.067" 0.137" 129 81
women'’s family

Social visits to 0.031" 0.087" 0.159" 125 69
husband'’s family

Social visits in 0.093* 0.077* 0.399" 129 69
neighborhood

Work for earned  0.047* 0.056" 0.112* 129 69
income

Borrow money 0.000 0.035" 0.094* 129 58
from MFI

Purchase of HH 0.016" 0.084" 0.105" 129 58
assets

Decision about 0.062" 0.140" 0.197* 129 69
house repair

Sale/purchase of  0.000 0.037" 0.124" 129 58
house

Note Standard deviations are reported in the parenthesis
*p < 0.1, **p < 0.05, ***p < 0.01
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improvement in the power of empowerment coefficient. Girls schooling
decisions for instance the empowerment of women engaged in micro-
finance increase significantly for all matching methods. This result is
similar to that of both ordered regression specifications. This shows that
PSM results confirm OLS result where all treated clients have positive
ATT value, except for boys schooling decision and child medical care
decisions.

The validity of our estimates both for the simple ordered probit
regressions and propensity score matching relies critically on the con-
ditional mean independence assumption or selection on observables.
Even after controlling for initial levels of empowerment through proxies
and making the control units resemble treated units as closely as pos-
sible, through propensity score matching, we still fear for endogeneity
or selection on un-observables. So that why, for future studies, we need
some test such as (1) instrumental variable techniques (IV regression);
(2) Bounding. The drawback is they often give (if we are not willing to
impose strong assumptions) quite wide uninformative bounds; and (3)
sensitivity analysis: to assess the bias of causal effect estimates when the
uncounfoundedness assumption is assumed to fail in some specific and
meaningful ways.

3.4.5.2 Hypotheses 2: Autonomy-Based Indicators
of Empowerment

In this section, we use another set of empowerment indicators. We
asked respondents whether they require someone’s permission to make
decisions related to household’s purchases and children. We gener-
ate dummy variable to capture their independence in decision mak-
ing whenever they do not require someone’s permission to make such
decisions.

We divided our indicators into three group categories: ‘small’ pur-
chases like grocery, medicine, and clothes/cosmetic for herself. Second
category includes children-related decisions like buying sweets/ice
cream, book/uniforms and taking child to the doctors. We dropped var-
iable ‘purchase ice cream for a children’ because this variable is perfectly
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success predicted and has multicollinearity with variable ‘first utiliza-
tion’ and treatment. The multicollinearity happened since all respond-
ents say perfectly ‘empowered’ (1) for ‘purchase ice cream for children.’
To all women who have earned their income and treated as mature cli-
ents of MFI (which is indicated with ‘1’), this variable is small decision
that needs someone’s permissions. Third category includes purchasing
household assets, sale/purchase of personal assets like jewelry, and pur-
chase/sale of house.

The results are presented in Tables 3.14, 3.15 and 3.16 for the same
specification used to test the earlier hypothesis. The estimated coef-
ficient of treatment dummy is statistically significant across both cat-
egories at 95% of level of confidence. We introduce institutional level
fixed effects in the second specification; the significance of the coef-
ficient on this particular question is also significant for ‘purchasing
refrigerator’ only. One possible explanation for the strong fixed effect
could be their participation in microfinance programs which capaci-
tated them to run a small business (i.e., particularly for those who had a
loan with DPU-DT where clients are given education). Thus, for work-
ing respondent, they are more independence to decide any purchase of
major household that could support their business. Nevertheless, most
of the findings presented in this section are consistent with our earlier
results. It is obvious that if there are first-order changes in the extent to
which women’s preference is reflected in decision-making process, then
there will be higher order changes in the ‘autonomy’ or independence in
decision making for the female partner.

In Table 3.17, we present results for the propensity score matching.
The covariate used for propensity score matching is identical to the
ones used earlier. The table reports result for kernel matching which has
positive sign for all empowerment indicators by participating in micro-
finance. To all decisions regarding major households such as purchase
and sale houses, the power of empowerment increases significantly. This
finding is similar to previous PSM test for ordered regressions. However,
for marginal significant of ‘purchase clothes/cosmetics’ and ‘purchase
uniform or book for children’ have negative effect for all matching esti-
mates. The role of MFI on treated clients (mature) in DPU-DT tends
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Table 3.14 Probit estimates of ‘Autonomy’ in HH decisions Women do not
require someone’s permission to purchase. Source Authors’ own calculation

Independent variables Grocery/fruits Medicine for herself  Personal clothes/
probit coefficients probit coefficients cosmetics
probit coefficients
1 2 1 2 1 2

Treatment dummy 2.1726™" 2.18617"" 3.2055*** 3.0371""" 2.0551""" 1.9984"*"
(0.6229) (0.6858) (0.8620) (0.8980) (0.3750) (0.3860)

Age difference with 0.0327 0.0330 0.0298 0.0254 —0.0315 —0.0303
husband (0.0740) (0.0741) (0.0775) (0.0759) (0.0438) (0.0439)
Age of respondent 0.0159 0.0169 —-0.0112 -0.0156 0.0134 0.0101
(0.0278)  (0.0344) (0.0328) (0.0335) (0.0204) (0.0208)
Education 0.2102 0.2088" 0.1401 0.1486 0.0726 0.0817

(0.1384) (0.1411) (0.1158) (0.1170)  (0.0783) (0.0804)
Number of children 1.3649™" 1.3632""" 0.6545""  0.6377"" 0.0283 0.0440
(0.4359) (0.4366) (0.3310) (0.3352) (0.1916) (0.1943)

Total number of —0.0097 —0.0091 0.2680 0.2773 0.0859 0.0814
family (0.1910) (0.1911) (0.3374) (0.3405) (0.1375) (0.1395)
Joint family 1.9905" 2.0054*" - - —0.1985 -0.2137
(1.0712) (1.1174) (0.4920) (0.4964)
First utilization by 0.0909 0.0967 —1.2696  —1.3295" 0.06017 —0.0162
respondent (0.6533) (0.6643) (1.017601) (1.0239) (0.4397) (0.4512)
Working female — - 1.2213 1.1396" 0.9163™ 0.9043*"
before loan (0.7345) (0.7361) (0.4551) (0.4636)
Institution*Treatment — —.0409 0.3738 0.3614
(.8513935) (0.7749) (0.3957)
Number of 108 108 138 138 210 210
observation
Pseudo R-squared 0.5606 0.5606 0.6004 0.6030 0.4278 0.4344
Chi-square statistic 39.85 39.86 51.72 51.96 56.51 57.38
Log likelihood —15.61 —15.61 —-17.21 -17.09 -37.78 -37.35

Note Standard deviations are reported in the parenthesis
*p < 0.1, **p < 0.05, ***p < 0.01

to be more understood how they utilize their money, as they got some
guidance to utilize their loan and income by their mentor in the regu-
lar meeting. Thus, it can be concluded that participation on microcredit
program has significant effect to improve women empowerment and
their position in their family. It is also obvious that if there are changes
in ordered decision-making process, it is likely that there will be higher
order changes in the autonomy decision making for the female partner.
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Table 3.15 Probit estimates of ‘Autonomy’ in HH decisions Women do not
require someone’s permission to purchase. Source Authors’ own calculation

Independent variables Buy book/uniform for Take a child to the doctor
children probit coefficients
probit coefficients
1 2 1 2

Treatment dummy 2.7077° 2.6104™ 3.1054"* 3.0506"""
(0.3390) (0.3445) (0.4932) (0.4970)

Age difference with husband 0.0054 0.0027 0.0645™" 0.0616"""
(0.0407) (0.0412) (0.0305) (0.0307)

Age of respondent —0.0224 —0.0271" —0.0226™" —0.0246"""
(0.0189) (0.0197) (0.0117) (0.0122)

Education 0.1147" 0.1171* —0.0039 —0.0073
(0.0721) (0.0740) (0.0478) (0.0482)

Number of children —0.3599™" —0.3450™" —0.2043" —0.2054"
(0.1589) (0.1602) (0.1206) (0.1207)

Total number of family 0.0123 —0.0012 0.1632"" 0.1620™"
(0.1188) (0.1192) (0.08554) (0.0855)

Joint family —0.2902 —0.2763 —0.6581™" —0.6552""
(0.4231) (0.4269) (0.2890) (0.2889)

Working female before loan 0.4069 0.3414 —-0.1273 —0.1579
(0.3380) (0.3488) (0.2293) (0.2348)

First utilization by respondent 0.3236 0.2759 0.3202 0.2867
(0.4426) (0.4506) (0.2945) (0.2994)

Institution * Treatment 0.4209 0.1523

(0.3372) (0.2441)

Number of observation 210 210 210 210

Pseudo R-squared 0.5640 0.5718 0.3694 0.3708

Chi-square statistic 113.69 115.27 100.22 100.61

Log likelihood —43.94 —43.15 —85.54 —85.34

Note Standard deviations are reported in the parenthesis
*p < 0.1, **p < 0.05, ***p < 0.01

3.4.6 Summary of Empirical Results

The empirical result presented in the last section can be concluded for
our testable hypotheses as follows:

Hypothesis 1:
Impact of participation in microcredit program on preference-based
indicators of women’s empowerment:



3 Financial Inclusion for Women: Impact Evaluation ... 131

Table 3.16 Probit estimates of ‘Autonomy’ in HH decisions Women do not
require someone’s permission to purchase. Source Authors’ own calculation

Independent variables  Purchasing furniture Purchasing Sale/purchase of
Probit coefficients refrigerator house
Probit coefficients Probit coefficients
1 2 1 2 1 2
Treatment dummy 1.2760""  1.2626™""  1.4683""  1.2922"""  1.2731""" 1.2540""

(0.3728) (0.3805) (0.3694) (0.3729) (0.4959 (0.5039)

Age difference with 0.0159 0.0154 0.0394" 0.0345** 0.0617** 0.0611""

husband (0.0245) (0.0246) (0.0245) (0.0247) (0.0266) (0.0268)
Age of respondent —0.0241™" —0.0245"" —0.0145" —0.0204"* —0.0312""* —0.0317
(0.0101) (0.0104) (0.0098) (0.0102) (0.0113) (0.0116)
Education —0.0717*  —0.0729* —0.0440 —0.0565 —0.0409 —0.0428
(0.0430) (0.0436) (0.0416) (0.0429) (0.0475) (0.0484)
Number of children —0.0409 —0.0414 —0.1186 —0.1287 0.0395 0.0385
(0.1044) (0.1045) (0.1063) (0.1085) (0.1253) (0.1254)
Total number of family 0.0601 0.0603 0.0421 0.0410 —0.0212 —0.0208
(0.0738) (0.0738) (0.0739) (0.0742) (0.0911) (0.0911)
Joint family —0.5045"* —0.5059"" —0.4861"" —0.5000" —0.2315 —0.2331
(0.2663) (0.2667) (0.2664) (0.2724) (0.3118) (0.3121)
Working female before 0.2888* 0.2830" —0.1495 —0.2460 0.5453™* 0.5344
loan (0.203) (0.2059) (0.1994) (0.2067) (0.2344) (0.2401)
First utilization by 0.2511 0.2411 0.1480 0.0040 —0.3757"" —0.3896
respondent (0.2812) (0.2867) (0.2673) (0.2718) (0.2834) (0.2911)
Institution*Treatment 0.0373 0.5467"*" 0.0512
(0.2166) (0.2176) (0.2486)
Number of observation 210 210 210 210 210 210
Pseudo R-squared 0.1212 0.1213 0.1134 0.1377 0.1780 0.1782
Chi-square statistic 30.89 30.92 30.00 36.43 37.41 37.46
Log likelihood -111.9 -111.9 -117.2 —114.0 —86.3 —86.3

Note Standard deviations are reported in the parenthesis
*p < 0.1, **p < 0.05, ***p < 0.01

1.1:

1.2:

1.3:

1.4:

1.5:

Upon ‘say’ in child-related decisions: Reject the null hypothesis:
Microcredit has no effect on power coefhicient ‘0’

Upon ‘say’ in health-related decisions: Reject the null hypothesis:
Microcredit has no effect on power coefficient 0’

Upon ‘say’ in economic decisions: Reject the null hypothesis:
Microcredit has no effect on power coefhicient ‘0’

Upon ‘say’ in social mobility decisions: Reject the null hypoth-
esis: Microcredit has no effect on power coefficient ‘0’

Upon ‘say’ in sale or purchase of major household items deci-
sions: Do not reject the null hypothesis: Microcredit has no
effect on power coefficient ‘0’
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Table 3.17 Treatment effect estimates of women’s empowerment propensity
score matching method Women’s opinion taken into consideration in decision
regarding. Source Authors’ own calculation

Independent Variables ATT (Nearest ATT (Kernel) ATT (Radius) NT NC

matching) (2) (3)

(1
Purchase grocery/fruits —0.023 0.003" —0.003 129 62
Purchase medicine for —0.008 0.002" -0.012 129 77
herself
Purchase personal —0.008 —0.009 —0.035 129 62
clothes/cosmetics
Purchase book/uniform  0.000 —0.000 —0.045 129 77
for children
Take a child to the doctor 0.000 0.022" 0.022" 129 77
Purchasing furniture 0.008" 0.058" 0.079" 129 77
Purchasing refrigerator ~ —0.008 0.088" 0.113" 129 77
Sale/purchase of house  0.023" 0.050" 0.089" 129 77

Note Standard deviations are reported in the parenthesis *p < 0.1, **p < 0.05,
***p < 0.01

Hypothesis 2:
Impact of participation in microcredit program on ‘autonomy’-based
indicators of women’s empowerment:

2.1:  Upon ‘independence’ in small personal purchase: Do not reject
the null hypothesis: Microcredit has effect on power coeflicient
(e b
1
2.2: Upon ‘independence’ in child-related decisions: Do not reject
the null hypothesis: Microcredit has effect on power coeflicient
(e bl
1
2.3:  Upon ‘independence’ in purchasing household assets: Do not
reject the null hypothesis: Microcredit has effect on power coef-
ficient ‘0’

3.4.7 Discussion of Results

Our empirical findings suggest that microcredit intervention in the
urban area of the Bandung city in Indonesia has impact on child-
related, health, economics, and social mobility decisions, except for
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‘purchase/sale major households’ decision. The results using proxy con-
trols and matching methods clearly demonstrated the robustness of our
findings for these five dimensions of empowerment. However, we are
unable to find convincing evidence for the set of indicators relating to
child-related decisions. It seems that women have more power related to
their daughter rather than their son, particularly to decide about child
schooling and medical care.

The results under maintained assumptions of selections on observa-
bles are well aligned with the dynamics on the ground. The results sug-
gest that women are gaining more ‘say’ when it comes to lesser order
decisions regarding purchase/sale of household assets, while both con-
trol and treated enjoy the same level of participation in decisions relat-
ing to children, health, social mobility, and paid work.

Within the framework of patriarchy, we believe that this is the best
that women can score on these outcomes and hence an intervention like
microcredit will have marginal effects if any for these indicators. In the
framework of the ‘perpetual dependency,” hypothesis means that women
have reached level of maturity in their relationship with their spouses.
They have been given the bargaining power in these decisions commen-
surate with the prescribed gender norms of the society.

When it comes to decisions relating to major household deci-
sions like purchase of assets, house repairs, and sale/purchase of house,
women do not have much ‘say” The unconditional mean values for
those decisions have a value of about 2 on scale of 5 suggesting that
female preferences are rarely or never considered for these household
decisions. It seems reasonable that once women have gotten more
involved in economic and financial matters by borrowing money from
MFI, they enjoy greater confidence of their husbands, and hence, we
see their participation increasing in decisions making which initially
fell under the prescribed domain of ‘male only’ decisions. The result
from our ordered probit and matching estimators reinforced this find-
ing that microcredit intervention empowers women by giving her more
‘say’ in decisions where she had limited or no participation before this
intervention.

Our results are consistent with autonomy-based indicators reported
in Table 3.14. These results also serve as an informal check for the
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patriarchy framework proposed in this chapter. Critics might be argued
that if microcredit is not increasing women’s ‘say’ in the decisions-mak-
ing process beyond a societal threshold level, it is still possible that they
may have greater independence in making decisions. Our results suggest
that on average women in the treatment group are more independent
or autonomous than the control units, even when it comes to decisions
relating to small household purchases. This further reinforces our ear-
lier findings that women have reached a certain threshold level of inde-
pendence within the structural norms of the society and microcredit has
marginal effect on all such indicators.

3.5 Conclusion

Empirically, this chapter has sought to contribute the first economet-
ric impact assessment of Islamic microfinance on women’s empower-
ment in Indonesia. First, our results suggest that microcredit program
proposed by Islamic microfinance institution has effect on the bargain-
ing power of women within the household for a broad range of deci-
sions including child related, health and economic, and social mobility
decisions, except on ‘purchase/sale major households™ decision. Second,
our results suggest that Islamic microcredit intervention is empowering
women in the domains of household decisions where they are the least
empowered to begin with. These include decisions relating to purchase
of TV/refrigerator and house repair and ‘sale/purchase of house.” The
decisions generally fall within the domain of ‘man-only’ decisions in
patriarchal societies.

Our results show that all testable estimators using ordered probit
regression, simple probit regression, and propensity score matching are
robust. We also have shown that most of the concern raised in the lit-
erature regarding biased estimates of impact can be controlled through
careful design and better understanding of ground dynamics and this
methodology is proved and supported the previous methodological
framework that is designed by Asim (2008). Therefore, this methodol-
ogy can be applied to other setting for further research.
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The findings of this chapter have implications for policy makers and
future research. First, we confidence that model of microcredit program
that proposed by Islamic microfinance with close assistance and well
design program for empowering women economically have significant
effect on different aspect of intra-households decisions. All estimators
are robust across all econometric specification. Therefore, we can pursue
recommendation to policy maker to set up any regulation that supports
Zakat, Infaq, and Sadaqa utilization as resources fund for microcredit
program under special specification and indicators.

One very important finding is that ofhicial Zzkat management organ-
ization under government institution tends to be careful to utilize Zakat
fund for economic empowerment. They tend to distribute this fund
only for charity program without the impact to empowering the poor
to be more independent in economic aspect. Educating clients through
regular training will improve their performance and increase their inde-
pendent to make their own decision. The Misykat program has good
experience to set up some educating program, not only to run their own
businesses but also to support their clients with beneficial information
for the entire life regarding women and their family. In this case, we
also found that the more educated women who joined microfinance,
the longer they afhiliate with the institution. Thus, formal as well as
informal education should be considered by Microfinance Board to
design their program, so it can work more properly to improve women
empowerment and eliminate poverty.

In addition, this chapter provides gender-specific approach for micro-
credit services, which may be over-rated in the context of urban peo-
ple in Bandung. Future research with richer data sets could compare
the results from this quasi-experimental framework with randomized
intervention. Research in this direction will provide a good comparative
analysis for the robustness of the estimates reported in this study.

Notes

1. BAZNAS is Amil Zakar National Agency, the agency that manage, col-
lect and distribute Zakar nationally.
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. Zakat collection can be direct or indirect. Direct collection is where

muzaki (one who is obliged to pay zakat) come to an operational
unit of BAZ or LAZ, whereas indirect collection is where the muzaki
pay their zakat at a post office, by bank transfer, or salary deduction.
Although, the Zakar law has led to an increase in Zakar institutions, it
has been challenging to improve coordination, consultation and infor-
mation dissemination among institutions.

. Zakat is defined as ‘a determined portion taken from wealth and allo-

cated to those deserving it, by a Qur'anic injunction’.

. FGD with mentor of Myskat program in Bandung, 24 April 2014. It

was attended by 13 mentor, 7 women and 6 men mentors.

. Wallet Caring Ummah (DPU-DT) is a community-owned non-

profit organization engaged in raising (fundraising) and utilization of
Zakat (Zakat, Infaq, and Charity) and other funds from the lawful
and legal individual, group, company or institution. It is founded on
June 16, 1999 by KH. Abdullah Gymnastiar (Aa Gym) as part of the
Foundation Daarut-Tauhid with LAZ determination be trustful, pro-
fessional and accountable. DPU-DT effectively carrying out its activi-
ties on June 16, 2000, on the basis of a database, where each donor has
the number and membership card so caring and donor commitment
can be measured. From the formal legal aspects, DPU-DT confirmed
as Zakar Institution by the Governor of West Java, dated August 19,
2002. By Decree No.: 451.12/Kep. 846 - YANSOS/2002. DPU-DT
foundation also got the attention of the central government, in a short
amount of time since the days of standing DPU-DT, and became
LAZDA, has managed to become the National Institute of Amil Zakat,
LAZNAS, in accordance with the Decree of the Minister of Religious
Affairs No. 410 of 2004 on October 13, 2004. After becoming
LAZNAS, DPU-DT develop a network of up to eight cities, namely
Jakarta, Bogor, Tasikmalaya, Garut, Semarang, Yogyakarta, Lampung
and Palembang. Besides, it has hundreds of network utilization pro-
gram from Sabang to Papua.

. Zakat revenue can be spent for raising the productivity of the poor.

Such as financing various development projects in education, health
care, safe water and other social welfare activities, designed exclusively
for the benefit of the poor. It is expected that this program can create
multiplier effect for the poor welfare. However, it is intuitively plausible
that an increase in income from Zakat investment is expected to have



10.

11.

12.
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a muldplier larger in size than an increase in income from non-Zakar
funds investment. It is due to the fact that in addition to the leakage
into saving, some portion of income at the successive rounds of income
and spending would be siphoned off by other leakages such as taxes,
and imports, mostly in case of the income of the rich (Mannan, 2000).
To some extent, it is presumed that if working women (with or without
her husband permission) would like to spend her income, her husband
will not forbid or intervene it. However, they tend to inform their hus-
band on how they spent their income.

. Household and economic decisions are both reported in Table 8 for

spatial convenience.

Note that the experiment design constrained by dynamics on the
ground as outlined in the sampling framework precludes the use of
simple institutional dummy to capture fixed effect.

Indonesia is known for its successful family planning program, which
has roughly halved the total fertility rate for the country since the
1970s and increased the contraceptive prevalence to almost 60%. Part
of this success has been due to the development of strategic partner-
ships with Muslim leaders, who have supported uptake of the program
among their communities (UNFPA 2014).

The ATE=E [Y(1)-Y(0)] is useful to evaluate what is the expected
effect on the outcome if individuals in the population were randomly
assigned to treatment. However, Heckman (1997) notes that ATE
might not be relevance to policy makers because it includes the effect
on persons whom the program was never intended.

Nearest Neighbor match treated and control units taking each treated
unit and searching for the control unit with the closest propensity
score. Although it is not necessary, the method is usually applied with
replacement, in the sense that a control unit can be a best match for
more than one-treated units and the outcome of the matched control
units is computed. The ATT (Average Treatment Effect on the Treated)
of interest is then obtained by averaging these differences. Thus, accord-
ing to Grilli and Rampichini (2011) it is better to use other matching
methods that have better result for ATT.
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