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Abstract: The fields of zakat-based microfinance and community development are not often placed
under the same theoretical lens that both aim to empower disadvantaged people. This study
investigates the experiences of borrowers in the implementation of zakat-based microfinance and
analyses the different driving factors they applied in their choice of the zakat-based microfinance of
Daarut Tauhid Peduli in Bandung, Indonesia. It applies a community development framework, based
on the five characteristics, to explore this Islamic microfinance approach as an effective community
development program, which has a religious dimension. Primary data were obtained from semi-
structured interviews with the borrowers along with participant observation at a weekly majelis
meeting, and these were triangulated with information cross-checked with the management staff of
the institution. The findings demonstrate three out of five characteristics of the zakat-based
microfinance approach as an effective community development program. They include characteristics
in constantly maintaining power relations between borrowers and the institution, increasing
capability and ability of borrowers to be more independent and empowered, and long-term duration
of the program and sustainability. The findings showed that spiritual factors appear to have been an
additional driving force on top of economic and non-economic factors for most borrowers choosing
this particular program.

Keywords: Community Development; Islamic Microfinance; Spiritual Empowerment; Zakat; Zakat-
Based Microfinance.

Abstrak: Kajian tentang keuangan mikro berbasis zakat di masyarakat biasanya tidak dianalisis
dalam perspektif kajian teori yang sama yang ditujukan untuk membantu pemberdayaan orang-
orang yang lemah secara ekonomi. Tulisan ini berusaha untuk menelaah pengalaman-pengalaman
para peminjam modal dalam skema keuangan mikro berbasis zakat yakni pendayagunaan dana zakat
yang dikelola oleh Daarut Tauhid Peduli di Bandung, Jawa Barat, Indonesia. Penelitian ini
menggunakan kerangka community developmen untuk mengetahui keuangan mikro berbasis Islam
ini dalam mengembangkan pemberdayaan masyarakat dan hubungannya dengan aspek keagamaan.
Data penelitian didapat melalui wawancara semi-terstruktur dengan para peminjam modal disertai
dengan observasi pertemuan mingguan (majelis) antara anggota dan staf management lembaga.
Penelitian ini menunjukkan hasil bahwa terdapat beberapa karakter yang digunakan dalam
menjalankan sistem keuangan mikro berbasis zakat ini dalam rangka pemberdayaan umat. Di
antaranya adalah: menjaga relasi antara peminjam dan lembaga, membantu para peminjam untuk
lebih mandiri dan berdaya, menjaga hubungan jangka panjang tentang program dan
keberlangsungannya. Penelitian ini juga menunjukkan bahwa aspek keagamaan menjadi pendorong
utama bagi para peminjam modal untuk menggunakan fasilitas lembaga keuangan mikro berbasis
zakat ini.
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Kata Kunci: pemberdayaan masyarakat; keuangan mikro Islam; pemberdayaan spiritualitas; Zakat;
keuangan mikro berbasis zakat.

1. Introduction

Community Development (CD) programs are set to contribute to ending poverty which is one of
the greatest challenges of the Sustainable Development Goals (SDGs) in most developing countries
including Indonesia. Sustainable and long-term funding sources and community development
programs are needed to overcome this challenge. In terms of funding sources, social finance is
considered to play a very important role in replacing government and donor funding for non-profit
organizations in the implementation of community development programs in Indonesia and most
Muslim countries. Islamic finance tools such as zakat (Islamic mandatory giving and the third pillar
of Islam) is an obligation within Islam for all Muslims who meet a certain threshold to pay at least 2.5
% of their accumulated wealth or income for the benefit of people who are classified as mustahig
(deserver). Apart from zakat there also wagf (an Islamic endowment of property to be held in trust
and used for a charitable or religious purpose) (Rosadi, Effendi, & Busro, 2018), and sadaga (charity)
are considered to be the most potential social finance sources that have been used as instruments
in eradicating poverty and socio-economic development in Muslim countries (Sadeq, 2002;
Shaikh, Ismail, & Mohd Shafiai, 2017) including Indonesia (Kasri, 2016; Sari, Bahari, & Hamat,
2013). The fact that the national economic value of zakat collection in Indonesia was almost similar to
3,4% of the Gross Domestic Product (GDP) (Pickup, Beik, & Buana, 2018). This demonstrates that zakat
is a powerful and long-term source of funding for Indonesian society that can be allocated for greater
development impact through the implementation of ranging and sustainable community development
programs.

Zakat as a tool of poverty reduction has been the subject of numerous studies (Ismail & Possumah,
2013; Permono, 2005; Sudirman, 2011; Toriquddin, 2015). However, there are differing views on the
distribution of zakat. Scholars such as Nurzaman (2010) argue that zakat should be disbursed
consumptively through direct distribution (individual distribution), while others such as Permono
(2005) and Sudirman (2011) state that zakat can be distributed to the needy through consumption
programs as well as production programs. The third group of scholars such as Ismail and Posumah
(2013) and Toriquddin (2015) insists that production should be prioritised in delivering zakat because it
can educate the poor to use money effectively. Although a body of research highlights zakat as a tool of
poverty alleviation through microfinance practice, many zakat institutions have faced obstacles in
achieving sustainability and ensuring that microfinance institutions can empower and strengthen poor
communities to increase their wellbeing.

No research to date has examined how best to implement effective community development
programs in the zakat-based microfinance context, though the topic of program implementation has
been examined in a wide range of fields. Past research indicates that when communities replicate
programs, the quality of delivery can vary widely. This is because aspects of a program will be altered
to match community characteristics. Thus, research is needed to identify the specific elements of
evidence-based programs that are essential to program success, together with those elements that may
be modified while remaining true to the intended purpose or concept underlying the model —also
known as maintaining fidelity. Research is also needed to identify the types of information needed to
adopt and adapt known potential programs without compromising their fidelity and successful
outcomes.

Despite the wide implementation of zakat-based microfinance, improving the sustainability of the
program remains the main issue within zakat institutions. Zakat-based microfinance brings not only
interest-free financing but also issues related to repayment performance, capacity building for the
entrepreneurs — borrowers — such as business advice, project monitoring, and evaluation. Further,
spiritual factors that influence borrowers in choosing zakat-based microfinance remains unexamined.
A comprehensive approach that integrates multiple perspectives, including economic, non-economic,
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and spiritual, is greatly needed to fuel more concerted effort for the achievement of Sustainable
Development Goals.

This study investigates the experiences of borrowers in the implementation of zakat-based
microfinance and analyses the different driving factors they applied in their choice of the zakat-based
microfinance of Daarut Tauhid Peduli in Bandung, Indonesia. This research uses a method of case
study, with qualitative data obtained from semi-structured interviews and triangulated by participant
observation, and data were cross-checked with two management-level representatives of zakat-based
microfinance of Daarut Tawhid Peduli (DT Peduli). A case study using a semi-structured interview and
participant observation fits into the interpretative paradigm to understand human experiences (Chilisa
& Kawulich, 2012). This research takes place in a natural setting (in their daily life setting of
respondents) where the participants make their living. In this research context, these two methods are
appropriate to explain the qualitative characteristics of effective CD program and nuanced motivating
factors of zakat-based microfinance members of DT Peduli.

The zakat-based microfinance of DT Peduli in Bandung city, West Java, Indonesia, was chosen
because it is one of the biggest zakat-based microfinance institutions in West Java with around 2,975
members (Koperasi Pemberdayaan Ummat, 2020).

In this research, 15 female borrowers of KOPMU (Koperasi Pemberdayaan Umat, Community
Development-based Cooperative) members in urban and suburban areas of Bandung were asked to
participate in face-to-face interviews in their house or other reasonable places such as in their outlets
where they operated the businesses. Interviews lasted approximately an hour. The respondents are
from 11 different majelis (group) who have been members for at least 2 years.

In this study, the researcher observed the activities during majelis meeting, as well as observed the
different entrepreneurship types of each borrower of zakat-based microfinance of DT Peduli. Participant
observation in the KOPMU'’s regular majelis meeting was carried out to allow the researcher to
investigate participation dynamics, activities, and the interactions and power relations between
members and mentors in the majelis meeting setting.

In addition to these two methods, to cross-check some information on the program
implementation particularly on the information related to loan mechanism and the institution policy,
the researcher interviewed two representatives of the institution — the Managing Director and
Secretary.

2. Zakat-based microfinance and Community Development

The potential for zakat to be the core source of funds for community development programs
requires further attention. Zakat as the third pillar of Islam is generally associated with poverty
reduction by providing direct financial support for poor people’s daily needs (Nurzaman, 2010). Most
zakat institutions tend to distribute zakat in the form of food or cash transfers, neither of which are
sustainable and only have short-term impacts for the recipients. Suprayitno, Abdul Kader, and Harun
(2013) find that zakat distribution has a small impact on aggregate consumption. Thus, zakat distribution
should not be limited to consumer needs, but should also include other forms of production-based
programs that can continuously generate an income flow for zakat recipients (Ismail & Shaikh, 2017).
Furthermore, Sudewo (2004) highlights the problem where management and disbursement of zakat
remain under the consumption scheme. In response to this problem, many scholars have suggested
various ways to reduce poverty by using zakat as the main tool. As a potential tool of poverty reduction,
zakat should be disbursed effectively into long-term and production-based programs to give maximum
benefit to the recipients (Ismail & Possumah, 2013; Permono, 2005; Sudirman, 2011; Toriquddin, 2015).

A production-based community development program will be more effective when the basic
needs of the recipients have been fully met. Therefore, this production program is recommended to
target mustahiq who are not categorised as living in extreme property (Hasan, 2016). The objectives of
the program could be achieved by introducing, implementing, and supporting economic activities for
the poor. The production program is prioritised in delivering zakat because it can educate the poor to
use the money effectively. Alim (2015) suggests that zakat for production purposes is usually associated
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with a loan or revolving funds. A ‘soft loan” (loan with no interest or below-market-rate of interest) is
considered a way of contributing to their independence. The practice of ‘soft loan” is the capital given
is not charity; the money must be repaid, but interest-free. Therefore, this might decrease the potential
dependency of mustahiq on receiving regular zakat.

When zakat is allocated for production-based programs such as microfinance, it benefits not only
the recipients but also the family and the wider community. Suryanto (2018) emphasises that zakat, as
part of a fundamental pillar of Islam, encourages Muslims to contribute to promoting inclusiveness,
productivity, and sustainability of community development programs Wahab & Rahim Abdul Rahman
(2011) explain the types of programs that are potentially more productive and sustainable, including
vocational training and improve soft skills, the provision of fixed assets and equipment to small
business projects, the building of low-cost housing, and the provision of medical treatment and health
care.

Furthermore, production-based zakat distribution can be more effective when a zakat institution
collaborates with a microfinance institution. Islamic microfinance utilises funds from zakat, and the
model is called zakat-based microfinance. The model combines Islamic microfinance with two
traditional Islamic tools of poverty alleviation — zakat and wagf (charitable trust) to mandate less debt
burden on poor borrowers (Hassan & Ashraf, 2010; Ismail & Shaikh, 2017), incorporating the weakness
of a microfinance institution —lack of funds — and the advantages of zakat — availability of funds (Ismail
& Possumah, 2013). The qualitative research of Suryanto (2018) also demonstrated the significant
potential of zakat- based microfinance in reducing poverty. It minimises indebtedness and helps the
poor to be more productive and secure in maintaining their businesses. Zakat-based microfinance
facilitates both financial (soft loans) and capacity building support for recipients, including business
mentoring programs.

In this sense, zakat-based microfinance can be an appropriate model for implementing effective
community development programs in Muslim countries such as Indonesia. According to Yumna and
Clarke (2011), zakat-based microfinance can be used as a strategy to distribute zakat for better outcomes
in alleviating poverty and improving the quality of life for mustahig. community development
programs that involve zakat-based microfinance are designed to encourage borrowers to be able to own
a business independently and offer much-needed funds for the poor through workable schemes that
give them a real chance of lifting themselves out of poverty (Minako Sakai, 2014; Suryanto, 2018). For
example, zakat-based microfinance achieves community welfare by providing start-up capital to poor
people wishing to start their businesses, by offering free health care services or scholarships to the
needy, or by organising workshops and study groups to increase knowledge about Islamic business
concepts and to teach financial and accounting skills (M. Sakai, 2008). Zakat-based microfinance can
therefore be regarded as a potential community development program to empower the economy of the
borrowers (mustahiq).

3. Sustainability in Islamic microfinance institutions

There are several issues related to the sustainability of the practice of Islamic Microfinance
Institutions (IMFs). The sustainability issue is attributed to both financial performance and social
impact. Financial performance is critical to cover their operating costs and grow as viable institutions
in running microcredit and operational activities (Cull, Demirgu“¢-Kunt, & Morduch, 2007; Navajas,
Schreiner, Meyer, Gonzalez-Vega, & Rodriguez-Meza, 2000). In the same vein, it is also integral to reach
the unbackable poor to maximise the social impact (Ahlin & Jiang, 2008; Louis, Seret, & Baesens, 2013;
Navajas et al.,, 2000). For this reason, Microfinance institutions (MFIs) have to pursue social
performance in long-term operations so that they can contribute for greater positive impacts on the
poor, in addition to pursuing financial performance (Quayes, 2012). Therefore, the provision of
education and training, better coordination and networking, and technical assistance through wagf and
zakat funds is necessary for the effectiveness and sustainability of Islamic microfinance (Rashidah & Siti
Balqis & Faisal, 2013).
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However, in addition to financial and social aspects, a spiritual aspect should also be considered
in addressing the sustainability of Islamic Microfinance Institutions (IMFIs). Previous research on IMFI
sustainability generally viewed the financial, social, and spiritual aspects as segregated elements. A
study by Wediawati et al. (2018) of 98 IMFIs in Indonesia using a structured questionnaire based on a
5-point Likert scale found that financial, social, and spiritual intermediation has a positive significant
effect on the sustainability of IMFIs in Indonesia. These results also showed that the sustainability
problem for IMFlIs can be overcome by applying a holistic approach (financial, social, and spiritual).
Yet, it is notable that the authors did not triangulate these interviews with participant observation. A
Likert scale was not chosen for my research, which was much smaller in scale (only one microfinance
institution).

4. Motivating factors influencing borrowers in choosing Islamic microfinance institutions

Indonesia has a broad diversity of both conventional and Islamic microfinance models. According
to Masyita and Ahmed (2013), IMFIs grew slowly in Indonesia compared to conventional Microfinance
Institutions (MFIs). Therefore, identifying driven factors of borrowers in choosing microfinance
institutions become important to improve and develop quality service and management of IMFIs. A
survey study using multistage cluster sampling with 581 clients of MFIs and IMFIs in Bandung,
Indonesia by Masyita and Ahmed (2013) found that a conventional MFI tends to be preferred most by
the clients, because of economic and non-economic factors. In terms of economic factors, the
respondents revealed that low interest, low collateral and amount size of the loan is the main driven
factors in choosing both MFIs or IMFIs. Besides, non-economic factors mostly related to services such
as ease and speed in the process of a loan application and geographic proximity ofthe institutions to
their residential areas. Those two non-economic factors also influenced clients in deciding microfinance
institutions (Masyita & Ahmed, 2013). Moreover, other economic and non-economic factors influencing
clients in choosing microfinance institution (both conventional and Islamic) is also demonstrated in the
study by Obaidullah and Khan (2008) and Dupas (2013).

Economic factors such as the cost of financial services and interest rate and non-economic factors
such as flexibility and timeliness were prioritised by clients in choosing the institutions (Obaidullah &
Khan, 2008). Another factor influencing clients in choosing IMFlIs is the spiritual or religious aspect. In
some studies, the term spiritual and religious are interchangeable (Dupas & Robinson, 2013; Masyita &
Ahmed, 2013; Obaidullah & Khan, 2008). In the study of Masyita and Ahmed (2013) most clients
answered that they were choosing IMFIs because the institutions offered Islamic products. The
spirituals aspects such as peace, confidence, and prohibition of riba” were the three main reasons
acknowledged by the clients (Masyita & Ahmed, 2013). Where when respondents were asked about
their preferences towards their choice for Islamic products or conventional, the majority preferred
IMFIs. However, in reality, the economic and non-economic factors became dominant factors
influencing clients in choosing both MFIs and IMFIs. In other words, that spiritual or religious aspects
such as the prohibition of riba” were not the main reasons for selecting an IMFIs. The findings in this
paper suggest that to attract clients to Islamic microfinance, the IMFIs have to provide the same level
and quality of products and services as conventional ones despite their faith background.

5. Characteristics of effective community development programs

When it comes to assessing the effectiveness of community development programs, certain
characteristics need to be evaluated. Labonte (1997) explains the identification of common problems
and issues based on local needs, cultures, and conditions to ensure sustainability in community
development programs. Besides, ownership — planning and implementing strategies to mitigate and
solve their challenges is an integral element. Labonte (1997, p. 97) also indicates the following five
characteristics as necessary to implement effective community development programs:

1. Power relations between the agency and community members need to be constantly negotiated.
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2. Problems or issues are identified by the community and defined in a way that advances the
shared interests of the community and the agency.

3. The program is capable of long-term implementation and sustainability.

4. The desired outcome is to increase the capacity and ability of the members of the community to
be more independent and empowered.

5. The desired long-term outcomes should include the wider scope of a change either at the
neighbourhood or community level.

These five ‘Labontean’ characteristics are the strategic objectives of community development used
globally, to empower local communities, develop effective partnerships, work as multi- agencies,
become learning organizations, improve the life and wellbeing of the community and, of course, create
a sustainable community (Isidiho & Sabran, 2016). Therefore, community development is embodied in
the organization’s attempt to engage in social engineering in economically disadvantaged communities
to reduce poverty and increasing wellbeing. Below describes each of these important characteristics of
effective community development programs.

6. Community development and spirituality

This research delves into an Islamic-based institution rooted in Islamic law in the implementation
of the program. However, under the influence of enlightenment and modernity, contemporary societies
are essentially secular, and this has left significantly little room for notions of sacred or spiritual values.
According to Ife (2013), a community development practitioner and academic laments that
contemporary society has effectively denied one of the most important aspects of human existence —
spirituality —, which for many people (especially in indigenous and other religiously dominant
societies) is central to their lives and the experience of the community. Spirituality dwells within every
culture and every geographical community because as people search for meaning, spirituality becomes
embedded in their ways of life (Fabry, 1980); it informs their ethics and desires. In my research,
Indonesian spirituality is fostered from tradition as well as from the Islam religion, even though
politically Indonesia is a secular country where there is a clear separation of powers.

A spiritual aspect closely aligns with the values and principles that underpin community
development. This aspect is an essential component of the approach to community development along
with social, economic, political, cultural, environmental, personal, and survival (Ife, 2013). The
underpinning values and principles of community development and spirituality are the connection of
the individual to the collective, acknowledging that the wellbeing of the individual influences and is
influenced by the wellbeing of the community (Chile & Simpson, 2004). Ife (2013) further argues that
there is a strong need for community development to incorporate notions of spiritual development
because community development is concerned with the full range of human experience.

Moreover, there must be an equilibrium of the development process and development outcomes.
They must be in harmony, socially just, and sustainable, and are achieved with respect for diversity,
shared knowledge, and a re-imagining of the future. Chile and Simpson (2004) also recognize the
central importance of spirituality in community development. They state that ‘spirituality in
community development seeks to remove those things that suppress the expression of individual and
collective empowerment’ (Chile & Simpson, 2004, p. 324), intimating that the attainment of such
empowerment is intrinsically guided by spirituality. In terms of spirituality and community
development, Islam has developed and designed some instruments that are used as tools in the work
of community development. As-Siba’i (1968) and Hawwa (2004) mention that the institution of zakat is
one of the critical instruments of community development.

6. Community Development of zakat-based microfinance: The experience of Daarut Tauhid
Peduli
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The main findings from this study demonstrated that the zakat-based microfinance of Daarut
Tauhid Peduli has implemented an effective community development program about three of five
characteristics of an effective community development program as defined by Labonte. First, power
relations between borrowers and the mentors of KOPMU are well-maintained and constantly
negotiated. In the implementation of the zakat-based microfinance of Daarut Tauhid Peduli, power
relations demonstrate the horizontal relationship of women borrowers with the management of
KOPMU, particularly mentors who are mostly male fieldworkers. Based on interview results and
participant observations during a majelis meeting, it appeared there were no gendered power relations
embedded in the microfinance practices and socio-cultural gender norms; thus, the male mentors did
not seem to be dominant compared to the female borrowers. In the practices of KOPMU, this research
demonstrates that there are no perceived social and economic inequalities created by the institution.

Second, concerning the duration of the program and sustainability, Daarut Tauhid Peduli has
implemented a long-term program because they have a sustainable source of funding from zakat. The
average membership period of borrowers was eight years, with the longest one reaching 15 years. Most
borrowers revealed that they experienced an increase in household income after three to five years as
a member of KOPMU, and the repayment performance of respondents reached 100%. Therefore, they
have accessed loans more than three times in less than five years. However, the general repayment rate
of the institution (86%) is lower than the national repayment rate (92%). The finding for this
characteristic indicates that the institution implemented the zakat-based microfinance in a long-term
period with 6 years average membership of the borrowers. When it comes to the sustainability of the
institution, the repayment rate is 100%. The sustainability of borrowers is also achieved by the increase
of their household income by the majority of borrowers.

Third, when it comes to increasing the capacity and ability of the targeted community, the majelis
meeting approach was considered effective in building the “assets’ of borrowers. The vast majority of
respondents acknowledged that they experienced an increase in skills, knowledge, friendship, and
networking by actively being involved in the regular majelis meeting. The findings also highlighted that
for KOPMU to be fully categorized as an effective community development program, it should focus
on improving the two remaining characteristics of Labonte that were not addressed. These include the
second characteristic, which is taking a more bottom-up and participatory approach to issues, and the
last characteristic, which is desired long-term outcomes in terms of the transformation of borrowers
from mustahiq to muzzaki (the party who are obliged to pay zakat).

Two other characteristics of participation and long-term outcomes seem to be neglected since the
research findings show that the borrowers take a lesser role in the design of the microfinance program,
the management of KOPMU explained that they were planned and developed the whole program,
including designing the training, workshops, and other related activities for the members without any
involvement of the members. They confirmed that borrowers were only involved during the training
as participants; they were not involved in planning, monitoring, and following up after training. In
terms of long-term outcomes in the context of the transformation of mustahiq into muzzaki, this was hard
to measure because the institution has not recorded and monitored officially the progress of borrowers
who have already transformed to muzzaki. Therefore, the researcher was not able to identify and define
the scope of benefits of the program to the wider community.

When it comes to motivating factors of urban and suburban members in choosing microfinance
institution, this table below shows the summary of underlying factors in choosing KOPMU as a
financial service (table 1);

Table 1 Summary of underlying factors in choosing KOPMU as a financial service

Motivating Factors Urban Suburban
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Economic interest-free interest-free
no collateral no collateral
loan amount
Non-economic repayment flexibility easy and simple requirements
quality service familiarity
friend’s suggestion speed
proximity

didn’t know other institutions

Spiritual Islamic teaching Islamic teaching
silaturahmi silaturahmi
barakah Halal (Sharia-based institution)
Sharia-based institution
Peaceful

Table 1 shows the categorized motivating factors of borrowers in choosing the zakat-based
microfinance KOPMU of Daarut Tauhid Peduli. The first two categories (economic and non-economic)
and their reasons were also found in previous studies by Masyita & Ahmed (2013) and Obaidullah &
Khan (2008). It would appear from the preference of both urban and suburban respondents in choosing
the financial services of KOPMU that it is not only based on economic and non-economic factors, but
also a spiritual aspect. The last aspect is a new finding from this research and a new addition to the
literature.

The spiritual aspects are harnessed through the weekly majelis meeting, the impact of which is to
internalize the Islamic moral values in the consciousness of the entrepreneur (akhlag) and to encourage
honesty, discipline, passion, perseverance, patience, piety, social responsibility, and the awakening of
consciousness, or the turning of bad attitudes (bad akhlag) into a good manner. The religious dimension
is treated as a goal equal to the actual loan provided.

KOPMU program does not fully adopt the bottom-up approach and the current level of participation by
borrowers’ limit decentralized decision making

The KOPMU Daarut Tauhid Peduli program adopts a combination approach — both bottom-up
and top-down. Participation of borrowers in the program implementation is categorized as having a
limited decentralization of decision making (Dooris & Heritage, 2013). Some training topics provided
by KOPMU neither met the needs nor supported the businesses of borrowers because the institution
had limited expertise in providing business-specific training. The finding indicates that the institution
was not able to accommodate the borrowers’ inputs/feedback due to the lack of organizational capacity,
which deters participation of borrowers in certain training and other capacity-building activities.

Accordingly, a fully bottom-up approach is not possible to be employed by KOPMU Daarut
Tauhid Peduli due to the lack of management capacity. Theoretically, an effective community
development program empowers communities to change their condition, and this can happen if the
community is actively involved in every process of the program (planning, implementation,
monitoring, and evaluation) (Isidiho & Sabran, 2016; Kenny & Connors, 2016). Nevertheless, in the
current KOPMU program, the involvement of borrowers is still partial and limited in the planning of
programs, such as their involvement in identifying, defining, and designing the type of businesses.
Although Daarut Tauhid Peduli provides a feedback loop, including monitoring and evaluation tools,
to encourage a bottom-up approach, follow-up on the feedback instruments remains a challenge for the
institution.

This research findings reveal that borrowers demonstrated passive participation in attending
training because the training did not meet their business needs despite their active participation in the
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weekly majelis meeting. A bottom-up approach is associated with the level of participation of
communities. Isidiho & Sabran (2016) argue that a bottom-up approach can be measured through the
participation levels of borrowers. All the activities including training topics and activities during majelis
meetings have been decided and organised by the management level of KOPMU. This is because most
respondents are older women who are not used to giving opinions in public, either because of their
educational background or cultural factors.

In community development, the community should have full involvement and leadership in the
entire program implementation process, including planning, developing, delivering, and evaluating
community actions or initiatives. Dooris and Heritage (2013) emphasize that participation must not be
tokenistic; community members must be participating in a way that is meaningful to them and to the
community development program itself. In the case of the KOPMU program, the borrowers still have
limited decision-making power to access training on topics that meet a specific business need. As a
result, some borrowers have a low participation level because the training is outside their interests.
Some respondents justified that they had never attended a training meeting because the topic of
training did not meet their needs.

It could be argued that to meet the members’ needs, KOPMU should identify, assess, and adjust
training programs based on how useful and applicable training would be in improving members’
businesses. It is very important for the institution to review the purpose of the training program and
identify learning goals and outcomes, as well as to determine who the participants will be since
members of KOPMU have different types of businesses. Thus, the management levels of KOPMU
should collect data on targeted borrowers for each training topic or capacity-building program. This
would be very beneficial for two main reasons. First, it would allow KOPMU to refocus its efforts and
keep the big picture in mind. Second, it would give the participants an idea of where the training is
headed and what would be expected of them at the end of the process.

Based on this research finding, the implementation of the zakat-based microfinance of Daarut
Tauhid Peduli might adopt a combined approach rather than solely a bottom-up approach. This also
draws on a previous study on the evaluation of bottom-up and top-down approaches to community
development programs, where adopting a combined approach is more applicable in more diverse and
larger communities (Isidiho & Sabran, 2016).

Furthermore, a combined approach to community development enables the operators to blend the
top-down and the bottom-up; these two approaches enable a realignment, and as a result, complement
each other to achieve the goals of community development that involve both the top (the agency) and
the bottom (the borrowers) —where neither of them complains. This way, some silent factors such as
cultures or norms that are prevalent in the life of rural communities must be considered by the top and
embedded in the design and implementation process.

The application of the combined approach may initially create a class difference and exhibition of
dominance by some members, but once the class difference is neutralized through the implementation,
the project would bring a co-operative, horizontal development that is sustainable and would benefit
the wider society (Isidiho & Sabran, 2016). A combined approach would bring the added advantage of
eliminating the domination of program implementation by management levels, who possess stumbling
blocks and can shield meaningful development from reaching the borrowers” domain.

Majelis meeting setting is being the core of the whole microfinance program of KOPMU

A majelis meeting setting is a substantial and core activity within the whole program that maintains
power relations between borrowers and mentors, promotes sustainability, and increases the capacity
and ability of the borrowers. They have adopted the principles of asset-based community development
(ABCD) through the majelis meeting, by ensuring more power to the borrowers such as self-
determination of business types and identifying self- assets.

These research findings outlined that the majelis setting is considered an effective community
development program for three reasons. Firstly, the third characteristic of effective community
development programs is long-term sustainability. The findings show that the majelis setting is the main
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reason why borrowers stay with the IMFI, even though they no longer require loans. The average length
of membership is six to eight years, with the longest membership 15 years and the shortest two years.
Nearly a quarter - four out of 15 respondents — are still active members of KOPMU, regularly involved
in a weekly majelis meeting. The longest-term respondent admitted that the majelis meeting is the main
reason for her continuing actively in the KOPMU program because of religious or spiritual gains.

Secondly, in terms of sustainability, the majelis setting approach adopted in the KOPMU program
has a positive impact on a high repayment rate, which can directly influence the sustainability of the
IMFI program. This good repayment performance has a direct impact on the sustainability of the
institution. The findings indicate that the majelis meeting contributed to the higher repayment rate to
achieve the sustainability of the institution. This research on the majelis setting confirms the study by
Sanrego (2013) which indicated that Islamic microfinance-based groups can ensure that their members
can obtain financial services and can repay their loan on time due to strong social capital built-in group
settings with spiritual aspects. The data from interviews revealed that all 15 members had a good
repayment performance and were, therefore, able to re-access loans more than two times. This finding
also confirms that the majelis meeting plays an important role in the repayment behaviour of borrowers.
Loan repayment performance of borrowers of the zakat-based microfinance of DT Peduli is very much
affected by the existing social capital which is embedded in the majelis meeting setting. The role of
majelis meetings in this context is a positive means of capacity building in the form of building and
fostering social relationships of borrowers.

Second, concerning duration of the program and sustainability, Daarut Tauhid Peduli has
implemented a long-term program because they have a sustainable source of funding from zakat. The
average membership period of borrowers was eight years, with the longest one reaching 15 years. Most
borrowers revealed that they experienced an increase in household income after three to five years as
a member of KOPMU, and the repayment performance of respondents reached 100%. Therefore, they
have accessed loans more than three times in less than five years. However, the general repayment rate
of the institution (86%) is lower than the national repayment rate (92%). The finding for this
characteristic indicates that the institution implemented the zakat-based microfinance in a long-term
period with 6 years average membership of the borrowers. When it comes to the sustainability of the
institution, the repayment rate is 100%. The sustainability of borrowers is also achieved by the increase
of their household income by the majority of borrowers.

A good repayment rate is a good achievement for an institution to reach financial sustainability.
However, in terms of sustainability for borrowers, the institution should have a strategic time frame
and plan to mobilise and empower communities to not depend on loans and the institution's programs.
For this to happen, Ife (2009) emphasizes that the institution must be able to drive the program with
flexibility and adapt the capacity of the targeted community, and a willingness to look at likely futures
and the challenges that they will pose with effective strategic planning based on local contexts. For
example, the institution should strive to achieve and map out the necessary steps and activities needed
to be successful and achieve sustainability both for the institution and the targeted community.
KOPMU can have a strategic plan for 10 years or more because they have a long- term financial source
for zakat.

The majelis setting has a positive impact on increasing the capacity and ability of borrowers as
characterised by effective community development programs. In the context of KOPMU, the majelis
setting aims to build social capital among borrowers. A majelis meeting also targets borrowers to
increase the frequency of obligatory and voluntary worship. From the interviews, the respondents
acknowledged that they gained many benefits in increasing their capability and abilities through the
majelis meeting. The borrowers revealed that they gained a lot of benefits from KOPMU. This finding
was previously indicated by Kenny & Connors (2016), who said that an effective community
development program is characterised by giving direct benefits to the targeted community. They
further assert that beneficiaries directly involved in community development initiatives may benefit
from increases in skills, knowledge, empowerment, and self-efficacy, and experience enhanced social
inclusion and community connectedness (Kenny & Connors, 2016).
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The majelis setting is considered an important asset both for borrowers and the institutions. By
focusing on its “assets’ within the majelis setting, the community as a whole will see its positive aspects
(such as a mentoring program and the many skills of its members that can be identified) and can then
work on further solidifying these assets. Concentrating on community assets will create a snowball
effect that will influence other areas within a community such as its needs and problems. Kretzmann
& McKnight (1996) and Haines (2009) confirm that by focusing on the assets of the community, the
implementation of community development programs can be more effective when both the community
and the institution are more focused on the successes and small triumphs than on the community’s
needs, deficiencies, and problems. However, Haines (2009) emphasizes that this process does not ignore
the problems or issues within a community, but focuses first on its strengths and small triumphs to
provide a positive perspective of the community rather than a discouraging one.

In the context of zakat-based microfinance focusing on member assets, for instance, this approach
would focus on existing small businesses and their success, rather than on starting a new business
without having experience and expertise. According to respondents, they have been starting their
businesses long before they accessed loans from KOPMU. Kretzmann & McKnight (1996) confirm that
outside resources (loans from KOPMU) will be much more effectively used if the local community is
itself fully mobilized and invested (in full control of the borrowers in defining and designing their
businesses).

Desired long-term outcomes in a form of transformation of mustahiq to muzzaki

The desired long-term outcomes of zakat-based microfinance as a community development
program was observed where eight out of 15 respondents have transformed from mustahiq to muzzaki
and can give wider benefits to society. This illustrates the potential broader impact on society as a result
of their transformation into muzzaki who are now in the position of support providers, not support
recipients. However, the institution did not have any access data on the transformation of mustahiq to
muzzaki. They are planning to collect the data on borrowers’ transformation because it is their goal for
borrowers categorized as mustahiq to become muzzaki.

On reducing poverty, Islamic Microfinance Institutions (IMFs) are focused on maximizing benefits
for the wider community through maintaining financial sustainability to enable more poor people to
have access to these services. This finding is similar to ROSCA (Rotating Savings and Credit
Association). ROSCA has demonstrated that informal finance remains very relevant in enhancing
income for poor households and community development in developing countries and has suggested
extending credit more widely to poor communities (Kabuya, 2015). In the context of zakat-based
microfinance where the source of institution funding comes from zakat, considering the sustainability
in a way borrowers can pay zakat is also very important. This will ensure not only increasing the
household income but also further encouraging borrowers to be able to pay zakat.

Long-term period and effective community development program

This research findings show that although 87% of respondents indicated experiencing an increase
in household income, only 8 out of 15 respondents were able to pay zakat regularly. It means that the
increasing household income will not always be associated with the eligibility of borrowers to pay zakat.
Some respondents admitted that they are not paying zakat because their annual total income is still
below nisab. Apart from that, KOPMU did not record information on the transformation of borrowers
who already met the income threshold to pay zakat. Therefore, officially, long-term outcomes of the
KOPMU program are not measured.

The findings show that a long-term period of program implementation is not solely a characteristic
for effective community development programs but also strategic planning. Strategic planning in
building community members’ capacity to be independent and able to control their ‘assets’ and
resources is a far more important process. The findings showed that the zakat-based microfinance of
Daarut Tauhid Peduli has no limit to the period of membership, which means the implementation of
this program can run for a long-term period. The longest membership of respondents is 15 years.
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Although the membership period has a positive impact on increasing household income, it is no
associated with the transformation of mustahiq to muzzaki. This means that the long-term period of the
program, without good strategic planning including clear outcomes, does not impact the desired long-
term outcomes of giving benefits to the wider community. Furthermore, engagement and planning can
take a year or more, and it can take several years to build the capacity of community members to lead
a project and ensure sustainable results. Therefore, to meet this characteristic of an effective community
development program, KOPMU Da’arut Tauhid Peduli should develop strategic planning which
pictures the current and future needs of the targeted communities (Ife, 2009).

On reducing poverty, IMFIs are focused on maximizing benefits for the wider community through
maintaining financial sustainability to enable more poor people to have access to these services. This
finding is similar to ROSCA (Rotating Savings and Credit Association). ROSCA has demonstrated that
informal finance remains very relevant in enhancing income for poor households and community
development in developing countries and has suggested extending credit more widely to poor
communities (Kabuya, 2015). In the context of zakat-based microfinance where the source of institution
funding comes from zakat, considering the sustainability in a way borrowers can pay zakat is also very
important. This will ensure not only increasing the household income but also further encouraging
borrowers to be able to pay zakat.

A spiritual aspect plays an important role in the implementation of the KOPMU program

The spiritual aspect was the main reason for many borrowers choosing KOPMU Daarut Tauhid
Peduli. This has a positive influence on repayment performance and an awareness by borrowers to pay
zakat. This finding indicates that spiritual aspects such as halal, sharia, barakah, and Islamic knowledge
were the main motivating factors of borrowers in choosing KOPMU DT over other institutions.

As noted in the scheme of KOPMU, attending majelis meetings is compulsory, and Islamic lectures
are an important part of the meetings. During majelis meetings, the mentors teach Islamic concepts and
laws to the borrowers to share the basic notions and principles of Islam and encourage them to apply
this knowledge to daily life. Riwajanti (2014) also confirms that it is necessary to educate members to
improve their understanding of Islamic concepts to promote the values of Islam to the wider society. It
is because as a Sharia-based financial institution, the purpose of Islamic Microfinance Institutions
(IMFIs) must be consistent with the objective of Sharia (maqasid syariah). This aim leads to the balance
of life (falah) between the worldly purposes (material/financial and social) with the goal of the hereafter
(spiritual) that is the pleasure of Allah. Consequently, apart from being an economic institution that
runs a dual mission (financial and social intermediation), IMFI also carries out a spiritual mission. It is
a manifestation of Islamic values that underlies its overall strategy and purpose. Furthermore, this
mission is also reflected in ‘spiritual intermediary’ activities to educate people and propagate the
principles and practices of Sharia, so that they are comprehensively understood and practised by all
stakeholders — borrowers and community members (Wediawati & Setiawati, 2016). This spiritual
intermediary must be taken into account so that all activities are performed following the principles of
Sharia (Islamic religious law) so that they are not merely impractical concepts.

The finding on the spiritual aspect in choosing microfinance institutions argues counter to the
previous research findings by Masyita and Ahmed (2013), where most Muslim borrowers chose
conventional institutions and did not consider riba” or other spiritual aspects. In this qualitative
research, it is now clear that the different spiritual aspects of clients” preferences in choosing IMFI can
be identified. These findings are important to guide community development practitioners or zakat
institutions in policymaking and improving the quality of IMFI’s services.

In the context of community development programs, a spiritual aspect is considered an essential
component in the approach to community development. Practically, the spiritual aspect closely aligns
with the faith-based values and principles that underpin community development. The spiritual
aspects of zakat-based microfinance, such as silaturahmi and barakah, are closely aligned with the
principles of community development such as suppressing the expression of individuals and collective
empowerment (Chile & Simpson, 2004). In this sense, the underpinning principles for community
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development within spirituality is the need to find equilibrium, to ensure that both development
processes and outcomes are in harmony socially and sustainably, embrace diversity and picture the
future (Ife, 2013). Spiritual aspects in the implementation of zakat-based microfinance as an effective
community development program will result in not only the economic development of borrowers but
also a strong community supporting actions steeped in and guided by spirituality.

7. Conclusion

This research contributes to the advancement of theoretical knowledge on the potential of
community development programs funded by zakat. Besides, the empirical findings of this research
could serve as a basis for evidence-based policymaking and program reference for both government
and private zakat institutions, as well as general community development practitioners in Indonesia
and other Muslim countries, to improve the current practice in zakat-based production programs
including Islamic microfinance programs funded by zakat.

Future scholarly research should investigate the broader policy of ZCD (zakat community
development) in greater depth and evaluate the social impact of the programs not only on the targeted
community but also to the wider society, particularly in the contribution of ZCD to achieving SDGs
(Sustainable Development Goals) in Indonesia. Apart from that, future research should take into
account more diverse community development programs funded by both government and private
zakat institutions to provide a broader understanding and thorough analysis of the differentiated
community development programs.

This project has significance for community development practitioners working in any community
development program funded by zakat. Based on the key findings in this study, the following points
are recommended for improving the implementation of zakat-based microfinance of Da’arut Tauhid
Peduli, applicable to other government or private zakat institutions in strengthening their community
development programs in general.

For further improvement, this research recommends practitioners to First, maximize a bottom-up
approach in the planning, implementation, monitoring, and evaluation of the program to empower and
foster the community. Secondly, encourage targeted communities to fully participate not only in
determining the types of business but also in the decisions concerning the training topics and other
capacity building on business skills that are aimed to empower and strengthen the business activities
of the borrowers. Thirdly, develop long-term strategic planning for at least 10 years, focusing on long-
term outcomes in the transformation of targeted communities from mustahiq to muzzaki. Fourthly,
develop business assistance programs, including monitoring and evaluation of the business progress
and development of the funded businesses, such as expanding market share, increasing the quality of
the product, increasing the added value of the products, and assisting on product legality (such as
labeling, product name, and halal certification). Lastly, it is the hope of the researcher that this research
is of benefit to both academic and community development practitioners who continue to work for the
benefit of communities to whom they dedicate their efforts.

This research is a stepping stone for further research on the effectiveness of zakat disbursement
and allocation for production purposes, particularly community development programs.
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