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1. Introduction

A financial inclusion agenda is aimed to improve
people’s ability to deal with risk, to manage money
(funds) for future consumption, and later to gain
more money by investing, thus benefiting both the
owner of funds and society overall (Driver, 2015). It
ensures that a financially excluded customer has affo-
rdable, transparent, and regulated access to formal
financial institutions rather than existing informal
alternatives (Bank Indonesia, 2015).
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Financial inclusion has become a trend after the
financial crisis in 2008. It mainly serves the bottom
of the population pyramid which includes people
with low income, those who live in remote areas, dis-
abled people, undocumented labor, and rural people
(Bank Indonesia, 2015). The G20 summit in 2010
pledged support for financial inclusion to reduce
poverty in the world. The Association of South East
Asian Nations (ASEAN) has also integrated this
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program into its 2015 Economic Community Blue-
print. The United Nations have translated the poverty
eradication agenda into the eighth Millennium Deve-
lopment Goals in 2000. Poverty has been reduced by
a half in 2010, and by 2015 poverty has declined by
more than half (United Nations, 2015). Even though
financial inclusion has more than doubled in most
developing countries as reported by the World Bank
(2014), it still requires some work.

As a developing country, Indonesia has implem-
ented a triple-track strategy comprising pro-growth,
pro-jobs and pro-poor policies in 2004, with pro-
environment adopted and added in 2007 (Dhewanthi,
2012, p. 2). Development encourages growth of the
economy while creating more employment, espe-
cially for the population at the bottom of the pyramid.
A development program should prevent any destruct-
tion to the environment, nature, as well as society.
Although the government has this spirit, technology,
skills and infrastructure still remain a constraint
(Tambunan, 2015, p. 11). Among the poorest 40% in
Indonesia, 78% of adults are still unable to open a
bank account (Kendall & Klapper, 2015). In other
words, only 22% of the population has a bank acco-
unt. In terms of lending access, a major contribution
to the problem is caused by the wider pool of lower-
standard (also known as sub-prime) borrowers
(Morgan & Pontines, 2014, p. 6). Their low standard
indicates a high risk of defaulting. Besides, from a
regulator point of view, not-properly-regulated mic-
rofinance institutions may dilute the overall econo-
my. Work needs to be done on two fronts. From the
borrower point of view, financial education is needed
to improve their ability in managing money. From
the financial institution or regulator point of view,
proper regulation of provider institutions is highly
needed.

Therefore, this paper aims to develop a frame-
work for a financial inclusion agenda in Indonesia.
The goal of our proposed financial inclusion strategy
is to provide the Islamic social finance institutions
and academicians with a deeper knowledge regarding
financial inclusion.

2. Literature Review

According to the World Bank, financial inclusion is a
key enabler for alleviating poverty and boosting
prosperity (World Bank, 2016a). A structured consul-

tation can help ensure success for a national strategy
on financial inclusion (World Bank, 2016b). By
2020, the whole of the adult population is targeted to
perform financial transactions through bank accounts
or electronic instruments for savings, and transferring
and receiving payments (World Bank, 2016¢). From
the government’s perspective, the outcome of a fi-
nancial inclusion strategy is to help those with low in-
come and initially excluded from formal financial
institutions to achieve manageable financial living.

From an Islamic perspective, as narrated by al-
Tirmidhi in a hadith (2007, vol. 4, p. 373, hadith no.
2344), a bird flying in the morning with an empty
stomach and going back with a full stomach is des-
cribed as manageable living. Furthermore, one should
have a work ethic and obey Islamic rules (Qur’an,
9:105; 67:15), or otherwise, instead of receiving
blessings, one will suffer from calamities (Qur’an,
7:95-96). One of the calamities is suffering from
heavy debt, as narrated by al-Bukhari in a hadith
(1997, vol. 8, p. 210, hadith no. 6369).

To free oneself from financial difficulties (and if
one is a true believer), charity is one of the solutions,
as Allah will reward them from sources he/she could
never imagine (Qur’an, 65:2-3). Charity-giving is
recommended for not only those who are in pros-
perity but also for those who are in affliction (Qur’an,
3:134). As mentioned by al-Qurtubi (1993, vol. 2, p.
132), ‘“in prosperity’ means being rich, in comfort,
and happy. Similarly, affliction is defined as being
poor, in difficulty, and inconvenience. Allah has also
stressed upon believers to give charity before the end
of their life because those who never paid charity will
regret it and request Allah to postpone their death so
that they can give charity (Qur’an, 63:10). Irrespec-
tive of a man’s economic condition, whether he is in
richness or in poverty, charity-giving is important and
urgent in human life.

On the other hand, the reward for charity-giving
will be as much as 700 times (Qur’an, 2:261). Giving
charity is also described in the Qur’an (35:29-30) as
trading that would have never incurred any losses.
Prophet Muhammad (may Allah’s peace and bles-
sings be upon him) also stated that among the best
charities is when one expects survival and fears
poverty (Abu Dawud, 2008, vol. 3, p. 414, hadith no.
2865). Combining those verses and fadith, it can be
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concluded that charity-giving can be the way to
overcome indebtedness and other life difficulties
faced by mankind. Poverty will not refrain a poor
person from charity-giving. On the basis of this
concept, the Indonesia National Board of Zakat
(Badan Amil Zakat Nasional, BAZNAS) has inclu-
ded charity-giving as part of the zakah-based empo-
werment program of the poor and the needy. The
recipients of zakah are taught to have a charity com-
mitment as the way to enhance their life conditions
and change their mentality from being the receiver to
becoming the giver. Besides, they are also encou-
raged to be more productive.

Siegwart Lindenberg introduced the Social Pro-
duction Function (SPF) theory (Lindenberg, 1996;
Ormel, Lindenberg, Steverink, & Verbrugge, 1999),
which integrates both psychological and economic
theories of consumer/household production. The
word production here is taken to mean as that des-
cribed by Becker (1976). He introduced a household
production function when a household takes more
production than consumption activities. The house-
hold is considered an organizational entity, which is
like a corporate. Households invest their resources
into capital assets (e.g., savings), capital equipment,
and human capital. Thus, it deals with labor and
capital in the same way a firm does. SPF eliminates
the priority of satisfaction that is a trade-off with
various needs. Furthermore, it proposes two optimum
goals of humans, namely physical well-being and
social well-being.

Physical well-being can be subjective (self-report
on physical symptoms) or objective (physical indi-
ces) (McKee-Ryan, Song, Wanberg, & Kinicki,
2005, p. 54). It integrates the theory of arousal where
one may have a higher arousal when the stimulus
increases and less arousal when one experiences
comfort (Lindenberg, 1996, p. 173). For example, an
investor’s arousal might increase once he/she finds a
new potential investment in a new field. On the other
hand, a risk-averse investor might feel comfort while
receiving regular revenues within a period and refu-
ses to search for other investment products. Thus, sti-
mulus in Lindenberg’s concept is the same as subjec-
tive well-being in the McKee-Ryan et al. study.

The concept of “going concern” is also introduced
in this theory. It presumes that households need to

feel secure financially in order not to fall into insol-
vency (failing to pay back the debt) or bankruptcy
(fair market value of assets less than liabilities). Hou-
seholds rely on internal financing, which depends on
their net worth through accumulation of personal
income. When households cannot fulfill their needs
through their net worth, they will find external sour-
ces to fund their needs (Belsky & Calder, 2005, pp.
32-37).

Basic needs as stated in the Qur’an comprise the
need to perform worship; the need for food, clothes
and housing; and the need to feel secure and safe
(Qur’an, 20:118-120; 106: 3-4). These needs are divi-
ded into material and spiritual needs. Inability to
fulfill these needs will lead a person or a household to
be considered as materially poor, spiritually poor, or
both (Beik & Arsyianti, 2016, pp. 144-148). How-
ever, to fulfill these needs and with regard to insol-
vency, a Muslim should view debt as the last resort
because of the consequences that can be incurred
(Obaidullah, 2008, p. 17). First, one who borrows
should have a strong intention to pay back. Prophet
Muhammad (may Allah’s peace and blessings be
upon him) stated that a debtor can pay back his/her
debt if he/she has a strong intention to pay it back (al-
Bukhari, 1997, vol. 3, p. 328, hadith no. 2387). Even
a small amount of debt is hard to pay back if one
does not have any intention of paying it back.
Conversely, a big amount of debt would be paid back
easily if one has a strong intention to pay it back.
Secondly, the debt amount should be in the range of
one’s capability of paying back (Beik & Arsyianti,
2016). The indicator of the range can be one’s
income, receivables, or deposits. Therefore, a Muslim
should not simply take debt without considering these
two points.

DeVaney (1994) studied financial ratios as pre-
dictors of household insolvency in the United States.
By using Survey of Consumer Finance data of 1983
and 1986 and utilizing a logistic regression method
and classification tree procedure, it was found that
liquidity, asset-to-liability ratio, and debt payment
over disposable income (debt service) ratios appeared
to be the most useful indicators to predict insolvency
of households.

The concept of comfort in the SPF theory was
studied under subjective well-being in the McKee-
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Ryan et al. study in which they integrated psycholo-
gical and physical well-being. The assessments of
this outcome are hard to understand by observing, but
it can be understood by asking the individual perso-
nally. However, diminishing returns were applied in
this case, as an individual had more physical well-
being, additional stimulation and less comfort (Ormel
etal., 1999).

In terms of social well-being, this depends on sta-
tus, behavioral confirmation, and affection. Commen-
ting on this, Lindenberg argued that individuals
might sacrifice themselves and feel embarrassed after
doing something good for others. However, in
society this person is praised even though he/she felt
embarrassed according to his/her perspective. Instead
of being humiliated by his/her situation, he/she gets
the status, behavior confirmation, and affection in
society. Thus, self-esteem is not the ultimate goal of
an individual. Self-seeking concepts that produce
good outcomes for society is not necessarily applied
in the family and neighborhood concept (Veenhoven,
1999). In fact, personal financial behavior affects
family life and workplace (Garman, Leech, & Gra-
ble, 1996). With regard to lifestyle, it is empirically
shown that richer countries exhibit a lower correla-
tion between individual behavior and society or his/
her surroundings (Ormel et al., 1999). Prophet
Muhammad (may Allah’s peace and blessings be
upon him) stated that one Muslim to another is like a
body; if one part of it gets sick, the rest of them feel
the sickness (al-Bukhari, 1997, vol. &, p. 210, hadith
no. 6011). One could not be considered a Muslim if
he/she does not love other Muslims like how he/she
loves him/herself. For instance, when someone suf-
fers from sickness, it is almost impossible for him/her
to solve everything by himself/herself. It is the con-
cept of brotherhood that a society needs.

In the British Household Panel Survey, 5,500
households were observed and analyzed by utilizing
autoregressive distributed lag and fixed effects mo-
dels (Winters & Rundlett, 2015). It was found that
participation in social life would bring happiness and
satisfaction in life. In another study by de Oliveira,
Eckel, and Croson (2012) in Dallas, the participants
were asked to give a series of donations for local
charitable events. After the experiment, they were
given a questionnaire to be answered. The results
show that making a contribution in the public inte-

rest appeared to be a stable preference. Participants
felt they had done “the right thing” based on a relig-
ious perspective.

3. Financial Behavior of Low-Income Households

Individuals need to show appropriate behaviors rela-
ted to cash management, credit and debt manage-
ment, and planning for various life-cycle events such
as marriage, education, retirement, estate planning,
and consumerism (Joo, 2008, p. 31). Individuals’
attitude towards personal financial wellbeing is one
subjective perception that can lead to appropriate
behavior. Financial knowledge is also a significant
component of subjective perception. In the marketing
theory of knowledge—attitude—behavior model, finan-
cial knowledge can influence financial attitudes and
lead to better financial behavior and thus improved
financial wellbeing.

One theory that explains the behavior of humans
is the theory of planned behavior (TPB). TPB was
developed by Ajzen (1991). TPB framework predicts
and understands human behaviors. TPB is an exten-
sion of the theory of reasoned action (TRA) (Ajzen,
1991, p. 199). TRA was introduced by Fishbein in
1967. According to TRA, the behavior of an indivi-
dual is determined by his/her intention in performing
a particular behavior. The intention is determined by
attitude toward the behavior, the subjective norm, and
the relative importance between the attitude and the
subjective norm (Xiao & Wu, 2008, p. 73). Later, the
theory was developed and perceived control was
added to the model to determine the behavior inten-
tion. According to this theory, behavioral intentions
are influenced by attitudes, subjective norms, and
perceived behavioral controls. In turn, behavioral
intention influence one’s behavior achievement
(Ajzen, 1991, p. 184).

Ajzen and Fishbein (1980) imply that behavior
itself is not an outcome since it only contributes
partly to the outcomes. Outcomes result from both
one’s own behavior and other possible factors in
many situations. Other factors remaining stable, debt-
taking consecutively might lead to bad liability per-
formance and an increased debt service ratio.

They also remark that behaviors can be observed
by indicators of single acts or behavioral categories.
A single act is a specific behavior that an individual
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performs. Taking debt for long-term consumption is
an example of a single action. Many financial beha-
viors are defined by sets of single acts. For example,
cash management is still an abstract behavior that
needs to be described by a set of single acts, such as
reviewing monthly bills and recording monthly
expenses. Once an abstract behavior is defined, the
reliability assessment is more important since single
acts may or may not contribute to the target behavior
category. For example, taking debt for long-term
consumption may represent a house-hold’s cash
management behavior or just demonstrate the house-
hold’s habit that is not related to cash management.

Furthermore, they also state that behavior should
be defined appropriately and should have four
essential elements: action, target, context, and time.
For example, debt-taking behavior (a behavioral cate-
gory) can be a short-term or one-time action, such as
taking a small amount of debt from relatives, or a
long-term action, such as consecutively taking debts
after repaying the former. Also, debt can be taken
from relatives or financial institutions (targets). Debt-
taking behavior can be regular or occasional (times).

First, behavior can be measured as a binary varia-
ble, whether or not to perform the behavior. Second,
it can be measured through multiple choices. The
third is quantifying the extent to which the behavior
has been performed, for example, the limit of debt-
taking amount. The fourth approach is to measure the
frequency of performing the behavior, for example,
once during an emergency or consecutively thrice a
year.

If the purpose is to encourage low-income house-
holds to participate in charity-giving, a binary varia-
ble, to participate or not, will be adequate. However,
if the research question is to encourage the household
to increase charity-giving, a multiple choice set with
a range of contributions or an actual contribution
amount is required.

An evaluation study examining 185 independent
studies toward the TPB showed that in general, the
theory is valid (Armitage & Conner, 2001, p. 489).
This evaluation research addressed several issues
relevant to the application of the theory. First, self-
reports are not a reliable information source. Resear-

chers should use objective and observed variables to
measure behavior. Thus, quantitative research design
is appropriate. Second, perceived behavior control
(PBC) and self-efficacy are the same measure with
two different names. Compared to PBC, self-efficacy
is a better predictor of behavior. PBC reflects more
on external factors; it is better used for exercised beh-
aviors. Third, there are alternative measures for inten-
tion, e.g., desire and self-prediction are better predict-
tors of behavior compared to desire. Fourth, subjec-
tive norm (SN) is a weak predictor of intention comp-
ared to the two other variables, attitude and perceived
control. As shown in pilot research, when SN was
included in the analysis, the model did not have a
good fit. Alternative indicators may be needed, such
as moral and descriptive norms.

Factors affecting consumer behavior in conduc-
ting debt management plans have been examined by
Xiao and Wu (2008). They found that attitudes tow-
ard behavior and PBC affected actual behavior, but
subjective norm did not. In addition, they found that
satisfaction with the service also contributed to actual
behavior. Meanwhile, demo-graphic factors did not
affect actual behavior directly but indirectly through
attitude, perceived behavior control, and subjective
norms.

Attitude, perceived behavior control, and subject-
tive norms influence specific behavior through inten-
tion. Intention reflects the motivation of an individual
to perform a specific behavior. It measures how stro-
ng the motivation is as well as how much effort an
individual makes to perform such behavior. Attitude,
perceived behavior, and subjective norm indepen-
dently prompt influence (Ajzen, 1991, pp. 188-189).

Thus, in accordance with the outcomes, specific
behaviors of low-income households include conse-
cutively taking debt and regularly giving to charity.
Consecutively taking debt can influence insolvency
of a household. Meanwhile, regular charity-giving
can influence social well-being as elaborated in SPF
theory. Arsyianti and Kassim (2016, p. 149) found
that the debt service ratio is correlated with regular
charity-giving behavior; on the other hand, Arsyianti
and Beik (2015, p. 86) found that charity per income
is not significantly correlated with debt service ratios.
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3.1 Attitude, Perceived Behavior Control, and
Subjective Norm

Attitude reflects one’s reaction, evaluation, or app-
raisal, favorably or unfavorably, towards a specific
behavior. Those attributes are derived from cognitive
knowledge. Thus, attitude is developed from people’s
belief upon one particular object associated with a
certain attitude (and relatively with other attitudes)
(Ajzen, 1991, pp. 189-192).

Subjective norms reveal the state of approval or
disapproval by significant other parties. Reference
people are believed to affect one’s specific behavior.
These important others comprise those who are belie-
ved to being relatively close to the one who performs
the specific behavior. They may be friends, spouse,
siblings, or other family members, parents, or even
neighbors. In a specific context, the salient referents
in conducting leisure activities, according to Ajzen
(1991, p. 195), are friends, parents, spouse, siblings,
and other family members.

In the event that a person has a favorable attitude
towards a specific behavior and believes that import-
ant others approve of such behavior but still does not
exhibit a strong behavior, he/she may believe that he/
she has no resources or opportunity to perform that
behavior. Thus, he/she needs an adequate conscious
decision to carry out the behavior based on past expe-
rience (Abduh, Duasa, & Omar, 2011, p. 217).
Experiences of an individual in the past or acquain-
tances or other people, or second-hand information
gathered by an individual associated with a specific
behavior, increases or decreases the performance of
that individual to accomplish a specific behavior
(Ajzen, 1991, p. 196).

Factors mentioned above are known as behavior
beliefs which influence one’s attitude toward behave-
ior; normative beliefs which form subjective norms,
and control beliefs which mean perceived volition,
control influences in executing that behavior. In some
cases, the intention to perform behavior may only be
influenced by two factors, which are attitude and per-
ceived volition control, while in other cases all three
factors may affect the intention (Ajzen, 2002, p. 672).

A study by Bekkers and Wiepking (2011) elabo-
rated the reasons behind charity. They looked at this
from a multidisciplinary perspective covering marke-

ting, economics, social psychology, biological psy-
chology, neurology, sociology, political science,
anthropology, biology, and evolutionary psychology.
Eight indicators were identified as the reasons for
someone to give to charity. They were: aware of the
needs, solicitation, physical costs and benefits,
altruism, reputation, psychological benefits, values,
and efficacy.

3.2 Socio-economic Demography

Even though demographic factors do not directly
influence behavior, and thus are excluded in the TPB
model, these factors significantly affect behavior in
order to achieve the outcomes in many studies related
to financial behavior (Sahi, 2013; Stone & Maury,
2006; Mewse, Lea, & Wrapson, 2010; Lusardi, 2008;
Lea, Webley, & Walker, 1995; Livingstone & Lunt,
1992; McKee-Ryan et al., 2005; Xiao & Yao, 2014;
Schlegelmilch, Love, & Diamantopoulos, 1997; Hog-
arth, 2006; Hilgert & Hogarth, 2003; Lyons, Chang,
& Scherpf, 2006; Garman, Kim, Kratzer, Brunson, &
Joo, 1999; Havens, O’Herlihy, & Schervish, 2006;
Plagnol, 2011). The demographic factors that influ-
ence behaviors are: level of education, age, marital
status, family size, employment, origins, charity per
in-come, income, future expectations, religious fac-
tors, gender, financial institutions, home ownership,
and financial education. For example, Wright (2001,
pp. 405-413) found that the origin of donors affected
their method of giving.

4. Low-Income Households and Financial
Education

To protect consumers and society in general, the
Indonesian Financial Services Authority (Otoritas
Jasa Keuangan, OJK), through the OJK Act No. 21
(2011), stated that the consumer and society should
be given information and education regarding finan-
cial services characteristics, its products, and facili-
ties. This role highlights the OJK’s position as a regu-
lator and organizer of the financial system in Indo-
nesia while protecting the right of the society, espe-
cially customers and users of the products and ser-
vices of financial institutions. This objective is also
stated in the six pillars of Indonesia Economy Archi-
tecture (Bank Indonesia, 2008).

Low-income micro-entrepreneurs have very limi-
ted access to working capital financing/credit. This is
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attributed to various reasons including lack of exper-
ience, low education levels, and low credit balances,
resulting in substantial constraints for them in getting
access to credit. These reasons also apply for the
credit balance situation (Zhu & Meeks, 1994, pp.
415-418). The various forms of credit constraints are
challenges to the financial inclusion effort which
promotes the idea that access to credit is the right of
human beings. A supporting system to this concept
has tremendously developed. However, as the access
to credit for this population rose, the risk of over-
indebtedness has been repeatedly highlighted. Amidst
these issues, the idea of financial inclusion is very
much doubted (Hudon, 2009, p. 3).

During the Ottoman reign, 1500-1914, credit did
not get support to be expanded. Formal banking insti-
tutions were absent in the Ottoman society (Pamuk,
2004a, p. 11; Pamuk, 2004b, p. 232). Islamic prohi-
bition on usury and interest prevented them from
developing this product. However, courts recorded
cases involving debts. Mostly, the cases were dealing
with family members borrowing from or lending to
other family members, and not limited to informal
external sources. All cases involved whole society
segments, urban or rural.

Today, accessibility to formal financial institu-
tions is highly relevant in the context of Indonesia
because of a large proportion of low-income people,
ill-informed on financial matters at the bottom of the
economic pyramid. This situation should be addres-
sed and repeatedly informed to the target population,
namely that low-income individuals and households
should be the recipients of carefully designed finan-
cial education programs. Continuous technical sup-
ort, mentoring, counseling, and monitoring are highly
needed to establish a productive, successful, and frui-
tful poverty alleviation agenda through financial assi-
stance programs. Thus, financial education is essen-
tial, particularly to low-income families, to enable
them to manage their day-to-day financial resources
and avoid landing into financial difficulties.

Financial education can be a highly effective
method to improve financial literacy among society
(Hogarth, Beverly, & Hilgert, 2003). Financial
literacy is basically the possession of basic know-
ledge about how to earn money, manage various
unexpected future events, and disburse it to help

others (Giesler & Veresiu, 2014). It is also important
to know how to properly utilize spending according
to budgetary constraints. Financial education is one
piece of the puzzle to achieve financial literary
among consumers. Hogarth (2006, p. 7) mentioned
that disclosures and information, substantive protec-
tions, and professional advice are some pieces to
complete the puzzle. This is because being finan-
cially literate is being knowledgeable, educated, and
informed regarding managing money and assets,
which comprises planning, implementing, and evalu-
ating financial decisions (Mccormick, 2009, p. 71).

Through improved financial literacy, one is hoped
to be better able to use resources, increase economic
security, improve the contribution to the community,
and finally build a thriving community and well-
educated labor force (Hogarth, 2006, p. 12). This is
simply because there is a correlation between know-
ledge and behavior wherein those with better finan-
cial education and knowledge are more likely to un-
dertake recommended financial behavior (Hilgert &
Hogarth, 2003).

Therefore, priority audiences of financial educat-
ion need to be properly identified and targeted, which
include youngsters (Mccormick, 2009, pp. 72-73;
Mandell & Klein, 2009, pp. 16-17) and first-time
homebuyers (Hogarth, 2006; Hilgert & Hogarth,
2003; Hogarth et al., 2003). Another targeted group is
the low-income households. Financial education has
been proven to improve financial knowledge (Zhan,
Anderson, & Scott, 2006; Muflihani, 2015, pp. 9-27;
Martin, 2007, pp. 19-22), improve skills (Muflihani,
2015, p. 18), and change financial behavior effec-
tively (Lyons et al., 2006, p. 41) among low income
populations in many countries.

Financial education in the workplace has been
proven to be effective in increasing employees’ wel-
fare (Garman et al., 1999). Most programs to imp-
rove employees’ financial well-being are dedicated to
preparing them for their retirement. Being able to
make financial decisions with confidence is one of
the indicators to assess employees’ financial well-
being.

To attain better outcomes in the form of behavior
change toward better financial discipline, especially
in terms of creditworthiness, the following steps are
suggested as depicted in Figure 1.
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Financial
Education

*Gain knowledge (Hilgert & Hogarth, 2003; Hogarth, 2006; Zhan, Anderson, & Scott, 2006;
Martin, 2007; Muflihani, 2015)

eImprove skills (Muflihani, 2015)

Financial

Behaviour

*Avoid running out of money, paying bills, talk about money with family (Lyons, Chang, & )

#Self contol (Martin, 2007)
ePersuade family and colleagues to be customers of Islamic financial institutions (Muflihani,

Scherpf, 2006)

2015) )

eSatisfaction in life and lifestyle, feel confident, prepare for events (Hogarth, 2006)
eReducing financial stress and strain, reducing divorce rate (Martin, 2007)

\

Toward the end of financial education, the low-
income population is expected to perform improved
financial behaviors. Contributing to society is also an
indicator that improves, as enhanced financial well-
being boosts personal satisfaction and this feeds thro-
ugh into social wellbeing (Hafidhuddin, 2007, p. 60).

4.1 Financial Education through Financial Institutions

Low-income households are closer to microfinance
institutions (MFI) than social finance institutions.
Microfinance institutions grow fast in rural areas
instead of in big cities. On the other hand, social
finance institutions grow in larger cities since their
stakeholders, the source of funds, are mainly located
in urban areas. Consumers in Indonesia have access
to a wide range of financial service providers such as
banks, insurance companies, investment companies,
pawn broking firms, leasing companies, securities
compa-ies, and many MFIs (including bayt al-mal
wa tamwil, BMT"), cooperatives, and also loan
sharks®. There are 106 conventional commercial

(1) BMT is an Islamic microfinance institution in Indonesia. It
provides charity-based as well as for-profit financing.

(2) A loan shark is an informal money lender who charges a very
high interest rate to the debtor and employs debt collectors to
collect the money. In the case of Indonesia, the money is
collected on a daily or weekly basis. If the debtor fails to pay,
the loan shark will charge a multiplied amount, thus the
interest rate becomes higher.

Figure (1) Outcome of Financial Education

banks, 12 Islamic banks, and 5,023 rural banks.
These institutions collect funds from society and
invest in the form of financial products, for example,
credit, securities, and other productive assets. Banks
and non-bank financial institutions are all defined as
financial institutions (OJK, 2015). Meanwhile, non-
bank financial institutions collect funds directly or
indirectly from society by issuing securities and use
them to finance a company’s investment, either as a
credit/loan or as additional capital.

Since many financial institutions provide financial
services to society, individuals, as well as house-
holds, are forced to decide wisely. In order to make
good decisions, consumers should have sufficient
knowledge to efficiently utilize products and facilities
offered by financial institutions. The Organisation for
Economic Co-operation and Development (OECD)
has pointed out the need to improve financial literacy
through financial education (OECD, 2006).

Three out of nine principles of financial education
and awareness have mentioned the role of financial
institutions. However, financial institutions, at the
very beginning of their commencement, aim to earn
as much profit as possible. Even the MFIs charge a
higher rate of interest compared to commercial finan-
cial institutions (Yumna & Clarke, 2011, p. 6). They
argue that they need to cover high operational costs.
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Even though Muslim consumers have been offered
support by Islamic financial institutions (IFIs), it
seems that the IFIs fail to attract this population. In
fact, IFIs charge a higher rate than conventional
counterparts because the operational overheads are
relatively high (Beik & Arsyianti, 2008, pp. 27-28).
Thus, the idea of overcoming poverty in Indonesia
through IFIs may seem impossible since the cost is
still the constraint in attempting to impart financial
prudence through financial education (Willis, 2011).

A customer service desk may be an effective way
to educate customers in person. However, this may
consume more time for customers to be served and
educated on the spot. Thus, mass media is still the
effective way to educate customers (Muflihani, 2015,
p. 24; Hogarth, 2006, p. 18).

Another way is through seminars and public talks
as many people can be gathered in one place at one
time. Financial institutions can collaborate with OJK
and/or universities to organize seminars or talks. As
explicitly stated in the OJK Act, OJK must have pro-
grams correlating with financial education. Universi-
ties have ample and credible human resources that
can help the programs to be realized. Students’ orga-
nizations can also be active agents for organizing this
kind of event.

These programs, however, are specifically made
for those who have easy access to formal financial
institutions. What about the poor and low-income
households that have limited access to formal finan-
cial institutions? We discuss this in the following
section.

4.2 Financial Education through Social Finance
Institutions: Serving the Consumers at the
Bottom of the Pyramid

In the Islamic financial system, there are several
social finance institutions that could play a role in
educating consumers at the bottom of the pyramid,
apart from their normal functions of collecting and
distributing charity, endowment, or other free money.
Specifically, Wagf (Endowment Fund) Act 41 (2004)
and Zakat (Compulsory Donation) Management Act
23 (2011) (replacing Act 38 of 1999) provide the
solution to this issue. Wagf and zakah institutions
have played a major role in social finance. Both
directly deal with the donors as well as ultimate reci-
pients. The majority of the recipients or the ultimate

users that highly utilize the funds in Indonesia are
categorized as poor and low-income households
(Yayasan Dompet Dhuafa Republika, 2013;
BAZNAS, 2015). Unlike financial institutions, social
finance institutions are rather keen to disburse the
collected funds without aiming for any profit motive.

According to the Zakat Management Act, as an
‘amil (institution collecting and distributing zakah
funds), BAZNAS and private zakah institutions
(Lembaga Amil Zakat, 1LAZ) are able to collect zakah
as well as other social funds. Zakah is a compulsory
mandate, while wagf (endowment fund) results in
stable and permanent expected benefit (Obaidullah,
2008, pp. 31-36). Both are sadagah (charity) in
Islam, while another type, infag (monetary charity), is
voluntary and may be discharged according to the
mandate (Yumna & Clarke, 2009, p. 4). Thus, infag
can be used for any purposes and not limited to the
mustahiqq (deserving beneficiaries) group.

Islamic social finance institutions have more
options to finance their program compared to other
financial institutions. First of all, they are the ones
who directly and regularly keep in touch with the
poor and low-income households and individuals.
Understanding the situations facing the poor thus
enables them to effectively educate the poor and low-
income households and individuals. In an annual
report of social finance institutions in Indonesia, it is
said that the poor is still the main targeted group to
disburse the collected funds (Yayasan Dompet
Dhuafa Republika, 2013; BAZNAS, 2015).

Secondly, in-line with government’s efforts to
alleviate poverty in Indonesia, relevant authoritative
bodies can collaborate with the OJK, including the
Social Ministry, as well as the Ministry of Religious
Affairs. As stated in the Zakat Management Act,
operations of BAZNAS can be financed from the
state budget (Anggaran Pendapatan dan Belanja
Negara, APBN) as well as from the right of the ‘amil
fund (considered an operational cost of ‘amil). A
similar situation also prevails in the Indonesia Board
of Waqf (Badan Wakaf Indonesia, BWI), wherein it
is stated in the Wagf Act that the government should
support BWI financially. OJK can provide the mate-
rials and human resources. Meanwhile, along with
the Social Ministry and Ministry of Religious Affairs,
social finance institutions may integrate their progra-
ms. Thus, there will be no overlapping events.
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Thirdly, social finance institutions operations are
also in-line with society’s desire to provide a better
financial life. Zakat Management Act has put social
contributions in explicit terms. Para 35 in this Act
states specifically how society can contribute. Social
finance institutions in Indonesia can encourage
muzakki (zakah payer) or munfig (infag donator) or
wagqif (waqf donator) to actively share their know-
ledge, build recipients’ skill to utilize financial faci-
lities, and build their trust to control potential finan-
cial problems.

Moreover, the free money that is collected by the
social finance institutions can be distributed without a
burden to get more and more profit. The performance
of these institutions is not assessed by its profit; they
would rather be assessed by their activities in collec-
ting and distributing funds and effectiveness in
contributing to society.

In influencing positive financial behavior through
financial education, Lee and Miller (2012) propose
social marketing as the method that can be used by
social organizations to promote specific behavior.
They present seven strategies as the best practice in
several countries. First, the purpose and focus should
be agreed upon. A behavior change program should
set a specific mission within a specific period and
should be determined in advance. For instance, an
‘amil institution set a financial training program to
empower all mustahiqgs, be familiar with Islamic
financial transactions, and transform at least half of
them into muzakkis within two years. This goal is
then to guide an ‘amil institution to focus on setting
financial education for the mustahiqgs.

Second, the target audience should be identified
and described. Who is the target audience for the
program? Is it appropriate for young audience, or
should it be appropriate for the aged instead? On the
other hand, a question like “what is the appropriate
financial education program for working mothers?”
may appear because the audience is ready to join a
financial education program but the program has not
been established yet. Such questions should be answ-
ered meticulously. The recommended strategy should
be examined for a particular situation: targeting parti-
cular audiences for a program that has already been
settled, or setting a program for a particular audience
that demands financial education.

Third, specific behavior should be selected. Ano-
ther strategy is aiming a specific behavior that should
be achieved by the target audience after joining a
financial education program. For example, a financial
education organization is targeting the audience to be
more aware and disciplined in repaying debt because
perhaps a non-performing financing rate is increasing
in a particular area. Thus, the most recommended
strategy for financial education is setting a speci-
fically targeted behavior.

Fourth, audience barriers are understood and add-
ressed. In promoting Islamic financial products and
services, the IFIs may find that their customers consi-
der their products to be similar to their conventional
counterparts. This issue should be identified and add-
ressed through financial education. Thus, such a fina-
ncial education strategy is recommended in targeting
customers for IFls.

Fifth, the program should consider the 4Ps (prod-
uct, price, place, promotion). When a program orga-
nizer faces difficulties in executing the idea, conside-
ring the 4Ps may be the most recommended strategy.

Sixth, partnerships should be formed. Some finan-
cial education programs may have been established
and well-planned. However, the programs may need
to be executed by appropriate partners. For example,
who will be appropriate in educating people to give
to charity more regularly? Or who will educate peo-
ple in choosing the most appropriate financial pro-
duct for a particular transaction? The strategy of cho-
osing appropriate partners should be recommended
for such a situation.

Lastly, evaluation should be conducted and repor-
ted. When outcomes mostly fail to be achieved, the
financial educator should be more aware in evalu-
ating the programs. In this sense, being more respon-
sive to program evaluation may be the most recomm-
ended strategy.

These strategies are not necessarily discussed in a
specific order. Instead, while executing financial edu-
cation all circumstances should be considered before
choosing the most recommended strategy. Every con-
dition has its own issue and may differ from one area
to another, one country to another or one institution
to another. Therefore, financial education should be
planned based on the most appropriate strategy in a
particular condition.
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According to the above literature reviews, the
framework for a financial inclusion agenda to impart
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financial education to low-income households is
shown in Figure 2.
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Figure (2) Conceptual Framework for Instilling Financial Prudence to Low-Income Households

5. Conclusion

Financial literacy is about not only gaining know-
ledge through financial education but also displaying
better financial behaviors. SPF theory and the theory
of planned behavior have been elaborated to highlight
the objectives of this paper. Eventually, the process is
hoped to produce the expected outcomes.

This conceptual framework is important since it
will involve various stakeholders, especially govern-
ment as regulator and social finance institutions as
executor. If government wants to win low-income
consumers in a financial inclusion agenda, further
studies need to be done into what low-income

households’ current financial knowledge and
financial behavior is, and what steps low-income
consumers should take to succeed in their financial
life. Sharing information on programs and experien-
ces at an international level to promote financial
service accessibility and financial management can
be helpful. More attempts to develop these programs
would be helpful. Thus, social finance institutions
should play an increasing role to support the
government’s agenda of financial inclusion through
financial education for low-income populations.
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