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Abstract

Microcredit scheme was established to provide small loan to assist poor people to generate income through
self-employment activities. This loan enables the poor people to either start a small business venture or to
expand their existing small business activities. This business ventures are intended to help them to achieve
economic independence. There was clear evidence in the literatures that microcredit delivers positive
impact in uplifting the socio-economic status of the micro-entrepreneur. However, there were also some
studies that indicated that microcredit worsened the economic well-being of the poor or in some cases
microcredit did not reach the intended target that is the poor. This paper is intended to review the
effectiveness of the microcredit scheme in Malaysia based on existing literatures on the impact of
microcredit on its recipients. In doing so, we identified 21 related studies to be examined. The analysis
focuses on the economic and social impact of microcredit. We discovered that the social impact of
microcredit is relatively less studied than the economic impact. The economic impact of microcredit was
discovered to have a positive relation with income, asset, saving, consumption expenditure, employment
and economic vulnerability. On the other hand, our review found that the social impact of microcredit has
a direct relationship with quality of life, individual welfare, social welfare, empowerment and religious
practices of the beneficiaries. Overall, the evidence showed that microcredit has positive impact on the
beneficiaries which, to a large extent, includes the poorest.
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1. Introduction

The concept of microcredit involves the process of making available small loans to the poor to allow
them to engage in micro-entrepreneurship. Even though this concept has its roots centuries ago, but only in
1970’s did the term microcredit emerged and is now used extensively. Microcredit programme in Malaysia
began as an active study called Ikhtiar Project in an extreme poverty area in Northwest Selangor between
January 1986 to June 1988. The result from this project was considered successful with 70% of participants
successfully increasing their income. Overall, the average monthly income increment was RM119. Women
participants were able to generate greater increment in income of RM136 monthly compared to RM65
monthly by men. In addition, the women’s participants also recorded 90% repayment rate. In view of this
success, the Ikhtiar Project was declared as a successful programme in alleviating poverty among the rural
poor through micro-entrepreneurship. In 1987, the project was institutionalized as Amanah Ikhtiar Malaysia
(AIM). Since then, microcredit has become one of the important national programmes for poverty
alleviation, particularly among the poor women. Due to the potential of microcredit in the uplifting socio-
economic status of the poor, nowadays, the microcredit scheme is being offered by many agencies in
Malaysia, such as The Economic Fund for National Entrepreneurs Group (TEKUN), Yayasan Usaha Maju
Sabah (YUM), Malaysia’s development financial institutions and commercial banks (Central Bank of
Malaysia, 2019).

2. Problem Statement

The proponents of microcredit have argued that access to microcredit will help stimulate the
economic activity among the borrowers and thereby increase their income. Consequently, this would lead
to the poverty reduction. Broadly, studies on the economic impact of microcredit concentrated on the
expenditure, consumption and assets. Meanwhile, the social impact of microcredit was measured based on
the assess to education, health, nutrition levels, anthropometric and contraceptive use which became
popular in the early 1980s while recently it has been extended into the social-political arena by emphasizing
on empowerment (Hulme, 2000).

A plethora of studies in the microcredit literatures also yielded mixed results and the impacts varied
from one case to another due the differences in economic, culture, environment, and the operation set-up
of the microcredit institutions. Given this state of affairs, assessing the impact of the microcredit program
is relevant and important. Since there is no microcredit impact studies using a systematic review in
Malaysia, this study attempts to figure out the various impacts of microcredit to attain more understanding
on the impact of microcredit to the borrowers and whether it delivers positive or negative impact to the

borrowers.

3. Research Questions

What is the impact of microcredit in Malaysia?
Does microcredit deliver positive or negative impact to the borrowers?
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4. Purpose of the Study

This study aims to systematically examine the impact of microcredit in Malaysia and to assess
whether microcredit delivers positive or negative impact towards its beneficiaries. In doing so, the study
also revealed the various impacts of microcredit and to what extent that the impacts have reached the

targeted group.

5. Research Methods

The systematic review was conducted in line with the PRISMA statement (Preferred Reporting
Items for Systematic Reviews and Meta-Analyses). It comprises four steps namely identification, screening,
eligibility and inclusion (Gillath & Karantzas, 2019) as shown in Figure 1. As part of the identification step,
the study used Scopus as an electronic database to conduct literature searches with the combination of the
following keywords - TITLE-ABS-KEY ((“microcredit” OR “microfinance”) AND (“impact OR effect”)).

)
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Figure 01. PRISMA Flow Diagram : SLR the Economic Impacts of Microcredit in Malaysia

This search generated 1608 articles. The next step is screenFing and determining several eligibility
and inclusion criterion. The study only included article journals focused on the empirical research which

means we excluded review article, book series, conference paper, article in press and short survey. In line
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with the objective of the study, only articles carried out in Malaysia were selected. The remaining articles
were assessed by reading through the abstract and by reading the full articles to identify the impact of
microcredit and whether microcredit has positive, negative or no effects on the lives of the poor. We found
studies which did not focus on the impact assessment, were not done in Malaysia and did not perform
empirical study therefore, all these studies were excluded from our next assessment. In the end, only 21
articles were eligible to be assessed and analysed by performing content analysis to examine themes related
to the impacts of microcredit. The process that was used to search and select the papers can be seen in

Figure 1.

6. Findings

The thematic analysis was used in this study to examine the impact of microcredit on both economic
and social impacts. In this part, we also presented a cross -comparison in the literatures that have studied

the impact of microcredit towards the beneficiaries of microcredits in Malaysia.

6.1. Thematic Analysis - Economic Impact of Microcredit

The theory of microcredit highlights that the reason why the poor are trapped in the cycle of poverty
is because of the lack of access to finance. Thus, it is expected that by assisting the poor people with small
loans would allow them to venture into micro-enterprise, which would increase their income and move
them out from poverty trap and therefore, uplift their socio-economic status. Based on our review, the
available evidence showed that the theory is in line with the case of Malaysia. As shown in Table 01, all
the selected studies showed that participants of microcredit scheme successfully increased their income in
terms of individual, household or business income. However, one study showed that although the individual
income increased, but majority of the persons that responded after accessing the loan replied that the
programme had no effect on the business profit. This occurred because the microcredit recipients who are
among the poor people must undertake side work to supplement their financial need and therefore, the
increased incomes were due to the multiple sources of income. A study by Al-Mamun, Malarvizhi, Wahab,
and Mazumder (2011) showed that 23.72% microcredit recipients have more than one source of income

and in some cases up to five sources of income.

Table 01. Economic Impacts of Microcredit Programme in Malaysia

Column . Consumption | Employment | Economic
. Income Asset Saving . L

Heading expenditure vulnerability
+

Saad & (individual

Duasa income)

(2011) + (income
per capita)

Al-Mamun, + (micro- | +

Adaikalam, enterprise

& assets)

Mazumder

(2012)
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Al-Shamiet | + +
al. (2017) (household | (individual
income per | asset)
capita) +
(household
asset)
Zainudin & | + + +
Kamarudin | (individual
(2015) income),
No effect-
(business
profit)
Al-Mamun, +
Adaikalam, (household
& assets)
Mazumder
(2013)
Selvaraj et | Reduced
al. (2018) the number
of lower
income
group
Hassan & + + +
Ibrahim (individual | (individual
(2015) income) assets)
+ (business | +
profit) (household
assets)
Al-Mamun reduced
etal. (2014)
Al-Shami, | + +
Razali, & (individual (household
Rashid income) expenditure)
(2018)
Al-Mamun | + (business
(2016) profit)
Alam, + + (personal | +, low
Hassan, & (household | assets sig
Said (2015) | income) +
(household
assets)
+
(productive
assets- low
sig)
Al-Mamun | + +
(2014) (household | (productive
income) asset)
Al-Shami et +
al. (2014) (individual
asset)
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Al-Mamun | + +
etal. (2011) | (household | (household

income) assets)
Chan & + + + + (food and
Ghani (individual | (productive children’s
(2011) income) assets) education)
Al-Mamun, +
Wahab, & (productive
Malarvizhi assets)
(2010)

Furthermore, an increase in income alone does not necessarily mean the economic well-being of the
borrowers has also increased. As argued by Noll and Weick (2015), the standard of living of a person is not
just a matter of income, but important also is to examine the quality and level of their consumption in terms
of goods and services purchased. Unfortunately, studies related to consumption expenditure among
microcredit borrowers are few, and because of this, it is difficult to provide a clear evidence to show that
microcredit recipients enjoyed economic well-being in terms of consumption expenditure. This finding is
line with Meager (2019) whom stated that consumption variables is likely negligible in literatures related
to the microcredit impact assessment. However, we do find that microcredit is effective in increasing asset
among the borrowers since many studies were conducted on the impact of microcredit on asset acquisition.
We found that the microcredit recipients accumulated more asset either productive or non-productive asset
such as transportation, home appliances, jewellery and microenterprise asset (Al-Mamun et al., 2011; Al-
Mamun et al., 2013). Extensive review on economic impact of microcredit found five studies dealing with
savings made by the borrowers and the result indicated that microcredit had positive outcome on saving. In
addition, three studies looked at the impact of microcredit on employment and found positive impact related
to employment. Lastly, there was only one study concentrated on the impact of microcredit on economic
vulnerability and it was found that the economic vulnerability among the borrowers has decreased after

participating in microcredit programme.

6.2. Social Impact of Microcredit

Social impact is related to the non-financial assessment which reflect the effect microcredit has on
human well-being. Empowerment is an emerging concept in assessing social outcome of microcredit. We
identified four studies that were carried out with reference to women empowerment and microcredit as
shown in Table 02. Although the concept of empowerment is still being debated among scholars, our review
showed that the selected studies adopted the notion of women empowerment as the ability to make decision
in terms of expenditure, business operation, family planning and mobility out home. All the studies on
women empowerment showed that microcredit had a positive impact in all indicators adopted to measure
women empowerment. Another social impact which gained attention from the researchers is quality of life
in terms of housing condition, health and children’s education. We found that all these indicators reported
positive impact after the respondents joining the microcredit scheme. Additionally, the social outcome of
individual welfare revealed that the microcredit borrowers had improved confident and their self-esteem
increased. Social welfare is another important social outcome studied by the researchers and the evidence

showed that in all the studies there was positive impact on social engagement such as participating in
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community event and giving opinion to the community. However, other study showed that their knowledge

in business did not increased after participating in microcredit.

Table 02. Social Impacts of Microcredit Programme in Malaysia

Authors Quality of life Individual Social welfare Empowerment | Religious
welfare
Al-Shami et al. + (business)
(2017) + (household
expenditure)
+ (minor
finances-not
sig)
Al-Mamun, + (housing
Wahab, condition)
Hossain, & + (housing
Malarvizhi material)
(2010)
Hassan & + (health)
Ibrahim (2015)
Al-Shami et al. + (household
(2018) expenditure)
+ (mobility)
+ (health
expenditure)
+ (daily
expenditure)
+ (loan order)
Al-Shami, + (health) + (mobility)
Razali, Majid, + (daily
Rozelan, & expenditure)
Rashid (2016) + (major
purchase)
+ (family
planning)
Alam et al. + (health) No effect + (social +
(2015) (Knowledge engagement) (religious
and business practices)
skill)
Al-Shami et al. + (social + (household
(2014) engagement) assets)
+ (household
valuables)

Finally, we found only one study related to the impact of microcredit on religious practices and the

result showed that microcredit positively increased the religious practices among the borrowers. We found

no study measuring the subjective well-being of participants in relating to life satisfaction in terms of

happiness in one’s life. Having this information is important in order to gain deep understanding on the

level of satisfaction felt by the microcredit borrowers on their life, after receiving the loans. Bhuiyan and

Ivlevs (2019) in their study revealed that microcredit borrowers felt more satisfaction with financial security
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and achievement of life after participating in the programme however, microcredit borrowing also increased
their worry and delivered negative impact on overall life satisfaction. As the social impact intended to bring
positive effect on the well-being of individuals and communities, it is important to also emphasize on the

subjective well-being related to the happiness in one’s life as an important social outcome of microcredit.

7. Conclusion

With all 21 studies contained in this review, we found that microcredit scheme in Malaysia generally
has a positive impact on the beneficiaries economically and socially. Our findings also revealed that
microcredit programme in Malaysia are able to reach positive impact to a large extent towards reaching the
hardcore poor (Al-Mamun, Wahab, Hossain, & Malarvizhi, 2010). This result is consistent with a study by
Hussain, Mahmood, and Scott (2018) which shown that that microcredit contributes significantly in
improving socio-economic status of the poorest.

Our review also found that the old microcredit participant enjoys greater socio-economic
improvement than the new participant. This indicates that prolonged involvement in microcredit scheme is
likely to benefit them more. Apart from the significant role microfinance institutions play in improving the
socio-economic status of the poor, it is also important to realize that microfinance institutions should assist
the poor to the extent that they will be able to achieve economic independence. This means that the poor
should not rely on the external financial assistance in such long period and being too dependent on
government incentives to support their life (Al-Mamun et al., 2011)

Based on the systematic review performed, authors have identified income, asset, saving,
consumption expenditure, employment and economic vulnerability as important economic impact of
microcredit. We acknowledge that among the economic impact of microcredit, existing literatures have
given higher concentration on changes in income and the possession of asset. Meanwhile the social impact
of microcredit can be grouped into quality of life, individual welfare, social welfare, empowerment and
religious practices. We also acknowledge that empowerment has gained more attention among researchers
as an important social outcome of microcredit compared to other social indicators. Our assessment on the
overall impact of microcredit attested that small scale loaning has a profound outcome in uplifting socio-
economic status of its beneficiaries, which includes the hardcore poor. Hence, we would suggest the
microfinance institution to increase more fund and expand the outreach of the programs. However, despite
the remarkable success of microcredit in improving social and economic status of the borrowers, more
studies are needed to address the consumption expenditure among the borrowers as it is less studied,

nonetheless it is important to reflect the economic well-being of the borrowers.
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