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ABSTRACT 

 

There is a radical transformation from the manual to the computerized technology undergone by today‟s 

financial and banking environment. The said technology has broadened its horizon by providing more value-

added services which is conversant and able to adapt with the latest Information and Communication 

Technology (ICT). When discussing about the ICT development in the banking phenomena in Malaysia 

nowadays, it is inevitable to look in the implementation of Electric Commerce (e-commerce). Under the broad 

definition of e-commerce, Mobile Banking (MB) has emerged. A number of banks in Malaysia have offered 

mobile banking and to name a few are Al Rajhi Banking & Investment Corporation (Malaysia) Berhad, 

AmBank (M) Berhad, Bank Islam Malaysia Berhad, Bank Simpanan Nasional, CIMB Bank Berhad and 

Citibank Berhad. However, despite of the said radical transformation and evolution in mobile banking, Malaysia 

has yet to implement MB in providing Islamic Microfinance (IMF) facilities which covers the area of loan 

disbursement and repayments. As such, the aim of this paper is to identify and analyze the issue in mobile 

banking implementation by the Islamic Microfinance Institutions (IMFIs) in serving their clients.   

 

Key words: Information and Communication Technology (ICT), Mobile banking (MB), Microfinance (MF), 

Microfinance Institutions (MFIs), Islamic Microfinance (IMF) Islamic Microfinance Institutions 
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Introduction 

 

Today‟s financial and banking environment has undergone a radical transformation from the manual to the 

computerized technology. Before the era of computerization, the banking operation was being done manually 

hence resulting slowdown in settlement of transactions. The manual posting of transactions from one ledger to 

another created errors along the accounting process which led to the creation of suspense accounts in order to 

balance up the trial balance (Nwankwo & Eze, 2013).  

Hence, the emergence of modern accounting system witnesses the changes from manual to computerization 

system in all aspects of accounting system which include the preparation of financial statements, payments and 

disbursements namely in the government sectors, corporate, non-profit organizations, banking and financial 

institutions. From computerization of the accounting system at the very micro level happening in the individual 

aforementioned sectors, hence now the technology has moved into a more advanced level. The said technology 

has broadened its horizon from just preparation of Financial Statements and other related accounting statements 

namely cash-flow statement. Furthermore in the banking sector nowadays, interestingly mobile banking (MB) is 

an instrument for the banks in retaining their existing and technology-savvy customer base, by offering value-

added and innovative services. Once a customer satisfies with the application, it would just be a word of mouth 

in attracting new customers from corresponding sections of the society (Tiwari & Buse, 2007). 

Logically speaking, (MB) is even more crucial and needed by the Microfinance (MF) fraternity as the later 

holds the characteristics of staying in the suburban and remote areas. MFIs across the globe would be able to 

combat the key challenges of reaching out the vast majority poor clients by using the MB as it is a cost effective 

service delivery mechanism. In search of various alternative service delivery channels to overcome the 

challenges namely reducing costs, facilitating greater outreach to remote areas and increasing customers‟ 

convenience, MB is indeed be seen as a great innovation. It is an innovation which could be exploited by the 

Microfinance Institutions (MFIs) in achieving the economy of scale and sustainability in their operations 

(USAID-TIJARA, 2011).  

Apart from the innovative speaking, the discussion of the MF per se should be taken into serious 

consideration as it is aimed to solve the problem of poverty in the developing countries. Efforts has been made 

in Muslim countries to implement Islamic Microfinance (IMF) as it has been proved to be a powerful tool to 

fight poverty if these institutions are managed in the right way, that is in accordance with syariah (Islamic law). 
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Islamic finance scholars have also emphasized that the financing by Islamic financial institutions will facilitate 

towards the achievement of the Islamic socio-economic objectives which include social justice, economic 

growth, efficiency and stability (Norma and Dzuljastri, 2011). Moreover it is now becoming so crucial to imply 

the IMF due to the fact that there is a failure in the implementation of the conventional MF structure in all over 

the world. For example the MF industry in Andhra Pradesh (AP), India had collapsed in the late 2010 and 

witnessing a lot of suicides in the rural areas involving MF borrowers. AP was a prominent for MF industry in 

India as it had been populated by approximately 20% of India‟s 32 million MF clients during that time (Larson, 

2012). It had failed after a biggest clampdown due to the exorbitant interest rates which has been enforced to the 

clients in obtaining the loans. By looking at this scenario, hence it has been proved that IMF has traits in 

providing a parallel support to the poorest of the poor as it leaves no room for structural devastation. The 

aforementioned devastation can be overcome as IMF emphasizes on ethical, moral & social factors to promote 

equality and fairness for the good of the society (3rd Global Islamic Microfinance Forum, 2013). 

According to Shaya‟a (2010), this is more so in fulfilling the management strategy of current Islamic 

institutions, particularly Islamic banks, in the light of their move towards Maqasid al-Syariah, „the spirit of the 

Islamic Syariah‟. He also added that the management of Islamic financial institutions such as Islamic banks and 

Islamic insurance companies should look beyond the target of solely achieving profit. Although profit is a very 

important element in fulfilling going concern, it should not be the main objective of the institution as it just acts 

like oxygen to the human‟s body, which is essential to stay alive. The main impetus of having IMF is in 

accordance with what that has been highlighted by Muhammad Umer (2009) where  Islam is a religion holding 

the ultimate vision of giving blessing to all mankind. It also holds the objective of promoting the falah (well-

being) which is not confining to the individual but also to the society at large. Falah can be realised by the 

enrichment of 5 elements of Maqasid al-Shariah,  the goals and objectives of Islamic law. The said 5 elements 

are the human self, faith, intellect, prosperity and wealth. By observing through the said elements, Maqasid al-

Shari‟ah is actually closely related to the objective of IMF where education and poverty salvation are highly 

emphasised.  

To date, there is no implementation of MB in the MF in Malaysia particularly among IMF. It has been 

emphasized earlier that the implementation of IMF has been proved to be a powerful tool to fight poverty if it is 

being managed in accordance with the syariah. However, the said implementation must be supported and move 

hand in hand with the appropriate front-end functionalities and back-end integration specifically in the area of 

capturing the transactions involving payments and disbursement in the IMF system. Hence, from the experience 

of implementation of MB in other countries such as Iraq, Romania, Georgia, Ukraine, Turkey, Russian 

Federation, Kazakhstan, Kyrgyz Republic, Kenya, Bangladesh, Philippine and not forgetting the effort by 

Amanah Ikhtiar Malaysia (AIM) in Malaysia, are now timely and urgently required in integrating MB to the 

IMFs‟ system. It is seen that MB may assists tremendously in streamlining the operations in achieving the 

objective of the IMF.  

As such, the aim of this study is to identify and analyze the issue in implementing the adaptation of the MB 

among the IMF business environment in Malaysia. The checklist will be developed by benchmarking the 

practices and efforts that has been made by the selected developed countries in Europe and developing countries 

in the Asia region inclusive Malaysia. This paper is divided into three sections which are structured as follows: 

Section 2 covers the Literature Review, Section 3 covers the identification of the issues and accompanying 

benefits in implementing MB and finally Section 4 covers the concluding remark. 

 

Literature Review: 

 

This section is aimed to scrutinize the definition of MB in order to ensure the right and appropriate term is 

being utilized in order to suit the current practices of IMF business community in Malaysia. The purpose of 

MFI‟s establishment and its‟ development around the world in the developed and developing countries are also 

being highlighted as the paper is aimed to integrate MB implementation with the said institutions. The current 

practices and the development of IMF have also come into light.  

 

Definition of Mobile Banking: 

 

The definitions of MB has been differently done by different authors in explaining its‟ function in relation 

to accounting and financial transactions. On the origin of MB, it is appropriate to use the definition made by M 

Turban & King (2003) where Electronic Commerce (EC, e-commerce) has been defined as the process of 

buying, selling or exchanging products, services and information via computer networks, including the internet. 

EC can be classified according to the nature of transaction or the relationship among participants. Mobile 

Commerce or m-commerce is a type of EC, which falls under the aforementioned classification where the e-

commerce transactions and activities are conducted in a wireless environment. Two major characteristics of m-

commerce that differentiate it from other forms of e-commerce are Mobility and Broad reach. Mobility implies 
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portability in the sense that users carry a cell phone or other mobile device everywhere they go. Hence, users 

can initiate a real-time contact with commercial and other systems from wherever they happen to be. Broad 

reach indicates that users can be reached at any time instantly when they carry an open mobile device. 

The MB per se has been defined by The Federal Reserve of US (2012) as using a mobile phone in allowing 

consumers to obtain financial account information and conduct transactions with their financial institution. 

Mobile phones have become ubiquitous and a standard aspect of daily life for many American consumers in the 

last decade. Hence, ongoing innovations in mobile finance show some potential to change the way consumers 

conduct financial transactions by offering consumers new services. However despite of the new services 

offered, many people still remain skeptical of the benefit of mobile financial services in respect of the security 

level provided along with such services. 

Alternatively Tiara, Bused & Herstatt (2006) have mentioned about Mobile commerce in gaining increasing 

acceptance as the need for mobility is a primary driving force behind MB, mobile entertainment and mobile 

marketing. In short, mobile commerce is supported by an ever increasing convergence of computers and mobile 

telecommunication devices. MB is an application to make it possible to complete bank related transactions, e.g. 

checking account status, transferring money and selling stocks, via mobile devices, independent of the current 

user location.  

From the three definitions, it can be concluded MB is a service provided to the clients in carrying out 

financial transactions using the mobile phone. Though some are still skeptical on the security level tagged to the 

service, but MB is an innovation that is proved convenient and flexible to the users. 

 

Current Practices of Mobile Banking Among the MFIs: 

 

The current practices of MB among the MFIs have been looked into the initiatives in several parts of 

countries around the world which has been divided into developed and developing countries. 

USA is an example of a developed country that has established United States Agency – International 

Development (USAID) and has implemented USAID-Tijara, Provincial Economic Growth Program. According 

to the Report on MB Pilot Initiative for Microfinance Services Delivery in Iraq (2011), MF in Iraq has witnessed 

a distinctive progress since its commencement in 2003 with initial supported by the donors and government 

patronage. There are 12 MFIs being operated in the country which are now mainly supported by USAID-Tijara, 

in the move towards facilitating the financial service-credit supports via financing clients several business 

activities. In-spite of the challenges faced, by the end of 2010 the MFIs had managed to disburse 257,209 loans 

cummulatively amounting to $592.7M and leaving $106.4M to facilitate 75,162 micro, small and medium 

entreprenuers. As program coverage has been done sucessfully, the MF sectors need to increase its growth by 

improving the current operations in reaching the un-reached potential clients in Iraq. It has been seen that the 

key success features of the planned growth can be fulfilled by adopting MB, coupled with the regular flows of 

fund especially for lending. As such, MobiCash has been formally launched in 2010 as a MB platform in Iraq. 

Whereas efforts has also been done by the United Kingdom‟s (UK) government where 7 developing 

countries has been chosen namely Romania, Georgia, Ukraine, Turkey, Russian Federation, Kazakhstan and 

Kyrgyz Republic for the EBRD Mobile Money Country Report (EBRD-MMCR). The aim of the study is to 

search the investment possibility opportunities and proposed business model on which type of mobile money 

applications that should be undertaken by each of the shortlisted countries (Parikh, Rindler, Konstantinov, 

Monterde and Bruck, 2013).  

 

*    Romania: 

 

MF in Romania has been well known by the rural areas particularly among the agricultural clients. The 

unbanked population is 11.5M which representing 77% of the total population. Patria Credit and Good.Bee are 

two MFIs that provide micro and agricultural loans to the Small Medium Enterprises (SMEs) and farmers. The 

mode of payment for the MF loans is using distributed bar-coded cards with the function of making loan 

payments and purchase goods at Point of Sale (POS) terminals which are available at retailers and kiosks. The 

competency of the sales channels improved by using MB as it offers lucrative opportunities upon synergy with 

the Telcos and banks in increasing customer quantity, credit and deposit volume and transactional fee income 

(Parikh et al, 2013). 

 

*   Georgia: 

 

Economist Intelligence Unit (2012) indicates that the funding for small MF organisations (MFOs) has 

becoming an issue due to a volatile macroeconomic environment and fierce competition with banks. However 

macroeconomic in Georgia is conducive for organic growth based on its‟ competent legislation and good 

demand within the micro lending segment. According to Microfinance Focus Europe (2013), the European Bank 
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for Reconstruction and Development (EBRD) has invested €1.8 billion in Georgia as its‟ participation on 

providing loan to Smart Supermarkets, registeration of the Enguri hydro-power plant to trade carbon credits, the 

Georgian Agriculture Financing Facility and the Black Sea Transmission Line. Parikh et al (2013) states that 

mobile communication systems has became a priority means of communication as the fixed line has remained 

outdated in most parts of the country. 

 

*   Ukraine:   

 

Newman (2013) reported that EBRD together with Raiffeisen Bank Aval, a subsidiary of Austria‟s 

Raiffeisen Bank International, have issued loans to Ukrainian farmers in acquiring farming equipment from a 

third partner in the project John Deere, being the provider of US-based agricultural machinery. There is a 

reduction in overall efficiency of agricultural production due to the obscelesent of agricultural equipment in 

Ukraine. Ukrainian telecommunication market is experiencing an active development and high volume of 

investment has been done in telecommunication (Parikh et al, 2013). 

 

*   Turkey: 

 

Maya Micro Enterprise (Maya) and Turkish Grameen Microcredit Programme (TGMP) are the two 

dominant MFIs that have privileged status in Turkey. In 2011 TGMP revealed strong growth and has been 

overleveraged and Maya has undergone reorganization through a change in legal status as it will become a profit 

organization arm for a non-profit foundation (Economist Intelligence Unit, 2012). Parikh et al (2013) revealed 

that leading banks in Turkey has started introducing MB as it is a medium which receiving highly demand by 

the growing young professionals and SMEs. 

 

*    Russian Federation: 

 

MF and MB for micro-and small businesses in the remote regions of Voronezh Oblast in Russia has been 

provided by the Voronezh Oblast State Fund for Small Business Support („the Fund‟) in cooperation with a 

multitude of partners. The Fund was established in 1998 and has three regional branches and 17 partner 

affiliated organizations. It acts as a coordinating centre for the provision of microfinance services in remote 

areas with access to commercial capital and additional financial services. The MB project is looked as an 

innovative financial service instruments to serve underprivileged businesses, particularly in remote areas where 

physical banking infrastructure is not seem to be in place (Kutuzova, 2010). 

 

*    Kazakhstan: 

 

Kazakhstan has witnessed a remarkable growth in microcredit as 50,600 people had obtained microcredit 

loans in 2004, a 57 percent increased compared to the number of recipients of 32,300 people in 2003. 

Microcredit has been receiving greater awareness as the demand for microcredit in 2005 shows an increase to 

approximately 68,000 active MF clients in Kazakhstan. The supported of the  microcredit has been provided by 

the government, several aid agencies inclusive of USAID and UNDP and also some local and international 

nongovernmental organizations (NGOs). Of late, MFIs are seeking funding by approaching Frontiers (a leading 

wholesaler on the MF market), international MFI lenders, and the government-owned Entrepreneurship 

Development Fund, Kazakhstan (EDF) in the move towards greater commercialization of microcredit and to 

further strengthened the growth of the MFIs (MIFA, 2009). On the MB aspect, Parikh et al (2013) viewed that 

Kazakhstan is a developed country in political  and economical perspective as compared to other countries in the 

region. In tandem with the situation, the Government and Central Bank Kazakhstan are interested in the 

development of consumers‟ innovative product.  

 

*    Kyrgyz Republic: 

 

Kyrgyz Republic anticipated growth in the MF business environment. As at 30th April 2012, there were 

355 microcredit companies (MCCs), 102 microcredit agencies (MCAs), four MF companies (MFCs) and 190 

credit unions providing microcredit.  Deposits are only permited to be collected by MFCs and up to date only 

one MFCs in the country has started accepting deposits. As the MF expanded, the challenge of supervision 

arises as the sector is growing in number and size of institutions. The National Bank of the Kyrgyz Republic 

(NBKR, the central bank) reveals that the country‟s MF sector is already overheated hence resulting growth in 

excessive indebtedness. The level of interest rates and client protection has been debated by politicions and 

recomendation enforcing a cap on interest rates has been introduced. Based on the said enforcement, NBKR has 

suspended 94 small MFIs on the offence of charging excessive interest rates. The transformation of the existing 
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non-profit credit bureau into a commercial venture is to be in line with the best practices together with the 

inclusion of new product developments and upgraded technology for MB. 

In other developing countries, Kenya has been a good example of MB implementation involving the un-

banked individuals among the MF‟s society which has been highlighted by Penicaud (2012). Musoni, an 

established MFI in Kenya has the vision of mobilizing the MF society in the near future. It upholds the objective 

of substantially improving the quality and availability of financial services to the low income, unbanked and 

underbanked individuals in the developing world. This can be achieved through the establishment and support 

of the best-practice MFIs with an emphasis on efficiency, transparency and client focus. Hence, mobile money 

is indeed a cheap and convenient channel that can be used for loan disbursement and repayment. Apart from the 

said advantages, it also reduces the risk of fraud as MFI officers often travel with cash from the place they 

collect it to the MFI branch office. Musoni BV is a social enterprise that establishes best-practice MFIs and uses 

technology to lower costs, reduce risk and improve efficiency. It became the first cashless MFI in the world 

back in 2009, using mobile payments for all transactions. From the year of its establishment, Musoni has 

disbursed over 10,000 loans to Kenyan micro entrepreneurs. Consecutively, in the year 2011 Musoni has lent 

more than $2m and won the award for „most innovative use of technology‟ at the 2011 Global Microfinance 

Achievement Awards. Musoni BV aimed to expand its operations into other countries, in continuing the 

development of its innovative IT platform and to also make its functionalities and services available to third 

parties. MF has grown to an industry of an estimated 10,000 MFIs with €35 billion of outstanding loans for the 

purpose of expanding access to financial services, normally is limited in outreach, expensive, inefficient and 

bureaucratic. Many MFIs are still relying upon outdated and time-consuming processes (such as manually 

entering repayment slips) and almost all struggling to manage and develop their IT systems. Consequently 

resulting in poor products and services for clients, time consuming spend travelling and queuing (both an 

inconvenience and a security risk), servicing loans that are expensive and non-transparent. 

Bangladesh seems to be providing a conducive environment for MB as almost half of the country's 160 

million population uses mobile phones but very few of them have bank accounts. There were lot of talks in the 

past few years on how the big population could be brought under the banking services via their mobile handsets. 

The GSM Association (GSMA) predicts that by 2012, nearly 300 million of the previously "unbanked" will be 

using mobile banking. The GSMA is an association of mobile operators and related companies devoted to 

support the standardisation, deployment and promotion of the GSM mobile telephone system. This is in 

accordance with the move of Bangladesh Bank to help bringing a vast number of unbanked people, 

underprivileged and rural folks  into the banking services through the mobile network operators (MNOs) 

(Bangladesh: Mobile Banking Takes Shape, 2011).  

Looking at the scenario of MB in the developing country like Philippine, it has been discovered that the 

rural banking goes mobile with GCASH, a Globe service that turns cell phone into an electronic 

wallet. According to Globe Telecom (2005) most Filipinos have bank accounts and fewer have credit cards but 

interestingly most would have a mobile phone. MB is highly required as rural areas have few bank branches and 

many people would have to travel far to do a simple financial transaction. G-Cash is an easy-to use and 

convenient wireless funds transfer, cash withdrawal and payments through the most accessible and widely 

deployed distribution network and channels with the security features in the application where it applies Anti-

Money Laundering Features (AMLA). 

On the MB aspect in Malaysia, Oak (2013) commented that Malaysia is at the confluence of multiple 

markets, as it is seen as the “Turkey of the East”.  She also added that Malaysia is one of the few countries in 

which there is a balanced mix of mobile money initiatives, suited to the personality of the country. Malaysia has 

been remarked as a Marketer‟s dream as it holds some combined characteristics such as having the 

sophistication of Singapore, market size of Indonesia and regulatory modernity of Europe. Due to the 

aforementioned characteristics, Malaysia fills the role for Asia Pacific just as Turkey, being the choice of 

European pilot market. Respectively, efforts have been done by AIM in looking at the implementation of MB 

for IMF in Malaysia. Abd Ghani (2013) remarks that AIM has created MB service namely `M-Ringgit‟ with the 

distinctive technology‟s characteristics such as widely mobile phone outreach, nationwide coverage, enhanced 

mobile phone services, falling cost of technology, ability to offer banking services at very low cost and user 

friendly. From the application of `M-Ringgit‟, AIM  will be seen to reap the benefit of having efficiency and 

less administration cost, reduction of cash transaction which resulting to reduction of risk and fraud, has the 

potential to reduce the meeting frequency and hence resulting more time in focusing to the clients for 

introducing new product. Apart from AIM‟s point of view, the clients will also experience the new mode of loan 

disbursement and repayments which offers flexibility, faster meeting, more time for other activities eg. business, 

technology savvy, accessibility to more banking services and convenience as it is using the mobile phone. 

 

 

 

 

http://ibankingondemand.com/2011/10/03/BangladeshMobileBankingTakesShape.aspx
http://ibankingondemand.com/2011/10/03/BangladeshMobileBankingTakesShape.aspx
http://www.mobilephonebanking.rbap.org/article/articleview/54/1/19/
http://www.mobilephonebanking.rbap.org/article/articleview/54/1/19/
http://www.mobilephonebanking.rbap.org/article/articleview/54/1/19/
http://www.mobilephonebanking.rbap.org/article/articleview/54/1/19/
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Islamic Microfinance: 

  

Microcredit and MF are the two elements of credit that has always been associated with poverty eradication 

which has became one of the most important concerns in developing countries. Findings from the study of Gow 

(2001) had defined Microcredit as a system of providing credit to  those people who cannot borrow money from 

the usual formal sources of credit because they are too poor and have no collateral. Whereas MF include both a 

saving and credit component and it may be introduced by NGOs, Governments or local community groups or 

finance businesses.  The World Bank has also remarked that education is the best way in helping people to move 

out from poverty. Professor Yunus of the Grameen Bank (GB) has also emphasised that poverty alleviation can 

occur through implementation of microfinance where small loans of money been provided to very poor women 

who wish to commence a small business.  

Though MF has emerged as an important tool in assisting “Unbankable” members of society at large 

number, time has proved that conventional MF is not fully reaching the poorest of the poor. During the latest 

research on MF sector, it has been found that Islamic financial system is the best solution for poverty alleviation 

and social sustainability. It is not only limited in providing opportunity to utilize a sustainable system but also 

offering good rate of return and ideal performance compare to conventional MF system. IMF is a sub-set of 

Islamic Economic & Financial System and there is an increased demand for Shariah compliance financial 

products and services with the rapid progress of Islamic finance industry. The market studies further discovered 

that conventional MF system could not reach the potential expectation due to the few deficiencies in the system. 

As such, there is an urgency to develop substitute financial products for MFIs (3rd Global Islamic MF Forum, 

2013). 

The essence of IMF can be explained by having a solid undertanding of the five aforementioned elements 

of the  Maqasid al-Shariah  as mentioned by Muhammad Umer (2009). IMF can be implemented successfully as 

it holds the element of cooperation among IMF‟s community without the intention of oppressing each other 

such as enforcing exorbitant rates to the IMF‟s clients. This can be further explained with the reference to the 

article written by Kamali (2008) where  Maqasid al-Shariah  is an evidently important as the implementation of 

Shariah will benefit the individual and community as a whole. It is indeed the law that designed to protect these 

benefits and facilitate improvement and perfection to the conditions of human life on earth. It initiates with 

promoting falah to the individual by having a complete faith to ALLAH SWT and finally to the community as a 

whole. The importance of Al- Qur‟an as the source of Shariah is expressive when it singles out the most 

important purpose of the Prophethood of Muhammad (peace be on him) in such terms as: “We have not sent you 

but a mercy to the world” (21: 107). The distinctive characteristic of Al-Qur‟an itself is that, it is “a healing to 

the (spiritual) ailment of the hearts, guidance and mercy for the believers (and mankind)” (10: 57). The two 

aforementioned verses highlighted the uppermost objectives of compassion (rahmah) and guidance (huda) 

which are then substantiated by other provisions in the Al-Qur‟an and the Sunnah, that seek to establish justice, 

eliminate prejudice, and alleviate hardship and also to promote cooperation and mutual support within the 

family and the society at large. This is very much related and in line with the objective of IMF. Furthermore in 

Islam, Justice itself is actually a manifestation of God‟s mercy which is parallel to the objective of the Shariah. 

Compassion (rahmah) potrays the realisation of benefit (maslahah) which are generally considered to be with 

all-pervasive value and objective of the Shariah. These aforementioned elements are not available in the 

conventional MF which contribute to its failure. 

Islamic financing has been further emphasized by Abdul Rahman (2007) in aiming to assess the potentials 

of Islamic financing schemes for micro financing purposes. Islamic finance has an important role for furthering 

socio-economic development of the poor and small (micro) entrepreneurs without charging interest (riba’). 

Furthermore Islamic financing schemes have moral and ethical attributes that can effectively motivate micro 

entrepreneurs to thrive. He also argues that there is a nexus between Islamic banking and MF as many elements 

of MF could be considered consistent with the broader goals of Islamic banking. According to Senthe (2012), in 

order to bear the administrative and operational costs, many conventional  MFIs charge interest to MF loans. 

Hence, in order to avoid riba‟, IMFs should apply MB in enabling them to defray overhead cost as the 

operational cost is reduced. 

The concept of poverty is further discussed by Murtada, Mubarak, Abul Bashar & Chamburi (2011). 

Poverty has been seen as the central problem to sustainable human development while Islamic microfinance has 

been recognized as the best-fit alternative to conventional Microcredit which promises the same benefits based 

on Shariah. As Islam is the way of life which covers complete code of life, the religion covers poverty reduction 

as one of the premier agendas. This is so as Islam considers that poverty induces other indecent acts; therefore, 

poverty should be treated with much care. The Shariah also encourages savings and investment rather than 

excessive consumer debt. Rising cost is one of the most significant obstacles facing IMFIs, where the needs for 

implementation and follow-up to the field are greater than in conventional finance. Other than that, poor 

awareness of systems and methods of Islamic finance among the target audience and the execution of Islamic 
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finance by certain authorities without having adequate knowledge in it, leading to wrong practices and loss of 

public confidence in Islamic finance.  

It is approximately 3 billion people around the world who are living below the poverty line. From the said 

total, about 44% of conventional MF clients stay in Muslim countries. As such, there is an urgency to start IMF 

in Muslim majority countries as it provides the best solution for social sustainability, poverty alleviation, ideal 

performance and good rate of return compared to conventional MF system society. At the moment there are 

approximately 300 IMF in 32 muslim majority countries globally (3rd Global Islamic Microfinance Forum, 

2013). According to Akhmad Affandi and Dewi Puji Astuti, (2013) the economic situation of countries with the 

majority populated by  Muslims is recorded to be more serious  as compared to Western countries (non-

Muslims). In 2010 the poverty rate in Muslim and non-Muslim countries like Malaysia is 7.41 percent where 

Pakistan 34.99 percent compared to Singapore which was only 2.9 percent. This fact shows that poverty level is 

still relatively high in Muslim countries although India as a non-Muslim country is 28.60 percent poverty rate.  

 

Identification of the Issues and Accompanying Benefits in Implementing Mobile Banking: 

 

Under this section, the issues among the MF communities and the accommodating benefits of the MB‟s 

adaptation in combating the said issues have been highlighted.  

 

Issues among the IMFs communities: 

 

*   Characteristics of IMF’s clients: 

 

It is very important to note that the IMF‟s clients are not homogenous populace as they are culturally, 

socially and economically different. Generally they live in a pure cash based economy where the cash is under 

their control and they can only afford to purchase petite amounts regularly. Due to the aforementioned 

characteristics, IMFs are always been hampered with the issue of maintaining small amount but high volume of 

transactions. Conveying financial services to individuals are very costly and charging interest to the clients is 

contradicting with the IMF‟s principle. The need for MB is to reduce the operation cost incurred on manual 

collection in several geographic areas by the loan officers (Senthe, 2012). 

 

*   MF’s clients staying in the remote areas: 

 

Recently the innovation of MB by IMFs in many countries has becoming very crucial as it is a means to 

connect clients staying in remote areas. MB is an innovation that converge the financial services with the 

cellular service providers and the said convergence works as an ideal solution for MF. There are approximately 

1 billion populations across Asia, Africa and Latin America who each owns a hand-phone but do not has a bank 

account of which will make the environment ready for the usage of MB (USAID-TIJARA, 2011).    

 

*    Insufficient Infrastructure: 

 

Remote areas are always been associated with insufficient infrastructure. Roads leading to the said areas are 

hardly maintained and are usually in bad condition. Thus, this will lead to the inefficient postal services where 

information moves slowly and interrupted. MB will bypass the problem of insufficient infrastructure as it 

permits faster movement of information without any market obstacles (USAID-TIJARA, 2011).    

 

*   Costly To Maintain Notes: 

 

Notes are costly to maintain as it need to be printed, inspected, transported, stored and guarded. It requires 

transportation to move it from one place to another. Apart from the transportation cost, further cost would be 

incurred in storing and safeguarding the notes. With the aforementioned cost in maintaining the notes, MB has 

been seen as a solution to reduce the cost in handling and maintaining the notes (Cole, 2011). Further cost was 

incurred where loan officers from the IMFs in certain countries have been safeguarded by the security personnel 

in order to protect the officers in handling cash collection from a number of meetings per day (Senthe, 2012). 

 

*    Counterfeiting Problem in Using Cash: 

 

As long as paper currencies existed, the probability of counterfeiting is always been the major issues and 

create problems to the community. It is very worrying that criminals would prefer cash as it does not leave any 

paper trail and this will ease the business of social problems, drug dealers and other related criminals (Cole, 

2011). A study by Nwankwo & Eze (2013) shows that the Central Bank of Nigeria (CBN) has adopted a new 
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policy on cashless system of payment in promoting growth of the Nigerian economy, as it has been seen to act 

as a tool in reducing robbery, high cost of processing cash, revenue leakages, inefficient treasury management 

and promoting economic development through financial intermediation. 

 

*    Cash Transactions are Anonymous: 

 

Apart from criminal issues, cash transactions are anonymous as they cannot be traced through the banking 

system. As stated by Cash Count (2006), it is also very difficult to identify how frequent the cash payments are 

being executed as it were done by cash. Cashless society would enable governments to have more control of the 

economy as all transactions can be tracked virtually. This will enhance the ability to monitor closely the tax 

compliance as tax has become the main revenue to a country. Verification of transactions can be easily done and 

accessed as all information is available through the internet. 

  

*    Stabilization of inflation in the cashless limit economy : 

 

According to Woodfort (1997), Central Banks are generally accepting that money aggregates is no more a 

targets or indicator for monetary policy. This is owing to the relationship of instability of money demand in 

economic with well developed financial markets. Theoretically inflation in cashless limit can also be completely 

stabilized by adjusting the policy parameter in tracking variation to the natural rate of interest which is mainly 

determined by the supply and demand of goods. Under this move, instability of money demand will has a 

minimal effect upon equilibrium inflation where monitoring by the central bank is no more required. 

 

Benefits of Implementing MB : 

 

MB provides the environment of cashless society as it offers flexibility and convenient way of banking. The 

integration of MB in the MF‟s banking operation specifically in the loan disbursement and collection process is 

enhanced, by removing the issues of cash handling and security risk (Senthe, 2012). In Malaysia for instant, 

instead of limiting the usage of `Touch n Go‟ card on paying the toll, cardholders are able to use it as payment 

for parking in some designated parking areas. Big banks and credit card companies are being viewed as the great 

proponents to cashless society as the banks will not gain anything when cash is used (Cash Count, 2006).   

The rapid advances in mobile technology are creating major opportunities for banks in building better and 

more loyal relationships with their customers. The quality of service should be enhanced in the ability of 

seeking to answer customers‟ needs at the right point in time, as this will help to drive the inflow of additional 

revenue. Mobile technologies are indeed raising customers‟ expectations as it has a significant unique 

characteristic of providing ubiquitous service in connecting clients staying in the remote areas. A mobile 

program which is done quickly and haphazardly could easily incline to a poor customer experience and 

reputational damage. Hence MB is certainly worth chasing if it is being done properly, strategically and 

positively as it will result in richer engagements with customers and potential revenue generation (Thinking the 

Future Banking for Developing Countries, 2012). 

 

Concluding Remarks: 

  

Up to date, Malaysia has yet to implement MB in providing IMF which covers the area of loan 

disbursement and repayments. From the previous literature it could be seen that MB has been proved effective 

as it assists tremendously in streamlining the banking operations in achieving the IMF‟s objective. The 

implementation of MB is part of the ICT development in the banking phenomena in Malaysia where financial 

transaction has been implemented without the involvement of the physical cash.  

Due to the aforementioned benefits, the Telecommunication companies are expected to come out with the 

system to make it possible to incorporate the mobile phone application to the MF system. To date however, such 

mechanism does not seem to be in place in Malaysia. Due to unavailability of the implementation on MB in the 

MF‟s community in Malaysia, a rigorous study on what has been done by the developed countries such as USA, 

for the MB implementation among MF in Iraq and also in UK, for the European‟s developing countries namely 

Romania, Georgia, Ukraine, Turkey, Russian Federation, Kazakhstan and Kyrgyz Republic should be taken into 

serious consideration. Furthermore the adaptation of MB in other developing countries such as Kenya, 

Bangladesh, Philippine and not forgetting the effort by AIM‟s  M-Ringgit in Malaysia are now timely and 

urgently required in integrating MB to the IMFs‟ system. A case study on AIM‟s  M-Ringgit will be done on  

qualitative basis as it is aimed to get the direct and emotional findings from the AIM‟s officers, the loan 

recipients and the telecommunication company on the implementation of the said application. The study also 

covers the accounting perspective where it involves the loan disbursement and repayment among the IMF. 
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IMF which is shariah compliance has been proved to be the best solution for poverty alleviation and social 

sustainability as it holds the characteristic of providing opportunity to utilize a sustainable system via offering 

good rate of return and ideal performance compared to conventional MF system. As the necessity of reducing 

the operation cost is highly required in the IMF and also witnessing the problem encountered in using cash, MB 

has been a solution to achieve the target. The encouraging effort that has been made by AIM, in planning to 

implement M-Ringgit among the IMF‟s community should become a good example and must be followed by 

other IMFs in Malaysia. A proper and strategized MB program will consequently resulting in high engagement 

with the MF‟s clients that generally stay in the remote areas. As such, MB has brought benefit to the MF 

community in reducing cost of operation and improving quality of service and consequently creating a win-win 

situation to the IMFIs, telecommunication companies and the clients as a whole.  
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