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ABSTRACT

This study aims to investigate the link between debt-taking, charity-giving and financial
education and their contribution towards achieving financial inclusion. This research is
important since it involves various stakeholders including low-income households, the
government and authoritative bodies, industry players including financial planners, social
institutions and educators, to objectives of this research are to explore the driving forces that
influences the perception of low-income households regarding consecutive debt-taking
behaviour in Indonesia, to explore the driving forces that influence the perception of low-
income households regarding regular charity-giving behaviour in Indonesia, to investigate
the influence of regular charity-giving on consecutive debt-taking behaviour and conversely
the influence of consecutive debt-taking on regular charity-giving behavior, to assess the
effects of financial education on consecutive debt-taking behaviour and regular charity-
giving behavior, to assess the effect of the selection of financial institutions by low-income
households on consecutive debt-taking behaviour and regular charity-giving behaviour in the
extent of financial inclusion and to formulate a financial education strategy taking into
account debt and charity considerations among low-income households in Indonesia which
is significant in overcoming the problem of financial inclusion. Questionnaires were utilised
as tools to gather data primarily from six areas in Indonesia: Aceh, Jabodetabek, Yogyakarta,
East Borneo, Central Sulawesi and Eastern Nusa Tenggara through the purposive sampling
technique. Exactly 1800 questionnaires were distributed. However, only 1780 were used in
the analysis through the cluster sampling technique. The research questions in this study
were answered by using three different statistical methods including logistic regression to
achieve the first and second objectives, the structural equation modelling (SEM) to achieve
third, fourth, and fifth objectives, and the analytic network process (ANP) to achieve sixth
objective. Consecutive debt-taking behaviour is proven to affect financial ratios and lifestyle
satisfaction. Level of education, income, financial education, financial institutions and charity
institutions significantly indirectly affect consecutive debt-taking behaviour. In the context of
regular charity-giving behaviour, those socioeconomic demography factors are indirectly
affecting the behaviour, except income. Meanwhile, consecutive debt-taking influences
regular charity-giving behaviour negatively by performing the behaviour of taking debt
consecutively. Apparently, regular charity-giving affects consecutive debt-taking behaviour
negatively through intention towards regular charity-giving behaviour. This study suggests
that financial education for low-income households in Indonesia should be conducted in
formal education institution by using government funds and collaborating with financial
institutions. Experts, comprising of financial educators, public figures, financial planners,
social finance activists and regulators, choose women as top priority in general to be
educated on financial inclusion. Finally, behaviour on taking debts is perceived to be the
main targeted behaviour in conducting financial education. This study mainly contributes to
financial education, especially for low-income households in managing their money. The
Islamic perspective on regular charity-giving that is expected to overcome households’
financial difficulties is also demonstrated in this study, which is introduced as a shifting
paradigm from a more taking to a more giving behaviour from low-income households. The
models presented in this study are useful for users, especially future researchers, from around
the world who are interested in the same research area.
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CHAPTER ONE

INTRODUCTION

1.1 BACKGROUND OF STUDY

Financial inclusion means that individuals and businesses have access to financial
products and services to meet their needs in manner that is affordable, useful and
delivered in a responsible and sustainable way (World Bank, 2017 — updated).
Financial inclusion agenda is aimed at improving people’s ability to deal with risk,
and enabling them to manage money that can be spent for current and future
consumption. It should also allow them to make financial gain by investing it; and to
give benefit to both the owner and the society (Driver, 2015). It is also a matter of
providing customers who are financially excluded especially the low-income group
with access to formal financial services through affordable, transparent, and regulated
schemes (Bank Indonesia, 2015).

The issue of financial inclusion emerged globally prior to the 2008 global
financial crisis; it has become the main agenda in many countries after the crisis,
especially in non-developed countries. The agenda serves mainly the population at the
bottom of the economic pyramid (BOP) that includes low-income people mostly
staying in remote areas such as disabled people, undocumented labourers, and
villagers (Bank Indonesia, 2015).

The G20 Summit in 2010 pledged to support financial inclusion as an effort to
reduce poverty in the world as it also an enabler for 7 of the 17 Sustainable
Development Goals (SDGs) (World Bank, 2017). The Association of South East

Asian Nations (ASEAN) also integrated this programme into its 2015 Economic



Community Blueprint. World leaders at the United Nations (UN) developed the
poverty eradication agenda into the eight Millennium Development Goals (MDGs) of
2000. The MDGs targeted to reduce poverty by half, and this target had been achieved
in 2010. By 2015, the number of people who live under extreme poverty 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®, there is still a
lot more that needs to be done.

As one of the developing countries, Indonesia implemented a multi-pronged
strategy comprising pro-growth, pro-job and pro-poor policies in 2004, and pro-
environment, which was added in 2007 (Dhewanthi, 2012). This means that the
government attempted to boost the economic growth, and simultaneously create
employment opportunities and reduce poverty and inequality among the Indonesian
people. The quality of environment also needed to be maintained. The financial
inclusion programme is considered to be one of the most effective ways to realize this
strategy. However, Tambunan (2015) argues that inadequacies in technology, skills
and infrastructure remain the major constraints for the financial inclusion programme
in Indonesia.

Financial inclusion has remained low in Indonesia. As of 2015, 78% of adults
among the poorest 40% in Indonesia do not have a bank account (Kendall & Klapper,
2015). Based on a survey done by the World Bank in 2010, the Ministry of Finance of
the Republic of Indonesia (2013) disclosed that only 49% of the Indonesian people

had access to formal banking institutions and another 3% to other formal (non-

! Infographic: Global Findex 2014 — Gender and Income. Retrieved on October 8™, 2015, from:
http://www.worldbank.org/en/programmes/globalfindex/infographics/infographic-global-findex-2014-
gender-income
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banking) financial institutions. This means that approximately 48% of the country’s
citizens had no access to formal financial institutions as of the time of the survey.

Low-income households need funds mainly to fulfil their basic needs as well
as to finance various economic activities in order to make ends meet. Despite their
genuine need for credit, the low-income households’ access to formal finance is
indeed very limited, if not impossible. Various efforts have been undertaken by the
Indonesian government to overcome this problem; these include providing
microfinance services through financial institutions in order to achieve the financial
inclusion agenda.

For example, the government has launched Kredit Usaha Rakyat (KUR) or
People’s Business Credit programme through various banking institutions in
Indonesia. This is an initiative to provide greater financial access especially for micro
and small-scale enterprises. This programme engages banking institutions, financing
companies, and underwriting companies (guarantor) as distributors of the KUR fund.
The program is supervised by various ministries under the coordination of the
Ministry of the Economy, Bank Indonesia and Otoritas Jasa Keuangan (OJK —
Financial Services Authority).

The financial inclusion programme would usually require high operational
costs on account of which many financial institutions consider it as not commercially
viable to participate in. The high costs are levied on the customers, which made the
financing/credit offered by the microfinance institutions (MFIS) more expensive
compared to that offered by commercial financial institutions such as banks (Cull,
Demirguc-Kunt, & Morduch, 2009; Hamada, 2010; Rosenberg, Gonzalez, & Narain,
2009). In the case of Indonesia, although the operational cost is high, micro lending

rate is still lower than commercial lending rate including credit card rate. This is



despite the potential offered by the high transaction velocity of credit card and
economies of scale, which can be used to overcome the operating costs issue
(Rosenberg et al., 2009). Volume of financing for merchandises, which utilised
commercial financing mode, appeared to be less than microcredit volumes.
Furthermore, the commercial financing mode requires collateral while microcredit is
generally uncollateralised. Therefore, the rate of microcredit in average is lower than
consumer rates. This lower microcredit rate in general happened in institutions such as
banks that offered both micro lending and commercial lending products. The case was
not the same with those financial institutions that offered micro lending only, such as
MFIs, which also offered high interest rate. Furthermore, high interest rates lead to the
possibility of financing/credit default (Rosenberg et al., 2009). In the case of micro
lending, group lending system is introduced to minimise default risk (Cull et al.,
2009). While the loan repayment pattern may still not be perfect, the risk of default
can be contained.

Sustainability is another issue when dealing with financial inclusion through
the MFIs. Most of the MFIs that get help from subsidies tend to charge unsustainably
low rates despite the high cost, as long as some donors or government give subsidy to
cover the losses. The fact that unsustainable MFIs charge lower than sustainable MFIs
lead to a paradoxical situation where annual loan losses for unsustainable MFIs are
about five percent (Rosenberg et al., 2009). They can no longer avail the subsidies
since they end up as unsustainable institutions.

Financial inclusion also involves issues related with low-income households’
limited access to formal institutions. Limited access to formal financial institutions
provides an opportunity for informal money lending institutions such as payday

lenders or entities called “rentenir” or “loan shark” in Indonesian language to make



