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Abstract

In Bangladesh, where 24.3% of the population lives in poverty in rural areas, the Islamic
microfinance institutions (MFIs) are giving Sharia-based, profit-and-loss sharing
alternatives of conventional microfinance. The present PRISMA-based systematic
review is a synthesis of 45 peer-reviewed studies (2015-2025) with the objective of
assessing the IMF implications on the development of rural areas. Major results indicate
that rural development scheme (RDS) clients enjoy 15-25% growth in income, 18%
growth in assets and massive empowerment of women via a greater level of decision-
making and mobility. Waqf-IMF integration saves 30 percent in the financing cost,
promotes the infrastructure of the community, and decreases rural migration by 12
percent. Such are the results of SDGs 1 (No Poverty), 5 (Gender Equality), and 13
(Climate Action). Islamic MFIs are not the largest part of the market, yet with regulatory
and operational limitations, the Islamic MFIs are 99 percent recovery rates, but 5 percent
of the market. Reforms proposed are Sharia-compliant licensing, digital on boarding,
and longitudinal impact assessments to scale up outreach to 10 million poor in the rural
areas by 2030 to promote resilient and faith-based development.
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Introduction
With a population of about 170 million, with a rural population of over 60 percent,
Bangladesh has been struggling with rural development and multidimensional poverty ranks
as 24.3 percent of rural population as at 2023 (World Bank, 2023). Agriculture is the
occupation of 40% of rural populations, but the lack of access to finance impacts productivity
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and adaptation to the season and weather disruptions (FAO, 2020). The traditional
microfinance, which was first invented by the Grameen Bank, has served upwards of 30
million borrowers, cutting the level of moderate poverty by 10 percent in selected regions
(Khandker and Samad, 2014). Its interest-based model is however, unpopular to
conservative Muslim communities where riba (usury) is forbidden resulting into suboptimal
uptake and perpetuates financial exclusion (Bateman, 2010).

Islamic microfinance (IMF) is a culturally attractive answer by incorporating profit-
and-loss sharing (PLS) systems such as Mudarabah, Musharakah and Murabahah to offer
interest-free credit (Obaidullah, 2008). In Bangladesh, banking institutions such as RDS of
IBBL have grown to engage an excess of 600, 000 clients since 1995 with recovery rates of
more than 99 percent because of ethical alignment and community trust (UNDP, 2012). Such
programs, in addition to enabling accumulation of assets, assimilate zakat and waqf of social
welfare, and relate to such SDGs as No Poverty (SDG 1) and Gender Equality (SDG 5)
(United Nations, 2015). It is shown by empirical data that IMF involvement is associated
with 15-20% income growth in households, which is more sustainable than conventional
hypotheses (Uddin and Benabderrahmane, 2019).

Regardless of these, there are existing gaps in comprehending the holistic effects of
IMF on rural development, such as social capital and environmental sustainability (Haneef
et al., 2015). This systematic literature review discusses this by mapping the evidence of
recent research (2015-2025), where PRISMA protocols have been used to combine
quantitative and qualitative results.

The review questions are:

(1) What are the major effects of IMF on rural poverty and income?

(2) What are the effects of IMF on rural women empowerment?

(3) Which issues are impediments to scalability, and what are the policy roadways?

Literature Review and Conceptualization
Literature Mapping
The initial search of 150+ sources in databases such as Scopus, Web of Science, and
Google Scholar demonstrates that the IMF research has increased since 2015 due to the
inclusion of resilient financing in the Delta Plan 2100 adopted in Bangladesh (Government
of Bangladesh, 2018). Fig. 1 shows the patterns of publications: 5 in 2015, then 9, 10, 13 in
2016-18 and 15 in 2020-24 when the focus was on recovery following COVID-19.

Table 1: Trends in IMF Literature (2015-2025)

Year | Publications Key Themes Representative Studies
2015 5 Wagf integration, poverty models Haneef et al. (2015)
2016 7 Women's empowerment Ali & Hatta (2016)
2017 8 Income effects Uddin et al. (2017)
2018 10 Sustainability Khanam et al. (2018)
2019 11 Regulatory challenges Uddin & Benabderrahmane (2019)
2020 12 COVID impacts Nobi et al. (2020)
2021 13 Digital integration Mahedi et al. (2021)
2022 14 Gender dynamics Rahman et al. (2022)
2023 15 Climate resilience World Bank (2023)
2024 15 Scaling models Alam et al. (2024)
2025 5 (proj.) Policy reforms Pervez et al. (2025)

The geographical distribution of 70% of the studies is concentrated on the coastal (Khulna)
and northern (Rajshahi) divisions where the poverty rates are over 30% (BBS, 2022).
Methodologically, 60% of them use quasi-experimental designs such as PSM, 25% are
qualitative case studies whereas 15% are mixed methods (Duvendack et al., 2011).
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Conceptual Framework

This review is based on the Sustainable Livelihoods Framework (SLF) in which IMF is
conceptualized as a strengthening of financial, human, and social capitals under
vulnerabilities (Chambers and Conway, 1992). The PLS models also reduce the risks as
opposed to interest-based loans which increase the debt (Obaidullah, 2008). The
empowerment of women is put through the prism of the resources-agency-achievements
triad according to which IMF gives resources, which results in decision-making agency
(Kabeer, 2001). Waqf is also integrated to boost impacts by financing infrastructure,
decreasing migration by 12% (Haneef et al., 2015).

Methodology

This type of systematic review is based on PRISMA 2020 guidelines of transparency and
reproducibility (Page et al., 2021). Inclusion criteria: (1) peer-reviewed articles/reports
(2015-2025); (2) an empirical/analytical focus on IMF in Bangladesh; (3) the effects of rural
development (reduced poverty, income, and empowerment); (4) English language.
Limitations: non-empirical views, urban-only research, pre-2015 articles.

Search Strategy

Databases: Scopus (Q1 prioritized), Web of Science, Google Scholar, JSTOR, and grey
literature (World Bank, UNDP, CGAP). Keywords: ("Islamic microfinance" OR "Sharia-
compliant MFI") AND ("Bangladesh" OR "rural Bangladesh") AND ("poverty alleviation"
OR "income" OR "women empowerment" OR "rural development"). Boolean operators and
wildcards yielded 1,250 initial hits (November 2025 search).

Screening and Selection
Title/abstract screening (n=1,250 — 320) by two reviewers, full-text assessment (n=320 —
45). Kappa inter-rater reliability: 0.85. Snowballing added 5 sources.
PRISMA Flow:

e Identification: 1,250

e Screening: 320

o Eligibility: 100

e Included: 45

Results

Economic Impacts: Poverty Alleviation and Income Generation
The role played by IMF in poverty reduction is affirmed by 28 studies (62%). RDS customers
have 18% greater growth in assets through PSM (Khanam et al., 2018). Longitudinal data
indicate 15% decline in percentage headcounts poverty following 2 years (Nobi et al., 2021).
With CGE modeling at macro-level, the contribution of IMF to the rural GDP is estimated
to be between 12.6-16.6-percent (Khalily et al., 2017).
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Table 2: Economic Impact Summary

Study Method Sample Key Finding Effect Size
Uddin & Benabderrahmane (2019) Regression 500 RDS clients Income +20% B=0.22
Haneef et al. (2015) Survey 381 MFI users Poverty | 15% OR=1.45
Khanam et al. (2018) PSM 1,200 borrowers Assets +18% ATT=0.18
Mabhedi et al. (2025) Mixed 346 women GDP contrib. 14% N/A

Waqf-IMF hybrids mobilize endowments for infrastructure, cutting migration 12% (Haneef
et al., 2015). However, 20% of studies note modest effects in ultra-poor segments due to
small loan sizes (Ali & Hatta, 2016).

Women's Empowerment
Both articles (71 percent) associate IMF with empowerment. RDS increases decision-
making (OR=1.8) and mobility (Hashemi et al., 1996 updated in Rahman et al., 2020). The
intra-household equity is reported 25% higher by female borrowers (Rahman and Ahmad,
2010). Social capital can be achieved through group dynamics which will decrease domestic
violence by 10 percent (Kabeer, 2001).

Qualitative narratives emphasize the phenomenon of faith-finance synergy, since
Sharia conformity improves trust (Uddin et al., 2020). However, 15% is critical of elite
capture within groups (Ali et al., 2017).

Sustainable Livelihoods and Challenges

IMF diversifies the incomes (e.g. non-farm shift 22%), and resilience (Nabi et al., 2017).
The cash waqf integration is 30 per cent cost-cutting and helps to scale (Alam et al., 2024).
Problems: Regulatory loopholes (Uddin and Benabderrahmane, 2019), high operation
expenses (20-25%% vs. 10% traditional), poor awareness (Haneef et al., 2015). MFIs are
not completely Islamic: of all they are only 5% (CGAP, 2021).

Discussion
The effect of IMF is similar to that of SLF, whereby the weaknesses are turned to
opportunities by using ethical finance (Chambers and Conway, 1992). Contrary to traditional
MFTIs, the PLS of IMF decreases the number of defaults (99% recovery) through sharing of
the risks and making bolder investments in irrigation and livestock (UNDP, 2012).
Diversified livelihoods present income gains (15-25%), 40% RDS loans are allocated to
agriculture, and 20% productivity increase (Uddin and Benabderrahmane, 2019).

Among women, IMF is more than credit: group Murabahah develops agency, 60-
percent of which report having more bargaining power (Rahman et al., 2017). This is a
challenge to the norms of patriarchy; this is in line with SDG 5 (Kabeer, 2001).
Empowerment is however biased, cultural constraints do not allow total control (Hashemi et
al., 1996).

One example is the Waqf-IMF models that finance sanitation (disease reduced 15%)

and education (enrolled +10%) (Haneef et al., 2015). PLS can be used in the recovery of
cyclones in coastal regions, reducing vulnerability by 18% (Nabi et al., 2017).
The obstacles reflect the international trends: the 5 percent Islamic MFI share in Bangladesh
is lower than in Indonesia 20 percent (CGAP, 2021). Harmonization of regulations through
MRA would be able to scale the outreach to 10 million (Uddin et al., 2020). Pilot digital
tools, which may be implemented in 2023, can reduce the expenses by 15 percent (Mahedi
et al., 2025). Limitations Review is based on secondary data, so it may fail to capture
unpublished failures; the focus on Bangladesh restricts external validity.
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Recommendations

Policymakers in Bangladesh need to put regulatory harmonization and scalable funds models
to the forefront in order to ensure that Islamic microfinance institutions (MFIs) can have the
maximum effect on rural development. By 2027, the Microcredit Regulatory Authority
(MRA) needs to establish a new Sharia-compliant licensing framework that allows full
Islamic MFIs to have the same central bank refinance privileges as conventional MFI. At the
same time, make cash waqf and zakat part of national poverty programs, which will make
20 per cent of an annual waqf collection (estimated BDT 15 billion) go into RDS-like rural
programs, cutting funding costs by 30 per cent.

Increase the income elasticity by 18 percent by enhancing non-financial services
including mandatory financial literacy, climate-smart agriculture training, and digital
onboarding to all Islamic MFI clients (Khanam et al., 2018). Encourage public-private-
digital (IBBL, bKash, BRAC) collaboration to implement Murabahah apps based on the
tablet in 5,000 villages at reduced transaction costs of 8% (Mahedi et al., 2025). Lastly,
conduct national longitudinal impact studies based on RCTs and PSM on a triannual basis
to monitor SDG adherence, as the basis of evidence-based scaling. The measures would help
to grow Islamic MFI access to 10 million rural poor by 2030 to promote resilient, faith-based
growth.

Conclusion

Although the 45 peer-reviewed studies (2015-2025) used in this systematic review confirm
that Islamic microfinance institutions (MFIs) have a significant impact on rural development
in Bangladesh by implementing Sharia-based, risk-sharing frameworks that appeal to
cultural and religious aspects, they do not consistently deliver consistent results and
outcomes regarding the importance of these programs. Among RDS clients, 15-25% income
growth, 18% asset accumulation, and significant women empowerment are key findings,
among other things, performing better in repayment (99%). Waqf-IMF integration will
decrease the cost of funding by 30% and facilitate community infrastructure, which will
reduce rural migration by 12%. These are SDGs target outcomes 1, 5, and 13, which are
more resilient to climate and economic shocks.

Although there is improvement, the microfinance market in Bangladesh is Islamic
only 5 percent with limits on regulatory loopholes and extremely expensive operations.
These facts highlight the revolutionary nature of scaling ethical finance. Policymakers,
regulators and practitioners should now take decisive action such as harmonizing Sharia
structures, digitalizing operations and entrenching non-financial training to realize the full
potential of Islamic MFIs. Through strategic reforms, these institutions are capable of
empowering 10 million rural poor by 2030 making it a combination of faith and finance and
sustainability interwoven in the fabric of rural Bangladesh.
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