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Abstract

This study was conducted to offer an assessment of the gard factors, concerning Indonesian
Islamic Rural Banks. To conduct this analysis, data from Indonesian Rural Banks and
macroeconomic panels were used. In addition, an approximated generalized method of the
moment was also used to report gard determinants from 2012-2022. The results showed
that Return on Assets (ROA), Bank Operational Costs to Operating Income (BOPO), and
inflation negatively impacted the distribution of gard, while Non-Performing Financing
(NPF) variable indicated a positive and significant impact. Valuable recommendations were
formulated by comprehending the interplay between profitability ratios and macroeconomic
conditions. These recommendations informed the development of products within the
context of BPRS and Sharia banking, contributing to rural economic growth through
gard financing. This study developed BPRS and Sharia banking products to increase rural
economic growth. Qard financing served as an essential resource for individuals who did
not meet the eligibility criteria of conventional banks. The adoption and expansion also
promoted financial inclusion for marginalized communities.
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INTRODUCTION

Qard is a collaborative instrument commonly used in the form of agreements.
This arrangement is rooted in the transfer of property ownership, which can be
reciprocally exchanged (Abidin & Kaharuddin, 2021). Mukhibad and Setiawan
(2020) stated that Islamic banks conducted the distribution of gard to improve
welfare, reduce poverty, and protect the environment. As an Islamic bank facility,
the distribution allows customers to access the provision of funds to make loans. The
transactions and distribution represent a supplementary financial product designed to
cater to customers in need of funds for a relatively brief period, with the expectation
of repaying at a predetermined time (Adnan et al., 2020). Instead of loans, gard can
be provided based on agreements (Hassan, 2014) and Sharia financial institutions
do not necessitate the collateral. Qard improves socio-economic concerns (Hassan
et al., 2021) and social welfare, educates lenders, and benefits borrowers (Saprida et
al., 2020). According to Firmansyah (2016b), Yeubun et al. (2021), and Wijayanti et
al. (2022), Islamic banks can finance MSMEs using gard financing. The rural banks
show the rise of Islamic finance for the society and MSMEs, stimulating economic
growth (Mardhiyaturrositaningsih, 2022; Suseno & Fitriyani, 2018)

Figure 1 reports the fluctuating gard funding statistics of 164 Indonesian
Islamic Rural Banks, as reported by the Financial Services Authority (OJK),
spanning 2012 to 2020. The quantity of Indonesian Islamic Rural Banks may
influence the gard finance capabilities of a bank. Due to the extensive resources and
comprehensive geographic coverage, larger banks can provide gard finance to a more
significant number of customers. The allocation is subject to the influence of several
internal and external factors within the framework of Islamic organizations. The
internal components contain various financial ratios, such as bank size, profitability
ratios, efficiency ratios, capital ratios, effectiveness ratios for fund allocation, non-
performing financing rates, and liquidity ratios. In Islamic banking, it is important to
consider many external elements, namely macroeconomic indices such as inflation
and GDP.

94



QARDHRAT

= gardhrat

25
20
15 Il
10 |
T
5 1y | | | I;—
OE%:||§.:__5E_ N EL B W8 L
L I I s BT I = WO NGO O~ OO
- — e e e S S I R Y B o
S oo oo oo = S o000 0CcO00c 000 oo
PO S I = I S I S I SR ~ P S I S I S R R S I S R S I S R

Figure 1. Qard Financing of BPRS 2012-2020

Several studies have shown that gard influences the performance of Islamic
financial institutions (Zamore et al., 2019), unlike Salem (2015), Demsetz et
al., (2011), Farooq (2011), Panda and Leepsa (2017). The distribution of funds
creates mutual relationships between Islamic banks, MSMEs, and communities.
These banks increased customer numbers (Arifin & Busriadi, 2020), MSMEs
stimulated community economies (Triyowati & Masnita, 2015), productive business
development, and short-term finance sufficiency (Ascarya, 2020). According to
Mumtaz and Mahardika (2021), gard products impact the profitability of Islamic
banks due to the interrelationship and this is consistent with Puspasari and Mawardi
(2015) and Kholidah (2019).

Several studies related to the profitability of Islamic banking have been
carried out. According to Afkar (2017), Agustina and Hilmania (2021), Oktaviani et
al. (2022), and Sari (2021), gard financing has no effect on profitability in banking.
Kholidah (2019), Mumtaz and Mahardika, (2021), also Puspasari and Mawardi
(2015) stated that the variable affected bank profitability. Furthermore, gard financing
impacted increasing banking customers, as stated by Hannanong and Aris (2018),
and Mukhibad et al., (2019). Yeubun et al. (2021); and Triyowati and Masnita (2015)
showed that the variable also affected MSME income.

Even though gard finance adheres to the same basic Islamic principles,
Islamic Rural Banks (Baitul Maal wat Tamwil, BPRS) and fully fledged Shariah

Banks in Indonesia may differ in how they are used and how much they cover (Al-
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Banna & Nurdany, 2021). There are differences in their operational scope, areas of
concentration, and resource capacities. Islamic rural banks are more neighborhood-
focused and frequently provide smaller-scale, immediate services to meet the
requirements of their communities. Shariah Banks, on the other hand, serves a more
varied customer base and has a more significant national and occasionally worldwide
reach. They provide a more comprehensive range of services, including business
finance and larger-scale projects (Nugraheni & Muhammad, 2023; Sadr, 2014)

Study on the distribution of funds has been carried out by many parties. The
analyses based on tracing historical studies are classified into empirical, normative,
and gard studies during Covid-19 pandemic. Nawaz (2018), Muneer and Khan
(2019), Mukhibad et al (2019), Muneer and Khan (2022), and Selim et al. (2022)
conducted empirical qard analysis. Meanwhile, normative qard studies were carried
out by Farooq (2011), Bhuiyan et al (2012), Ismal (2013), Hassanat and Al tarawneh
(2015), Saqib et al (2015), Abdullah (2015), Ebrahim and Sheikh (2016), Kholvadia
(2017), Sadr (2017), Selim (2019), Selim and Hassan (2020), Selim (2021), Cakir and
Abu-Sarhan (2021), and Aderemi and Ishak (2023). Iskandar et al. (2020), Iskandar
et al. (2021), and Rabbani et al. (2021) investigated the pandemic.

The findings on the distribution of gard funds and their relationship with
profitability ratios should exhibit greater consistency. Qard, as interest-free loans,
can serve as a valuable tool for Sharia-compliant banks to instill trust in potential
customers who recognize its advantages. However, the distribution of social funds
does not necessarily lead to an increase in financing or enhanced profitability
(Mukhibad et al., 2019). Despite the benefits, qard financing is not extensively
used due to its low return on investment and lack of net profit value (Tripp, 2016).
Hamidi and Worthington (2018) and Parewangi and Iskandar (2020) stated that
qard achieved social responsibility promises because of inconsistencies between the
original role and application in Sharia institutions. Therefore, there should be more
clarity between the lofty goals and the application in Islamic banking.

Qards are crucial to Islamic banking, but studies on the distribution in Sharia
Rural Banks (BPRS) are limited. Due to its proximity to residential areas, BPRS
analysis is essential. There are 164 BPRS establishments in numerous locations with
different market characteristics. Considering the previous difficulties, more studies
are needed to determine gard factors, particularly in BPRS. This study focuses on the

gard (loan) funds distribution by regional Islamic banks (BPRS) within Indonesia.
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While most existing research is based on international or commercial Islamic banks,
this study utilizes data from regional banks to analyze local characteristics and
impacts. The research uses a large sample targeting specific regions within a country.
This provides an opportunity to understand the distribution of gard funds and their
impacts more intricately.

This study investigates gard funding allocation, and the distribution
determinants using BPRS data. Furthermore, it differs from earlier analyses that rely
on Sharia commercial bank data and uses a large sample of provinces in a country.
The results analyze the effects of internal and external factors on Indonesian Islamic
rural banks’ gard fund allocation. Therefore, this investigation can shed new light on

improving the distribution of gard funds by Islamic rural banks in Indonesia.

Hypothesis

Bank size affects financing distribution (Firmansyah, 2016), depending on
the asset worth. According to Muhammad (2019), assets are resources formerly
controlled by Islamic entities to gain economic benefits through banking. Therefore,

the hypotheses are:
H1: The size of the bank has a positive effect on the distribution of gard.

Operational ROA and bank profitability are positively correlated. Loan
guarantees, monitoring, and control are necessary to preserve loan quality. These
measures reduce agency problems and moral hazard (Panjawa et al., 2017; and

Oktaviani & Pangestuti, 2012), hence the hypotheses are:
H2: There is a positive relationship between ROA and gard financing

BOPO (Operating Costs and Operating Income) is an Islamic bank’s
efficiency measure that compares operational expenses to revenue (Blankson et al.,
2022; Hanafi et al., 2022). Islamic banks also incur administrative and distribution
costs. Qard finance does not have yield expenses but must be controlled by Islamic
banks. Therefore, Islamic bank efficiency is not directly tied to gard financing and
the hypotheses are:

H3: There is a positive relationship between BOPO and gard financing

High CAR means financial resources to offset hazardous funding. Husaeni
(2017) claimed that the capital adequacy ratio did not alter funding distribution.

However, Ali and Miftahurrohman, (2016) were not in agreement. Several empirical
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studies suggested that bank capital enhanced financing distribution (Muhammad et
al. 2020; Havidz & Setiawan, 2015), and the hypotheses are:

H4: EQTA has a positive influence on gard financing

Higher FDRs indicate more bank financing, hence more power is expected
(Panjawa et al., 2017; Suhel et al., 2022). Low FDR may indicate excess liquidity
and the need to fund banking activities with the deposit base. Islamic institutions
with high fund provision effectiveness ratios have more funds for gard financing.
Therefore, banks may efficiently use their funds to provide gard loans to clients and

the hypotheses are:
H5: FDR has a Positive influence on gard Financing

To tackle funding problems, Islamic banks must regulate risk and diversify to
low-risk financing. NPF’s negative connection in gard financing limits Islamic banks
to low-risk enterprises (Halim & Buana, 2021). Therefore, Islamic banks can use the

fund to avoid issues and the study’s hypotheses are:

H6: NPF has a negative effect on gard financing

The inflation rate is calculated by comparing current to past prices and
the Consumer Price Index measures inflation. The CPI component is the average
price change of a household’s goods and the changes indicate inflation or deflation.
Furthermore, changes in commodities and services prices affect consumption patterns
and funding distribution. Since money is needed to initiate a purchase, Qard finance

can assist the community in coping with growing prices and the hypotheses are:
H7: Inflation has a negative effect on the distribution of gard financing

GDP on prevailing and mild prices shows movements and annual economic
growth, respectively. In this study, economic growth per province is measured by Gross
Regional Domestic Product (GDP) at modest constant prices. The development aids
financial inclusion, which has been reported through economic policies and poverty
alleviation (Suseno & Fitriyani, 2018). Hartarska et al. (2015) showed that lending
increased rural economic growth. The relationship between economic growth and

qard fund distribution warrants additional study and the hypotheses are:

HS8: GRDP has a positive effect on the distribution of gard financing
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This study identifies the elements that impact the quality of finance at BPRS

and the conceptual framework is shown in the diagram below:

ROA

BOPO
EQTA

FDR

NPF
Eksternal <

GDP

Figure 2. Conceptual Framework

METHOD

This study used a quantitative design to determine gard in rural banks. The
approach provided valuable insights, explained events more quantitatively, and created
generalizations (Creswell, 2009). Rural bank gard was measured quantitatively
and the analysis used Indonesian Islamic rural bank samples from 2012-2022. The
data were sourced from www.ojk.go.id, the financial services authority’s website.
Furthermore, bank-level financial ratios were calculated using the comprehensive
balance sheet and income statement data. Provincial-level data sets such as GDP
growth and inflation from the central statistics agency (www.bps.go.id) were also
investigated. These data sources provided panel data on 164 Islamic rural banks in
19 Indonesian provinces, yielding 991 observations after winsorizing extreme values
and the result was handled with Stata 17.0.

This study used the dependent and the independent variable. The dependent
variable was gard distribution, measured as the ratio of gard receivables to total
financing multiplied by 100. Meanwhile, the independent variables were grouped
into bank-level control, macroeconomic, and dummy control. Bank-level control
variables consisted of bank size (LRTA), profitability (ROA and BOPO), capital ratio
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(EQTA), effectiveness ratio of provision of funds (FDR), non-performing financing
ratio (NPF), and liquidity ratio (LATA). Furthermore, the macroeconomic control
variables were inflation and GRDP. The data used in this study were from 2010-
2022, even though only 2012-2020 met GMM analysis standards. The data were
grouped using a dummy year and the variable was assigned a value of 1 from 2012 to
2022 and 0 for all other years. The province dummy variable was defined as having
a value of 1 for each province in Indonesia and 0 for others.

The table below provides explanations for the operational definitions of

variables:

Table 1. Description of Variables

Variable Name Variable Descriptions Sources

DEPENDENT VARIABLE

Lag Qard The Ratio of gard to total financing (qard) Fin. Reports

INDEPENDENT VARIABLES

Bank variables

Size Aset Ratio of total assets to Indonesian Islamic rural Fin. Reports
banks assets (LRTA)

Return on Asset Ratio of net profit to toal assets (ROA) Fin. Reports

BOPO Ratio of Operational Costs on Operational Fin. Reports
Revenues (BOPO)

Capital adequacy ratio Ratio of equity to total assets (CAR) Fin. Reports

Financing to deposit ratio  ratio between the banks total financing and total Fin. Reports
deposits (FDR)

Non performing financing ~ GrossNPFtotal (NPF) Fin. Reports

Lagged liquidity Liquid assets over total assets (LATA) Fin. Reports

Macroeconomic variables

Real GDP growth Percentage change of real gross domestic product BPS
(GRDP)

Inflation Percentage change of consumer price index BPS
(INFL)

Dummy variables

Dummy year 1 when the year is 2012-2022, 0 otherwise -

Dummy province 1 for each province; 0 otherwise -

This study uses dynamic panel data regression with GMM estimation.
Dynamic panel data controls reverse causality from gard to NPF and other
independent variables (Anderson & Hsiao, 1982). Furthermore, this estimation uses
the GMM system because the variables are interrelated (Arellano & Bover, 1995)

and the concept consists of a one-step and two-step system. This study used a two-
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step GMM system because it was more robustly tested, efficient, and powerful in
dealing with symptoms of heteroscedasticity and autocorrelation. The following is

the equation model and the stages of analysis performed:

Y(n)it= o+ PILRTAlit+ B2ROA2it + B3BOPO3it + PAEQTA4it+ BSFDRSit +
B6NPF6it +B7LATA7it + BSPDRBSit + BOINFLOit + B10D10it + eit ...(1)

Y denotes the dependent variable, namely gard and LRTA, ROA, BOPO,
EQTA, FDR, NPF, LATA, GRDP, and INFL, indicating an independent variable. D
describes the dummy control variable vector, and € denotes the error term. Meanwhile,
the subscripts i and t represent the i-bank name and the t-time, respectively. The
analysis begins with descriptive statistics, multicollinearity, hypothesis, instrument
validity, and autocorrelation tests.

Hypothesis testing uses the GMM method, which produces unbiased,
consistent, and efficient parameter estimators (Blundell & Bond, 1998). As a general
estimation method, the method is expected to overcome the shortcomings of other
estimations, such as OLS. The instrument validity consisted of the Hansen and
Sargan tests of over-identification restrictions, which analyzed the validity of the null
hypothesis. Meanwhile, the failure to reject the null hypothesis supports the choice
of instrument (Hansen, 1982; Sargan, 1958).

The autocorrelation test examines the null hypothesis that the error term on
the difference belongs to the first order and is serially correlated. Failure to reject the
null hypothesis of the second-order serial correlation implies that the original error
terms are uncorrelated and the moment conditions are correctly defined since the
value of AR(2) > 0.05 (Arellano & Bond, 1991). This study used the AR test (2) as

an autocorrelation test to determine the consistency of the estimates obtained.

RESULT AND DISCUSSION
Empirical Results

The intervals generated from Indonesian Islamic Rural Banks’ 2012-2022

qard expenditure study are as follows:
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Figure 3. The Percentage Interval for Qard Distribution

The interval chart showed that 164 Indonesian Islamic Rural Banks distributed

gard. The distribution percentages were 35.58%, 12.27%, 4.29%, 22.09%, and
25.77% for highly high, high, moderate, low, and deficient frequencies, respectively.

Table 2. Descriptive Statistics

Variable name N obs. Mean Std. dev. Min. Max.
Lag Qard 763.000 1.457 3.151 0.000 23.582
Size Aset 763.000 16.999 1.119 14.594 20.185
Return on Asset 763.000 -0.240 6.689 -184.459 2.921
BOPO 763.000 0.157 0.049 0.057 0.483
Capital adequacy ratio 763.000 0.162 0.116 0.035 0.735
Financing to deposit ratio 763.000 5.082 1.219 2.402 10.411
Non performing financing 763.000 9.766 9.685 0.000 54.240
Lagged liquidity 763.000 0.012 0.011 0.000 0.063
Real GDP growth 763.000 4.524 2.842 -4.500 21.760
Inflation 763.000 4.123 2.428 0.520 11.900

Note: N obs. = Number of observations; Std. dev. = Standard deviation; Min. = Minimum value;

Max = Maximum value.

Table 2 shows the maximum gard financing value and the mean are 23.582

and 1.457, respectively. This study shows that Islamic Rural Banks uphold mutual aid

to assist needy people in line with Saprida et al. (Saprida et al., 2020). Furthermore,

these banks provide lenders and borrowers with valuable insights and benefits.
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Table 3. Multicollinearity Diagnostics

QARD LRTA ROA BOPO EQTA FDR NPF LATA GGDP INFL
QARD 1.000

LRTA 0.037  1.000

ROA -0.106  0.080  1.000

BOPO 0.023  -0442 -0.006 1.000

CAR 20.058 -0.231 0.025 -0.093 1.000

FDR 0.054 0306 -0.033 -0.489 -0.066 1.000

NPF 0.010 -0.247 -0.026 0409 0.081 -0.013 1.000

LATA 0.164 -0241 0019 0.169 -0.061 -0.154 0.058 1.000

GDP 0018 -0.139 0.091 0.049 0.079 -0.138 0013 0041 1.000
INFL 0.035 -0.156 0.033 0152 0.112 -0.161 0.008 0.134 0368 1.000

Note: Qard = Qard Financing; LRTA = size assets; ROA = return on assets; BOPO=

Operational Costs

on Operational Revenues; CAR = Capital adequacy ratio; FDR = Financing to deposit ratio; NPF = Non-

performing financing; LATA = Lagged liquidity; GDP = Real GDP growth; INFL = Inflation.

Table 3 shows that the correlation coefficients from each variable are below 0.8

and the study is suitable for further analysis due to the absence of multicollinearitys.

Table 4. Qard Regression with GMM

QARD
Regl Reg 2 Reg 3 Reg 4
Lag Qard 0.739%** 0.805%** 0.692%** 0.600%**
(0.147) (0.213) (0.165) (0.159)
LRTA 0.741 1.756 -0.356 0.131
(0.777) (1.154) (0.352) (0.330)
ROA -0.030* -0.042** -0.010 -0.022%*
(0.017) (0.020) (0.009) (0.009)
BOPO -2.077 0.852 -6.348** -3.763
(1.303) (2.376) (2.556) (3.395)
CAR 1.399 3.033 -0.671 2.939
(2.353) (3.114) (1.275) (2.356)
FDR 0.233 -0.077 -0.025
(0.177) (0.135) (0.166)
NPF 0.027** 0.025
(0.013) (0.017)
LATA -5.423
(11.260)
GDP -0.067 0.010 -0.013 0.197
(0.255) (0.208) (0.068) (0.224)
INFL -0.087 -0.577* -0.002 -0.198
(0.175) (0.343) (0.074) (0.195)
Dummy prov yes yes no No
Dummy year no yes no No
N obs 669 669 669 669
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QARD

Regl Reg 2 Reg 3 Reg 4
N bank 94 94 94 94
N instrument 58 52 90 52
AR(2) Test (p-value) 0.596 0.503 0.688 0.971
Hansen Test (p-value) 0.833 0.993 0.680 0.982

Note: Qard as an independent variable, is measured as the ratio of qard financing to total financing.
Each regression includes a constant, province dummies and year dummies. The values reported for
each variable are coefficients and heteroskedasticity-autocorrelation-robust standard errors. *, **
and *** denotes significance at the 10, 5 and 1 percent level.

Table 4 provides the dynamic panel data analysis of BPRS Qard fund distribution
determinants. The first regression includes a constant, dependent variable lag, five
bank-level control factors, two macroeconomic variables, a province dummy, and a
year dummy. The other bank-level variables are introduced in regressions two through
four, while the lag range consists of one to nine to keep the number of instruments less
than panels (Roodman, 2009). The GMM estimation results show that all regression
estimators match validity and autocorrelation assumptions. Furthermore, the regression
estimators pass the Hansen test when the model fails to reject the null hypothesis and
the probability values are above 0.05. Therefore, this study’s instrument is valid and
since the Arellano-Bond test AR(2) value is more extensive than 0.05, the regression
estimators are unaffected by autocorrelation symptoms.

The GMM regression estimates in columns 1, 2, and 4 show a statistically
significant link between ROA and gard. The study does not support the second
hypothesis and the value 0of 0.017, 0.020, and 0.009 show that a 1% increase in ROA
decreases qard distribution by 1.7%, 2%, and 0.9%. In this situation, the financial
institution lends money to a client with the expectation of return without interest
or gains. Due to a negative association between ROA and gard financing, banks
that provide more financing have lower ROA. Meanwhile, gard financing does not
provide interest or profit share for banks. The ability to generate profits from assets
may be affected when a bank’s proportion in the financing portfolio is low and needs
to be adequately offset by other robust sources of income, such as fee-based income.
Even though ROA may have a negative association in the near term, gard distribution
can have long-term benefits, such as improved reputation, client loyalty, and Sharia
banking’s social and financial inclusion goals.

BOPO negatively influences column 3 gard with a coefficient of 2.556 unlike
ROA. The gard distribution falls by 25.5% when BOPO increases by 1%, hence the
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study does not support the third hypothesis. A high BOPO ratio indicates that the
bank’s operational expenses are disproportionate to its operating income, reducing
operational efficiency. This may affect the willingness to give gard financing, which
generates no revenue.

The NPF positively affected the qard in column 3, with a coefficient value of
0.013. Therefore, when the NPF increases by 1%, the gard distribution increases by
1.3%, hence the sixth hypothesis is supported. A rise in the non-performing finance
(NPF) ratio, which measures the proportion of non-performing financing to total
financing, is connected with a decrease in gard financing. Due to increasing credit
risk, banks may be more cautious when offering loans like gard, which are riskier
than other financial products.

Inflation drastically reduces the macroeconomic variable gard distribution
of 0.34. Therefore, 1% inflation reduces distribution by 3.4%, hence the seventh
hypothesis is not supported. The inverse link shows that inflation usually decreases
gard financing. The principal value of interest-free loans depreciates due to inflation,
decreasing its appeal to banks. The current study is speculative, and the results
depend on many aspects, such as bank management practices and market conditions.

This study examined gard distribution factors of Islamic Rural Bank and
the second, third, sixth, and seventh hypotheses rejected Ho. Therefore, ROA and
BOPO profitability ratios negatively affected gard distribution. The average ROA,
BOPO, and gard are -0.240, 0.157, and 1.457, and the analysis confirmed Mumtaz
and Mahardika (2021), Kholidah (2019), also Puspasari and Mawardi (2015)
findings. Afkar (2017), Agustina and Hilmania (2021), Oktaviani et al. (2022), also
Sari (2021) found that gard financing did not affect banking profitability. ROA and
BOPO variables negatively impacted gard distribution since the second and third
hypotheses rejected Ho.

NPF had a negative impact on gard distribution and the sixth hypothesis
rejected Ho. Furthermore, suitable client gard financing reduced NPF and Muhammad
et al. (2020) found that the the variable was affected by ROA, CAR, and bank size.
This study covered NPF factors broadly and Inflation validated the sixth hypothesis,
which rejected Ho. Selim and Hassan (2019) found that monetary policy enhanced
output and real sector growth, restoring full employment since macroeconomic

inflation is affected by gard.
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The first, fourth, fifth, and sixth hypotheses indicated that the results failed
to reject Ho, and the variable size, CAR, FDR, and GDRP did not affect gard

distribution.

CONCLUSION

In conclusion, this study was conducted to explore Islamic Rural Bank gard
distribution factors. The results showed that ROA, BOPO, and inflation negatively
impacted gard distribution, while NPF positively and significantly affected the
variable. Furthermore, a total of three internal and one external variable were
considered to improve financial institutions, specifically Sharia banks. Decisions were
also conducted by understanding profitability ratios and macroeconomic conditions
affecting gard financing distribution. This result was used to develop BPRS and
Sharia banking products to increase rural economic growth. Qard financing adoption
and development also improved financial inclusion for disadvantaged communities.

Implementation Strategies based on the research findings, it is possible to
develop policy suggestions for the government and Islamic financial institutions
to optimize the distribution of gard funds for supporting MSMEs. This will help
maximize the efficiency and social impact of gard funds. Implement education and
awareness programs about the benefits and potential of gard funds among local
communities and MSMEs. It can increase the demand for Islamic financial products
and improve financial inclusion. Develop risk management strategies and assess
long-term sustainability during the distribution of gard funds. It ensures that gard
funds can continuously positively impact the local economy. Facilitate cooperation
and partnerships between local governments, Islamic financial institutions, and
MSMESs to enhance the distribution and utilization of gard funds. It offers a practical
approach to addressing complex socio-economic issues.

This research explores how Islamic finance can contribute to regional
economic development and improve social welfare, providing significant insights.
The research findings are crucial for policy-making and developing Islamic financial
practices. In Indonesia, the Financial Services Authority (OJK) regulates both BPRS
and Shariah Banks, guaranteeing their compliance with Islamic banking principles
and preserving the stability of the financial system. In order to improve financial
inclusion and economic development within the framework of Islamic finance, the

OJK is also essential in helping both kinds of institutions expand and develop.
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