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ABSTRACT 

This study encompasses intrinsic factors to identify the acceptance of al-rahn by 

entrepreneurs in Kelantan. Al-rahn have become one of the important Islamic financing 

instruments that can provide quick and easy short-term financing, especially in current uncertain 

economic conditions. However, small entrepreneur's acceptance of al-rahn is still low when al-

rahn is said to be needed when the situation is urgent solely for business purposes. This situation 

sparks an interesting phenomenon on how to encourage the Muslim small entrepreneurs to 

accept al-rahn?  

In order to achieve the objective of the study, quantitative analysis was applied using 

primary data from questionnaires distributed. The results of the study on 350 entrepreneurs 

around the state of Kelantan found that factor of understanding towards al-rahn and factor of 

halal and haram considerations significantly affected al-rahn acceptance. The benefit returns 

factor and preferential use factor were not significantly affected al-rahn acceptance.  

The implication showed that small entrepreneurs have good and positive thinking about 

al-rahn as Islamic product based on Islamic sharia and principles. The main contribution of this 

study is to help small entrepreneurs to understand well the purpose of al-rahn in order to 

provide capital to their business. In other hands, it may help the al-rahn provider to provide 

better services.  
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INTRODUCTION 

The main purpose of al-rahn is to help low-income earners who are not eligible to get 

funding from financial institutions. Another purpose is to help small entrepreneurs to obtain 

funding for entrepreneurship (Rasmin & Markom, 2014). Although the goal of al-rahn's 

establishment is to provide capital funding for small entrepreneurship activities, but there is still 

lack of knowledge and awareness regarding al-rahn among small entrepreneurs. 

Al-rahn is more commonly known for consumerism activities (personal purposes such as 

daily necessities, paying debts, medical, education, traveling or buying vehicles), rather than 

productive activities such as entrepreneurial activities (Sulaiman et al., 2014 & Azman et al., 

2016). Thus, it should be asked whether the low response comes from issues related to the 

acceptance of al-rahn? What are the real factors that determine the acceptance of small 

entrepreneurs towards al-rahn? Therefore, the purpose of this article is to analyze the intrinsic 

factors affecting al-rahn's acceptance by Muslim small entrepreneurs in Kelantan. The 

discussions in this article include introduction, literature review, research methodology, 

discussions and conclusions. 
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LITERATURE REVIEW 

The low response to al-rahn is probably related to issues of public awareness and 

understanding. It could be due to the lack of awareness and understanding of the community 

towards al-rahn (Sam et al., 2010). This shows that conventional mortgage is still a consumer 

choice rather than al-rahn due to misunderstanding of al-rahn. Similarly, Hsni (2009) considered 

that the lack of knowledge of local community regarding al-rahn has become one of the factors 

that hinder the development of al-rahn. Therefore, Amin (2011) and Marimuthu et al., (2009) 

emphasize the importance of promotion factor in promoting the understanding and knowledge of 

the people towards al-rahn. 

Issues related to halal and haram, such as riba and sharia compliance, are often the issues 

that raise the misconceptions of people towards al-rahn (Azman et al., 2016). A study by Hashim 

et al., (2013) considered that religious viewpoints cannot influence the society to accept al-rahn 

due to various religions background. According to Hsni (2009), the main factor that contributes 

to the use of al-rahn among Muslim users is caused by their awareness on the implications of 

usury. In addition, Amin et al., (2007) and Bhatt & Sinnakkannu (2008) argued that the sharia-

compliant al-rahn operations could attract the Muslim community to pledge valuable items for 

cash. 

This article finds that previous studies also focus on discussing the extrinsic factors 

(external stimuli) rather than intrinsic factors (internal stimuli). Hence, this article intends to 

provide new research scope when it comes to highlighting the influence of intrinsic factors. The 

intrinsic factor, according to Hendriyanto (2012), is derived from inner-self, while extrinsic 

motivation comes from outer-self. However, this article attempts to see the influence of intrinsic 

factors that have a direct relationship with religion such as factors of benefit return and 

preferential use that have been highlighted by Adnan (2010). 

From this scenario, there is a question on the acceptance of small entrepreneurs towards 

al-rahn. What are the real factors that determine the acceptance of small entrepreneurs towards 

al-rahn? Is it possibly due to intrinsic factors (individual internal stimulus which include halal 

and haram considerations, understanding, benefit returns and preferential use) Hence, a survey 

should be conducted on small entrepreneurs to know their acceptance of al-rahn which will 

influence their tendency to deal with al-rahn. This study has been able to fill in the gap in the 

literatures. 

RESEARCH METHODOLOGY 

This article applies design of descriptive study using inferential statistical analysis 

(multiple regression). Quantitative method were applied in this study. This article uses a 

purposive sampling method to obtain available information from individuals (Sekaran, 2003). 

The sample comprised Muslim small entrepreneurs in Kelantan, one of the states in east of the 

peninsular Malaysia which involved more with al-rahn funding since 1992 (Mohamad & Salleh, 

2008). Kelantan was chosen as a location of the study as the communities in Kelantan were 

actively doing small business (Al Mamun & Ekpe, 2016). Questionnaires were distributed to 350 

small entrepreneurs in major markets in ten districts in Kelantan. According to Clark and 

Creswell (2015), 350 respondents are sufficient as minimum sample size needed in a 

questionnaire survey. The focus area of the questionnaire distribution was around the large 

markets in each of the affected district. In this research, the samples chosen were ten markets in 

every district in Kelantan located nearby the al-rahn branch. Most of the respondents already 
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have information and familiar about the al-rahn. Every entrepreneur selected at the sampling 

location was approached and asked for permission to be respondent. After getting approval, the 

respondent was given a questionnaire to complete before submitting it back to the researcher. 

Then, the findings were analyzed using the Statistical Packages for Social Science (SPSS) 

software 22.0. This article has 7 questions, namely level of acceptance of al-rahn as dependent 

variable in this study. All of the items on questionnaire in this article were referred to the 

specialist for review and verification. Table 1 shows the dependent variable used in the 

questionnaire. 

Table 1 

DEPENDENT VARIABLE (LEVEL OF ACCEPTANCE) 
No. Questionnaire Statement 

1 I chose al-rahn because of family advice 

2 I chose al-rahn because of friend advice 

3 I chose al-rahn because of the financial performance of al-rahn institutions  

4 I chose al-rahn because its staff had enough knowledge 

5 I chose al-rahn because of having experience with previous al-rahn institutions 

6 I chose al-rahn because it makes life a nuisance (barakah) 

7 I chose al-rahn because it is free of element of riba and gharar 

 

Table 2 presents the independent variable which included intrinsic factor. 

 
Table 2 

INDEPENDENT VARIABLE (INTRINSIC FACTOR) 

Factor Questionnaire Statement 

Halal and Haram 

Consideration 

1. I choose al-rahn to take care of my relationship with Allah SWT 

2. As a Muslim,I must choose al-rahn compared to the conventional pawn 

3. If I need to be in debt, I still choose al-rahn although it is even more expensive than 

the conventional pawn 

4. I reject the loaning facilities on business that raises suspicion, especially in terms of 

its halal nature 

Understanding 1. I obtain complete information about al-rahn 

2. I know the difference between al-rahn and conventional pawnshops 

3. I know that there is the concept of helping each other in al-rahn 

4. I know al-rahn does not contradict Islamic principles 

5. I know that al-rahn is free from the elements of riba 

6. I have knowledge about the shari’a principles, namely qard al-hasan, al-wadiah and 

ujrah contained in al-rahn 

Benefit Return 1. By choosing al-rahn, I will obtain a good profit for my worldly affairs  and rewards 

in the Here after 

2. I realize that there are bad impacts from al-rahn that practices riba 

3. I believe that al-rahn promises a share of profit to the lenders and borrowers 

4 I believe that al-rahn promises the share of loss to lenders and borrowers 

5. I believe that al-rahn practices the principle of joint fairness  between the lender and  

borrower 

6. My participation in al-rahn can help contribute to the Muslims’ economic 

development. 

Preferential Use 1. I believe that leaving riba is more important than doing sunat acts of worship 

2. I believe that al-rahn can give benefit to the people compared to individuals 

3. I prioritise al-rahn which is free from syubhah compared to the conventional pawn 

that has elements of syubhah 

4. I priorities the conventional financing priority in some circumstances 
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DISCUSSION 

Based on the analysis using multiple regression demonstrated in Table 3, it showed the 

influence of dimension of intrinsic factors on al-rahn's acceptance. These findings showed that 

there were two intrinsic dimensions that significantly affected the acceptance of small 

entrepreneurs towards al-rahn, namely factors of understanding towards al-rahn and halal and 

haram consideration. 

Table 3 

MULTIPLE REGRESSION ANALYSIS RESULTS FOR DIMENSIONAL INFLUENCE OF INTRINSIC 

FACTOR TOWARDS AR-RAHNU’S ACCEPTANCE 

Model Unstandardized 

Coefficients 

Standardized Coefficients t Sig. R
2 

F 

B Std. Error Beta   

1 (Constant) 0.326 0.181  1.800 0.073 0.477 78.734 

HH 0.161 0.058 0.168 2.753 0.006*   

UN 0.556 0.079 0.502 7.059 0.000*   

BR -0.031 0.076 -0.028 -0.403 0.688   

PU 0.120 0.072 0.103 1.664 0.097   

*HH (Halal and Haram Consideration), UN (Understanding), BR (Benefit Returns), PU (Preferential Use) 

The main predictor which affected Muslim small entrepreneurs in Kelantan on al-rahn 

acceptance was the dimension of understanding towards al-rahn (β=0.502, t=7.059 & p=0.000). 

This situation showed that the score for dimension of understanding towards al-rahn increased 

by 1 unit, while the acceptance of al-rahn increased by 0.502 units. These findings demonstrated 

that understanding towards al-rahn was the main factor that mostly influenced respondents 

towards al-rahn's acceptance. Another contributing factor in sequence was the halal and haram 

consideration factor (β=0.168, t=2.753 and p=0.006) which also showed significant influence on 

the acceptance of small entrepreneurs towards al-rahn. 

The findings of this study showed that understanding towards al-rahn was the most 

influential factor in determining the al-rahn's acceptance. This reflected that respondents have 

sufficient understanding towards al-rahn in terms of obtaining sufficient information on al-rahn, 

knowing the difference between al-rahn and conventional pawnshops, understanding the concept 

of mutual assistance in al-rahn and knowing the concept of free-of-usury and sharia compliance 

implemented in al-rahn. This understanding indirectly gives entrepreneurs a positive response to 

al-rahn, besides helping to increase the knowledge and awareness of entrepreneurs towards al-

rahn. This is in align with a study by Koe & Abdul Rahman (2012) who agreed that there was a 

strong relationship between understanding with the intention of using al-rahn by bank users in 

Malaysia. 

Halal and haram considerations were also the important factors affecting the acceptance 

of small entrepreneurs towards al-rahn. al-rahn has long been operating in Kelantan so that 

entrepreneurs are very exposed to al-rahn's services. Therefore, small entrepreneurs understand 

that al-rahn offers shariah-compliant, free-of-usury and transparent services (Yaacob et al., 2012 

& Bahari et al., 2015). This finding is in line with the study of Bhatt and Sinnakannu (2008) that 

al-rahn, which adheres to sharia principles, has attracted the Muslim community to pledge 

jewelry. Similarly Hamid et al. (2016) stated the importance of sharia factor in influencing the 

acceptance of al-rahn by consumers in Bank Rakyat. This sharia factor includes abandoning riba 

which is found in conventional pawnshops, while choosing the halal service of al-rahn to obtain 
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financial assistant. However, there were two other dimensions of intrinsic factors which 

insignificantly influenced the acceptance of small entrepreneurs to al-rahn, such as the factors of 

benefit return and preferential use. 

CONCLUSION 

In conclusion, the acceptance of small entrepreneurs towards al-rahn was low based on 

previous studies. The findings from this article suggested that the factor of understanding and 

halal and haram consideration as the intrinsic factors showed positive and significant acceptance 

by Muslim small entrepreneurs in Kelantan towards al-rahn. The findings also showed that 

Muslim small entrepreneurs in Kelantan have a good response to al-rahn which carries out its 

operations according to sharia and true Islamic principles.  

In addition, the finding showed that al-rahn has a great potential to continuously grow 

and can give various benefits to the entrepreneurs. It also helps the society's social development 

by reducing poverty through productive activities. This is important for the entrepreneur because 

their awareness can make a huge difference to the al-rahn industry.  

However, the dimensions of benefits return factor and preferential use factor have 

contradicted result. The regression analysis showed that there was no significant relationship 

between Muslim small entrepreneurs in Kelantan towards al-rahn's acceptance. Therefore, this 

study is proposed to be expanded to a wider scope particularly to other states as well as to look at 

extrinsic factors (external stimuli). The reason is because some states in Malaysia also consist of 

entrepreneurs who run small businesses. In addition, the results of this study can give 

understanding to entrepreneurs regarding the al-rahn instrument, and thus improving their 

business. This study also helps al-rahn institutions to be empowered and better in providing their 

services without involving with loans. 

If al-rahn policymakers take this study seriously, they may help the entrepreneurs to have 

better understanding about al-rahn, increase awareness among the entrepreneurs, and contribute 

to the economy. 
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