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ABSTRACT 
Maintaining Baitul Maal Wat Tamwil (BMT) sustainability as an Islamic microfinance institution is very important 
because it can reduce poverty and increase economic growth. However, institutions usually face challenges, like the 
COVID-19 pandemic, which negatively impacts their sustainability. Therefore, the only way to keep such institutions 
functional and ensure financial progress is by practising risk management. Qualitative studies performed to analyze the 
lenitive effects of the risk management practices undertaken by BMT Maslahah Pasuruan and East Java due to the 
COVID-19 pandemic. Data collection conducted using interview techniques, documentation, and FDG (Forum Group 
Discussion). The results show that BMT has taken preventive steps in managing the risk. They optimized their marketing 
funding strategies to balance their outflows and members and cut down their cost, therefore overcoming financing 
inflow. Placement and distribution carried out selectively, using the suitable method and reserve losses on default 
debtors to avoid serious risks. 
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1. INTRODUCTION 

The Corona Virus Diseases (COVID-19) pandemic 
has caused many losses to economies worldwide, and it 
almost stops an economic activity. Based on the 
information reported in the daily Kompas.com that the 
spread of COVID-19 has an impact on economic activity 
and sharia business in Indonesia. There are several 
channels traversed by the effect of the COVID-19 
outbreak in Indonesia. Rising risks in Islamic financial 
institutions are part of the track. Besides, the increasing 
risk has an impact not only on banking and non-bank 
institutions but also on Islamic microfinance institutions. 
Moreover, some Risks arise from this outbreak: 
financing, operational, market, and liquidity risks. 

In this situation, risk management to minimize 
unexpected events. Financial institutions in which its 
operations are intermediaries are business activities that 
rely on third parties (depositors) to store their funds in 
financial institutions and then managed by channelling 
them in the form of financing to those who need them. 
Furthermore, risk management includes risk recognition, 
measurement, prevention, and supervision or control. 

Based on the Ministerial regulation number 35.3/Per/ 
M.KUKM/X/2007, it reinforces to Islamic microfinance 
institutions that in facing liquidity risk, BMTs must 

overcome these risks by themselves in various ways be 
able to survive the threats they face. Therefore, BMT 
should set up a risk management model. Besides, risk 
mitigation is part of risk management in the form of 
concrete steps implemented by the institution dealing 
with all-risk conditions. It is on market risk, liquidity, 
operations, and financing. 

The number of active cooperatives throughout East 
Java, both the regional scale and the regency/city scale, 
is 21,709 cooperatives (ODS data as of January 2020) 
and also the economic growth of East Java in the third 
quarter of 2019 macro-level has increased by 5.32% with 
a GRDP of Rp. 1,753.89 Trillion. When comparing the 
value with national economic growth of 5.02%, East 
Java's economic growth is higher than the national 
economic growth. Shows optimism in economic 
development in East Java. One of the sharia cooperatives 
that has contributed to economic growth in East Java is 
BMT Maslahah. 

BMT Maslahah Pasuruan is one of the fast-
developing Baitul Maal Wat Tamwil in East Java. 
Twenty-one (21) years of work to build the country, 
BMT Maslahah contributed to enhance the capabilities 
and economic potential of the cooperative and the 
community, strengthen the economy of the people, 
develop the national economy, and enhance the creativity 
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and soul of one organization for the youth of the nation. 
Based on the Management and Supervisory 
Responsibility Report Closed for the Fiscal Year 2019, 
the number of members (both registered members, savers 
members, financing members) increased by 23,250 
people (6.98%) 333,244 people in 2018 to 356,494 
people in 2019. Then the office branches now number 
101 with a total of 664 employees. Besides, the 
development of BMT assets should be accompanied by 
sound risk management to assess liquidity, smooth 
operation, the fulfilment of the collectibility of financing, 
and survive with existing market risks. 

BMT took preventive steps to more attention to 
members to avoid liquidity risk [1]. Mitigate the risk of 
financing, members of sharia cooperatives were to 
mitigate starting from Input-Process-Output  [2]. And the 
regulation and supervision had an impact on the 
implementation of risk management in Islamic 
microfinance institutions. 

Wijaya found several ways to mitigate risk in the 
financing, namely a) collateral, b) risk transfer, c) late 
payment fines for able members d) allowance for 
receivable losses (PPAP) [3]. Based on previous studies' 
results, this study has several similarities related to 
mitigating some risks in Islamic financial institutions: 
financing, operational, and liquidity risk. However, in 
this research, another variable, namely market risk, has 
been included in a global phenomenon, the COVID-19 
pandemic. Furthermore, the research results strengthened 
the research results that the COVID-19 pandemic had a 
significant effect on the worldwide economy in the short 
term [4]. 

Based on the results of interviews using online media 
with the Managing Director of BMT Maslahah Related 
to the condition of BMT during the COVID-19 
pandemic, it sowed as follows:  

"Until the end of March 2020, BMT can still increase 
revenue. In early April, the decreased member 
turnover due to the impact of COVID-19 has led to a 
decrease in credits payment. Consumptive factors 
withdraw savings. But, financial stability and 
liquidity remained under control." 

Based on the explanation, this study aims to analyze 
the risk mitigation of the COVID-19 pandemic in BMT 
Maslahah Pasuruan, East Java.  

1.1. Risks of the COVID-19 Pandemic in the 
Financial Services Sector  

Based on BPS (Statistics Indonesia) data in the first 
quarter of 2020, Indonesia's economic growth declined in 
almost all sectors due to the COVID-19 pandemic 
impact. The spread of the COVID-19 virus also affects 

financial markets worldwide [5]. Therefore, the 
importance of early mitigation policies during pandemic 
shocks [6].  

There were several risks in intermediary financial 
institutions [7]; credit, market, operational, liquidity, 
reputation, business, systemic, and moral hazard risks. 
From these risks, possible financial institutions can face 
more than one risk due to the COVID-19 pandemic. 
Yusgiantoro, as the Financial Services Sector Research 
Department at the Financial Services Authority, 
explained that the financial services sector's risks due to 
the COVID-19 pandemic were, firstly, liquidity risk to 
outflow third party, inflow credit, and outflow of funds. 
Secondly, reputation risk was a sentiment. Third, credit 
risk, namely the debtor's default [8]. 

1.2.  Risk Management in Sharia Microfinance 
Institutions  

When a business entity is was founded within sharia, 
by sharia economic objectives, wealth is distributed 
equitably among many hands without inflicting harm on 
them [9]. Legally can be done by allowing low-income 
earners to have easy access to microfinance institutions 

The contribution of Islamic Microfinance Institutions 
in alleviating poverty with interest-free financing options 
and more flexible payment plans was the main factor. 
The redistribution of Islamic Microfinance Institutions 
over public donations to the poor in the form of Qard al 
Hasan (interest-free credit) also strengthened their role as 
essential contributors to poverty reduction [10]. Baitul 
Maal Wat Tamwil, as an Islamic microfinance institution 
with its financing products, can reduce poverty levels 
[11]. 

Risk is a common thing that must be faced by all 
financial institutions, and they cannot avoid it: however, 
they can take action to reduce it. Risk allows the outcome 
of an event that results in a detrimental situation. In the 
field of risk, finance refers to the loss of income and asset 
value. The term risk has various meanings in business 
and daily life. At the most general level, the threat utilizes 
to describe any situation where there is uncertainty about 
what will happen [12]. 

Based on the National Bank of Ethiopia (2010), it 
cannot avoid risk problems as an Islamic microfinance 
financial institution. An inherent element an integral part 
of financial services in general, microfinance in 
particular and indeed, some of the benefits are rewarded 
for risk-taking in business. On the other hand, excessive 
risk will cause harm, thus jeopardizing the safety of 
microfinance depositors. As a result, microfinance 
institutions may fail to meet their social and financial 
goals. So proactive risk management is critical to long-
term sustainability. 
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2. METHODS  

The type of research used is descriptive qualitative; it 
analyzes an event faced by research subjects. For 
example, related to responses, behaviours, motivations, 
etc. were discussed thoroughly and then described using 
natural language and various scientific methods [13]. The 
object of this research is BMT Maslahah Pasuruan, East 
Java. In this study, the research subjects and informants 
were the Managing Director, Business Director, Head of 
Finance Division, Internal Controller Division, and the 
members of BMT Maslahah Pasuruan. There are three 
data collecting techniques. Those are interviews, 
documentation, and FGD (Forum Group Discussion). 

3. RESULTS AND DISCUSSION  

Based on the results of interviews with  
Managing Director of BMT Maslahah about the impact 
of the pandemic on BMT Maslahah's operations was as 
follows:  

"This pandemic has an impact on BMT Maslahah 
operations. Besides, because of COVID-19, many 
members' savings will be withdrawn to meet needs 
during a pandemic. Members' credits also did not run 
smoothly because their business was affected by 
COVID-19 since this pandemic impacted the 
institution and a risk that BMT must face. Whereas, 
during the current month, BMT still survived despite 
the declining profits. Many BMT debtors can’t 
understand the government message about the 
looseness of credit at the beginning of the pandemic. 
They assume that the regulation can cover all types of 
financing, but the looseness is only for the productive 
financing that is affected. And they do not pay credit 
because of misunderstanding". 

Statement of the Managing Director of BMT 
Maslahah was also in line with the Head of the Finance 
Division's financial statements. Based on financial report 
in April 2020, the NPF Ratio increased by 2.6%, and 
BMT's profits decreased by 9.3%, and the savings 
balance in May 2020 decreased by 3%. This figure 
showed a reasonably good performance amid a 
pandemic. Withstanding the various risks faced, BMT 
Maslahah had a variety of strategies as conveyed by the 
director of BMT Maslahah: 

"When this pandemic happened, there were several 
steps that we had taken, namely several policies 
outlined in the form of instructions to all branches of 
BMT Maslahah, which numbered 101 in East Java. 
We at the centre continued to provide direction and 
motivation to our branch friends to continue to be 
creative and innovative in this pandemic situation; of 
course, there were different ways in each region. 
However, starting in May, this was predicted to be 

hard to survive because funding reduced/ more 
selective, which had a definite effect on the decline in 
income. But most important was enhancing 
communication and emotional connection between 
BMT with members to strengthen each other. That 
was, motivation remains optimistic and harmony in 
work and worship (increase Dhuha prayer, Qonaah, 
thankfulness, etc.) and encourage each other ". 

The public communication strategy, especially for 
BMT members, is carried out effectively and massively 
in dealing with public sentiment over the COVID-19 
pandemic. Furthermore, there are centralized policies 
that must be carried out by all branches of BMT 
Maslahah spread in East Java province. However, each 
region has a different way, several ways done by all BMT 
Maslahah. As stated by the Managing Director of BMT 
Maslahah and Business Director about liquidity risk 
mitigation, especially in the aspect outflow depositors:  

"We can maintain a cash ratio of 30%. However, 
many customers make withdrawals. COVID-19 
pandemic did not have much impact on the 
withdrawal of savings in our BMT. The savings 
balance in May decreased compared to April by only 
3%, and even then due to withdrawals for the 
holiday's needs as per the annual cycle habits. At this, 
the position of idle money and do not have any bank 
financing dependents. We continue to make efforts 
and strategies to increase savings members by never 
delaying the withdrawal of savings continuously". 

Furthermore, answers to research subjects about 
liquidity from the aspect of financing receivables (inflow 
of financing) were as follows:  

"as I explained before, each region had its way, but 
friends had taken several steps to prevent the risk of 
this financing. Those were; 1) Educating and 
approaching customers regarding Covid-19 and 
cooperatives. Moreover, these cooperatives were not 
the same as banks or leasing under OJK. Education 
about financial management (such as a frugal 
lifestyle, spending priorities, etc.) and asset sales. 2) 
Providing a solution related to the decline in member 
income. 3) Relieving in principal installments. 4) 
Decreasing in the margin/ Profit Sharing if the 
monthly margin of 1.5 is cut to 1, 2, etc., conditional. 
5) Give souvenirs for credit membesr who pay 
smoothly. 6) Seducing a member by the employees".  

Deteriorates cash flow of funds out in BMT Maslahah 
also be delivered as follows:  

"In the current economic circumstances, to mitigate 
the risk, the money we save in the treasury, some 
savings in the bank. We are also a little worried if we 
save a lot of money at the bank. At the moment, banks 
have an unpleasant problem. Idle money/over liquid 
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is also not good. Our principle is better to be over-
liquid than financing or investment expansion but at 
high risk. Besides, we temporarily revoked the 
application for funding except for those who truly 
believed in the prospect and repayment". 

Related to BMT Maslahah profitability, research 
subjects explain as follows:  

"Profitability is our homework. but thank God, the 
profit is still quite high, even compared to YOY 2019 
as of May, is still higher now in 2020". 

Regarding management financing risk during the 
pandemic, the Head of the Internal Control Division also 
explained as follows:  

"There is a connection, internal control with 
financing. The realization of the funding, instalment 
payments that have the potential risk during a 
pandemic must be risk management, strategies, and 
others. The way that we have done is as follows: 1) 
Keep billing that is not affected, 2) Perform relaxation 
for those affected, 3) The ceiling for financing 
realization is limited. 4. Realization of financing only 
for businesses that are not affected directly".  

To deal with the debtor's default, BMT reserves a loss 
financing loss fund. As stated by the research subjects:  

"PPAP (Allowance for Earning Assets Losses in 
BMT has a PPAP policy of 15% (of the goal group. 
Less smoothly), 50% (of the doubtful group), and 
100% (of the bad goal). After deducting the collateral 
value, BMT also set aside 20% (from SHU each year 
for reserve funds)". 

Based on the above explanation, the risk mitigation of 
the impact of the covid-19 pandemic in BMT Maslahah 
is as follows:  

 
 

 

 

 

 

 

 

 

Figure 1. Risk Mitigation of Covid-19 Pandemic in 
BMT Maslahah 

Based on Figure 1, there are five risks and mitigations 
in BMT Maslahah during the covid-19 pandemic. Those 
risks are rumors, liquidity, the outflow of funds, and 

default debtors. The Risk Mitigation of COVID-19 
Pandemic in BMT Maslahah with several risk mitigations 
(M1, M2, M3, M4, M5). Creating sentiments in the 
community so that various rumours spread that could 
harm financial institutions. Therefore, mitigating 
emotions/rumours (M1), BMT effectively and massively 
conducts public communication, especially for 
cooperative members. Besides, the BMT uses Mass 
Media in facilitating community education. 

 The BMT established a policy of financial relaxation 
in mitigating liquidity risk over inflow financing. 
Relaxation of financing is to change the funding structure 
by the debtors' ability to pay credit during the pandemic. 
Delaying debt repayment and reassessing debt 
sustainability after conditions return to normal is one step 
that creditors must take to prevent debt crises during a 
pandemic [14]; [15].  

The BMT implemented marketing funding strategies 
in mitigating outflows depositors. Marketing funding 
strategies can increase people's interest in saving and can 
be a competitive advantage for the company. Besides, the 
increase in inflow depositors through marketing funding 
strategies during the pandemic. Marketing funding 
Strategies can increase people's interest in saving [16] 
and can be a competitive advantage for a company [17]. 
Then the outflow of funds (M4) during the pandemic, 
BMT, is more selective in terms of 
placement/distribution of funds, especially in the 
realization of financing. The ceiling for financing 
realization is limited, and the financing realization is only 
for businesses that are not directly affected by the 
COVID-19 pandemic.   

In the risk mitigation on debtor default (M5), BMT 
uses a cooperative strategy. The BMT still wants to have 
a long-term relationship in business with the customers. 
The The strategy was implemented by using restructuring 
efforts (such as rescheduling, rebuilding, and 
restructuring). Also, BMT reserves funds for loss 
financing losses in PPAP (Allowance for Earning 
Assets).  

Under hibernation, due to the Covid-19 pandemic, a 
company must maintain good relations with workers, 
suppliers, customers, governments, and creditors. If all 
stakeholders share the burden of economic inactivity, 
companies are more likely to survive [18]. BMT 
Maslahah, as an Islamic microfinance institution, shares 
the responsibility of economic inactivity due to the 
pandemic. The government's cooperation to keep 
financial institutions survive with various financial risks 
during and after the Covid-19 pandemic. 

The results of this study show that effective 
communication helps building trust and improving 
performance of a service industry, and the relaxation 
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policy during the Covid-19 pandemic can reduce the risk 
of financial companies in liquidity and default debtors. 

 

4. CONCLUSION  

The Risk mitigation of the COVID-19 pandemic in 
BMT Maslahah Pasuruan, East Java, can be resolved 
with several mitigation measures. Optimizing strategies 
marketing funding to balance outflow of member funds 
and financing relaxation to overcome inflow funding. 
Placement and distribution of funds more selectively to 
avoid very high risks. Besides, use a cooperative strategy 
and reserve losses on the debtor's default.  

Research related to risk mitigation can be discussed 
more particularly during the Covid-19 pandemic, as 
many financial institutions are affected by the pandemic. 
A significant limitation of this study is the study sample; 
since the example covers only one regency in East Java 
province, Indonesia, it does not represent the whole of 
East Java or Indonesia. Researchers can further add other 
districts and other areas to look at the mitigation risks 
experienced by Islamic microfinance institutions in 
Indonesia during the Covid-19 pandemic. The broader 
scope could be by researching one of the OIC countries 
that have Islamic microfinance institutions. This research 
is an empirical study that discusses risk mitigation in 
Islamic microfinance institutions so that this research 
makes a unique contribution to Islamic financial 
literature. 
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