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Abstract

As one of the Islamic financial instruments, Qard-Al-Hasan plays an irreplaceable
role in achieving social justice, reducing poverty, and strengthening the spirit of
cooperation in society. Given the importance of this institution in the Iranian econ-
omy, this article aims to analyze the historical and institutional development of the
Qard-Al-Hasan system and identify the challenges and solutions facing it, using
combined methods of content analysis and survey. In the qualitative phase, using
systematic content analysis, nearly 150 conceptual codes were extracted from the
texts and categorized into five key areas (economic-financial, legal-supervisory,
institutional-management, infrastructure-technology, and cultural-social). These
codes were used as the basis for designing a questionnaire that was distributed
among 384 experts and activists in this field.

The results of the study indicate that the most important challenges facing the
Qard-Al-Hasan system are in the economic-financial (26.8%) and legal-super-
visory (19.1%) areas, respectively. On the other hand, the proposed solutions
show that the most effective measures to improve this system are focused on the
legal-supervisory area (28.5%) in the first priority and the economic-financial
area (22.3%) in the second priority. Accordingly, the formulation of transparent
laws, the establishment of an independent supervisory institution, the provision
of sustainable financial resources, and the provision of tax incentives have been
identified as key solutions. These findings emphasize the necessity of a planned
transition and the phased implementation of reforms to achieve an efficient and
effective Qard-Al-Hasan system in the Iranian economy.
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Extended Abstract

1. Introduction

Qard-Al-Hasan represents one of the most fundamental instruments of
Islamic finance, rooted deeply in the ethical, social, and economic principles
of Islam. It is designed to promote social justice, financial inclusion, poverty
alleviation, and solidarity by providing interest-free loans to individuals and
groups in need. In Iran, Qard-Al-Hasan has historically played a significant
role both before and after the Islamic Revolution, operating through infor-
mal community-based funds and later through formal banking and financial
institutions.

Despite its strong religious legitimacy and social acceptance, the Qard-
Al-Hasan system in Iran faces multiple structural, institutional, legal, and
operational challenges that have hindered its effectiveness and sustainabil-
ity. These challenges include limited financial resources, weak institution-
al governance, regulatory ambiguities, lack of technological infrastructure,
cultural constraints, and inefficiencies in fund allocation and monitoring.
Consequently, the system has not been able to fully realize its potential as an
effective mechanism for equitable financial development.

Given these limitations, there is a growing need for a comprehensive and
systematic analysis of the challenges facing the Qard-Al-Hasan system in
Iran, as well as the identification of practical and policy-oriented solutions for
its development. This study aims to fill this gap by adopting a mixed-meth-
ods research approach to identify key obstacles and propose evidence-based
strategies for the evolutionary transition toward an efficient and sustainable
Qard-Al-Hasan system in Iran’s economy.

Accordingly, the main research questions addressed in this study are:

1. What are the most important institutional, structural, and operation-
al challenges hindering the development of an efficient Qard-Al-Hasan sys-
tem in Iran?

2. What policy, legal, managerial, and technological reforms are nec-
essary to facilitate the formation and expansion of a well-functioning Qard-
Al-Hasan system?

2. Research Methodology

This study is applied in terms of purpose and employs a mixed-methods
(qualitative—quantitative) research design. The research was conducted in
two main phases.
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Qualitative Phase: Content Analysis

In the qualitative phase, a systematic content analysis was conducted to
identify the challenges and development strategies related to the Qard-Al-
Hasan system in Iran. A wide range of sources—including academic arti-
cles, books, theses, legal documents, official reports, and expert interviews
published in reputable media outlets—were reviewed. The unit of analysis
was defined as sentences and meaningful phrases referring to challenges or
solutions related to Qard-Al-Hasan.

Through careful coding and manual analysis, approximately 150 mean-
ingful units were extracted. These units were subsequently categorized into
five major dimensions:

1. Economic—Financial

2. Legal-Regulatory

3. Institutional-Managerial

4. Infrastructure—Technological

5. Cultural-Social

These categories served as the conceptual foundation for designing the
questionnaire used in the quantitative phase.

Quantitative Phase: Survey Method

In the quantitative phase, a structured questionnaire was developed based
on the extracted qualitative codes. Data were collected from three main
groups within the target population:

1. Managers and experts of public and private banks involved in Qard-
Al-Hasan lending

2. University professors and PhD students in economics, finance, and
Islamic banking

3. Researchers and experts in Islamic finance

The sampling method was simple random sampling. Given the unlim-
ited population size and lack of access to population variance, the sample
size was calculated using Cochran’s formula, resulting in a sample of 384
respondents, with a 95% confidence level (o = 0.05).

Data were collected through both electronic and in-person question-
naires. The reliability of the questionnaire was assessed using Cronbach’s
alpha, which indicated excellent internal consistency. Convergent validity
was confirmed using Average Variance Extracted (AVE), Composite Relia-
bility (CR), and factor loadings. Additionally, Kaiser-Meyer—Olkin (KMO)
and Bartlett’s Test of Sphericity confirmed the suitability of the data for ex-
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ploratory factor analysis.

3. Research Findings

The qualitative content analysis revealed a comprehensive set of chal-
lenges and solutions affecting the development of the Qard-Al-Hasan system
in Iran. These challenges are multidimensional and interrelated.

The quantitative findings confirmed the robustness of the research in-
strument. The KMO value (0.959) indicated excellent sampling adequacy,
and Bartlett’s test was statistically significant, demonstrating strong corre-
lations among questionnaire items. Exploratory factor analysis showed that
the extracted factors explained a substantial proportion of the total variance,
validating the conceptual framework derived from the qualitative phase.

Demographic analysis of respondents showed a diverse and knowledge-
able sample in terms of gender and educational background, enhancing the
credibility of the findings.

The results indicate that:

*  Economic—financial challenges, such as limited funding sources,
low sustainability of resources, and inefficient allocation mechanisms, rep-
resent major barriers.

*  Legal-regulatory challenges, including fragmented regulations and
delayed implementation of supervisory frameworks, reduce institutional ef-
fectiveness.

» Institutional-managerial challenges, such as weak governance, lack
of professional management, and insufficient performance monitoring, un-
dermine operational efficiency.

*  Technological and infrastructural limitations, including inadequate
digital platforms and data systems, constrain transparency and scalability.

e Cultural-social factors, such as limited public awareness and trust,
affect participation and long-term engagement.

The findings also highlight a set of policy and operational solutions, in-
cluding regulatory reform, institutional consolidation, technological modern-
ization, professional capacity building, and public awareness enhancement.

4. Conclusion

This study provides a comprehensive and multidimensional analysis of
the Qard-Al-Hasan system in Iran by integrating theoretical foundations,
historical evolution, institutional developments, and empirical evidence.
Drawing on Islamic economic thought—particularly the perspectives of
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prominent scholars such as Shahid Sadr, Shahid Motahari, and Shahid Be-
heshti—the research conceptualizes Qard-Al-Hasan not merely as a financial
instrument, but as a structured socio-economic institution aimed at achieving
social justice, poverty reduction, and economic balance. Empirical evidence
from comparative experiences in the MENA region and Turkey further re-
inforces the argument that institutionalized Qard-Al-Hasan mechanisms can
significantly enhance household income stability and economic resilience,

especially during periods of economic shocks.

The findings of this research demonstrate that the challenges facing the
Qard-Al-Hasan system in Iran are fundamentally structural and interdepend-
ent. Although economic and financial constraints—such as inflation and the
lack of sustainable funding sources—are highly visible, the results clearly
indicate that legal and regulatory deficiencies constitute the most influential

bottleneck.

The evolutionary transition model developed in this study shows that le-
gal-supervisory reforms account for the highest impact (31.1%), followed
by economic—financial measures (24.3%), technological infrastructure
(17.5%), institutional-managerial capacity (14.9%), and finally cultural-so-
cial interventions (12.2%). This hierarchy highlights a critical insight: while
economic problems are the most apparent, their resolution is contingent upon
prior legal and regulatory reform. Without transparent laws, independent su-
pervision, and coherent national policy-making, financial and technological

interventions remain ineffective or unsustainable.

In conclusion, the study emphasizes that the successful development of

a desirable and efficient Qard-Al-Hasan system in Iran requires a phased,

o prioritized, and coordinated reform strategy. The transition should begin
<DE with comprehensive legal and supervisory reforms, followed by the stabili-
e zation of financial resources, modernization of technological infrastructure,
'E_] strengthening of institutional governance, and sustained cultural and social
BLL) capacity-building. Such an integrated approach aligns both with Islamic eco-
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