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ABSTRACT

While the Islamic peer to peer (P2P) lending is useful especially during the present
Covid-19 Pandemic, its default risk remains high. In this study, we apply the extended
general strain theory to investigate borrowers’ default intention on the Islamic P2P
lending during the pandemic period. Using the SEM-PLS method to analyse data
gathered from a survey, we find economic pressure and socialization difficulty to be
significant in increasing negative affects (life dissatisfaction, perceived unfairness, and
inferiority feeling) and hence indirectly affecting the willingness to repay. Further, we
find that socialization difficulty does not seem to have direct influences on default
intention. Finally, moral norms appear to be a significant moderating factor in the
framework. These should contribute to a better scoring system of the Islamic P2P
lending.
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I. INTRODUCTION

The COVID-19 health crisis, which started in Wuhan in late 2019 and declared as
pandemic by the World Health Organization (WHO) in March 2020, has stimulated
much discussion into its impacts on Financial Technology (FinTech). In particular,
the role of peer-to-peer (P2P) lending has been brought back into the spotlight.
According to Ministry of Finance Republic of Indonesia (2021), the P2P lending
facilitates small and medium enterprises (SME) for access to funding. The P2P
lending also plays an important role in providing financial access to unbanked
people.

Although the number of P2P lending companies decreased from 164 in 2019 to
103 in 2021, the number of transactions grew significantly during COVID-19 from
18.5 million to 71.8 million. Approximately 69.5 percent of them are unbanked
people (Rahardyan, 2021; Bareksa, 2020). The data provided by Indonesia Financial
Services Authority (2021) show that the amount of accumulated loan disbursement
also increased significantly from 81 billion in 2019 to 262 billion in 2021.

With the rapid development of the P2P lending, the issue of credit risk cannot
be ignored. As the P2P lending issues unsecured credit loans via lending platforms
without financial intermediaries, it is important to identify the P2P default risk.
According to the Indonesia Financial Services Authority (2020), the amount of
outstanding loan grew 16.43% from Rp13.14 trillion in 2019 to Rp15.21 trillion in
2020. De Castro Vieira et al. (2019) mention that 90 days success rate and 90 days
level of default are used as an indicator to measure the performance of fintech
companies in managing their credit risk. The data show that 90 days success
rate was at 97.38% and 90 days default rate of P2P lending was at 2.62% at the
beginning of pandemic in April 2019. Then, the 90 days success rate decreased to
92.42% while 90 days default rate increased to 7.18% in 2020.

Loan default is also a concern for Islamic peer-to-peer lending. The data
from Indonesia Financial Services Authority (2021) show that, perhaps due
in part to loan default, the number of Islamic P2P lending companies declines
significantly from 18 pre-Covid-19 pandemics 2018 to only 7 in 2021. There are
several reasons accounting for this decline and for increasing default risk. First,
according to Rahardyan (2020), some sectors have been severely affected during
the pandemic. For examples, heightened uncertainty stalled productive financing
and capital financing to the informal sector travel restrictions completely stopped
umrah financing. In addition, approximately 72,983 workers were laid-off, 47% of
employees had salary cut, and 30 millions of SMEs went bankrupt in 2021 (Putra,
2021; Hasibuan, 2021). Thus, the repayment difficulty due to unstable income
likely increased the default risk over the period.

Second, while Islamic P2P lending acts as an intermediary between investors
and borrowers (Muhammad & Nissa, 2020), it needs to reserve funds to finance
their operational activities. Therefore, liquidity risk becomes important. Third, the
P2P system does not have a reliable credit score system. In addition, the majority
of borrowers in the Islamic P2P lending are unbankabled and hence their credit
history is absence. In response to the issue of high borrower’s default during the
pandemic, the Indonesia Financial Services Authority acknowledges theimportance
of a reliable scoring system. The Indonesia Financial Services Authority also has
called several fintech companies to discuss action plans to improve borrowers’
loan repayment strategy (Ardianto, 2020).
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Theoretically, there are three views related to credit characteristic of fintech
peer to peer lending. First, the process of loan in peer-to-peer lending is different
from the traditional banking due to information asymmetry (Lin, Li, & Zheng,
2017; de Castro & Kammler, 2016). Fintech lending credit data are currently not
listed in the financial information service system (SLIK) by the Indonesia Financial
Services Authority, so there is a difficulty to gauge borrower’s creditworthiness
from the information provided in the online platform (Idris, 2021). Thus, it will
be individual investors who bear the credit risk instead of financial institutions
(Serrano-Cinca et al., 2015). Second, the default risk in peer-to-peer lending is
higher in nature compared to traditional loans. This is due to the fact that lenders
have little knowledge about credit risk management and screening process.
Consequently, the P2P lending has a higher risk with higher default probability
as compared to traditional loans (Guo et al., 2016). Third, according to Wang et
al. (2020) and Agnew (1992), default is essentially a deviant behavior, which may
characterizes the P2P lending. Thus, it is important to examine the borrower’s
psychological perspectives during crisis and how they affect loan default.

Empirically, several papers have emerged to analyze borrower’s default. They
predominantly focus on loan characteristics, such as interest rate, loan period,
loan size (Croux et al., 2020; Everett, 2015), and borrowers characteristics, such as
gender, annual or monthly income, current housing situation, past loan experience
(Serrano-cinca et al., 2015; Iyer et al., 2015; Lin et al., 2017). Some studies analyze
the default from the screening process, such as social media activities (Khilfah &
Faturohman, 2020), while others look at the macroeconomic perspective (Croux et
al., 2020). However, very few studies relate default behavior with psychological
factors, especially in the context of Islamic peer to peer lending. Tokunaga (1993)
conducts a study to analyze consumer credit characteristics, which include
borrower’s perception toward money, borrower’s self-efficacy, and sensation-
seeking. Another study conducted by Lea et al. (1995) mentions that the level
of social status also has a positive relationship with the use of credit. Wang et
al. (2020) adopt the general strain theory to analyze the psychological factors of
default borrowers in microloan in China. The study shows that economic pressure
and socialization difficulty have positive effects on borrowers’ life dissatisfaction,
perceived unfairness, inferiority feeling, and loneliness. Strains and negative affect
are found to have positive effect on default intention, while moral norm exerts a
negative effect on default behavior through strains and negative affect.

Along this line of research, this study investigates the borrower’s default
intention on Islamic peer to peer lending during the Covide-19. It contributes to the
literature in several aspects. First, given very limited studies, there remains a gap in
our understanding of the borrowers” default behavior in Islamic P2P lending from
their psychological factors. It also remains uncertain whether the psychological
factors would affect their default behavior during COVID-19 pandemic. Extensive
researches have focused on non-psychological factors, such as borrowers and
loan characteristics (Wimboh et al., 2020) and social media activities (Khilfah &
Faturohman, 2020). We complement these studies by focusing on psychological
factors.

Second, we contribute to the literature on default behavior in Islamic peer to
peer lending. Although there is only one study related to Islamic peer to peer
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lending in Indonesia (Wimboh et al., 2020), majority of previous research focus
on Microfinance Institutions (Ssekiziyivu et al., 2017; Worokinasih & Potipiroon,
2019), agricultural credit corporations (Ewuola & Williams, 1995); conventional
peer to peer lending companies (Croux et al, 2020; Chen et al., 2019; Lin &
Viswanathan, 2015), and Islamic banking and conventional banking (Bekele et al.,
2016).

Third, this study takes Indonesia as a case study. Bholat & Atz (2016) state
that geographical differences bring new perspective. The result will be varied
due to its differences in access to finance, government regulation, environment,
and social factors. Indonesia as the country with highest Muslim population
and unique geography will bring novelty to the literature in the field of Islamic
fintech. Indonesia has is very large number of MSMEs. The data suggest that the
MSME:s in Indonesia are dominated by micro businesses, amounting to 98.68%
with a workforce absorption capacity of around 89%. The contribution of micro
enterprises to GDP is roughly 37.8%. Although the capital access remains an issue
for the MSMEs during the Covid-19 pandemic, the presence of Islamic fintech
has increased their financial inclusion and it serves an alternative funding for
them (Hasan et al., 2020). As the number of customers are unbankabled with
low information about their credit history, Indonesia provides a good setting for
assessing the roles of psychological factors in loan default. And fourth, to the best
of author’s knowledge, there is no current study that use COVID-19 crisis as a
context that represents the economic pressure. Majority of studies leverage on the
issue of financial disruption and comparation between Islamic and conventional
fintech (Bekele et al., 2016).

The rest of the paper is organized as follows. Section 2 reviews the literature
on Islamic peer-to-peer lending and credit behavior; section 3 explains the data
and methodology; section 4 discusses the empirical results; section 5 concludes
the paper.

II. LITERATURE REVIEW

2.1. Background

2.1.1. The Concept of Islamic P2P Lending

Peer to peer (P2P) lending is abusiness model that integrates finance and technology
to collect funds from lenders or investors and distribute them to borrowers. The
transaction is via an online platform in which the borrowers request for the
loan from the lenders (Gomber et al., 2017; Liu, Brass, Lu & Chen, 2015). Unlike
crowdfunding, P2P lending focuses on an individual borrower and lender, while
crowdfunding pool the fund from many investors to finance the project (Ban &
Lee, 2020; Hasnan, 2019).

As we can see in figure 1, the investment process starts with 1) Investors
receive a funding request through platform, 2) the platform requests authorization
from the investors to channel funds to borrowers, 3) the investors approve the
granting of power to the platform, 4) the platform requests for power of borrowers
to disburse the funding, 5) the borrowers approve the granting power, and 6) the
funds are given to the borrowers.



Journal of Islamic Monetary Economics and Finance, Vol. 8, Number 2, 2022 223

Request for power of
Loan invesment attorney

l—»

Request for power of

v =iel wl
=1 (=] A =
o attorne £ g pprove 5}
z ! 2 ER 5 z
= I~ £
o ot )
o) gl a. s
Approve p Loan payment
3—mm

Figure 1.
Mechanism of P2P Lending (Piskin and Kus, 2019)

The Islamic P2P lending a technology-based business that offers financial
services based on Islamic principles (Wiryanto, 2018). These principles include
prohibition of interest (riba), prohibitation of speculation or gambling (maysir),
avoidance of uncertainty (gharar) and absence of products and services prohibited
by Islam, such as money game, haram products, beer, and others (Todorof, 2018;
Ascarya, 2017). Majority of Islamic P2P lending use mudharabah, wakalah, al-
Qard, and murabahah as the contract agreements.

2.1.2. Islamic P2P Lending Practices in Indonesia

During the Covid-19 pandemic, Bella (2020) mention that the main challenge for
roughly 70% of MSMEs is access to capital. As the MSMEs are mostly unbanked, he
existence of P2P lending provides them access to an alternative source of funding.
According to the Indonesia Financial Services Authority (2020), the borrowing
through P2P lending increased from Rp 4.4 million in 2018 to Rp 43 million in 2020,
in which Rp 37 million is in Java Islands. The amount of accumulated funding also
increased from Rp 21.6 trillion in 2018 to Rp155.9 trillion in 2020.

Currently, there are 7 (seven) Islamic P2P lending companies that have been
registered and licensed by the Indonesia Financial Services Authority (2021). The
number declined from 18 in 2018 to 12 in 2019 and then dropped further to 7
in 2021 due to high competition, losses, high capital issues, and inability to do
underwriting process during Covid-19 pandemic (Nurfadilah & Samidi, 2021).
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Table 1.

List of Islamic Peer to Peer Lending Companies
No Name of company Types of products
1 Ammana Invoice financing for SMES, Ha]] fund, paylater, personal

financing

2 Alami Invoice financing
3 Dana Syariah Property and construction fund
4 Duha Syariah Invoice, business, and personal financing
5 Qazwa Funding for small and medium enterprises (SMEs)
6 Papitupi Syariah Business and personal financing
7 Ethis Fintek Indonesia Business financing

The MUI National Sharia Board (DSN) issued DSN-MUI fatwa No.117 of
2018 concerning Information Technology-Based Financing Services Based on
Sharia Principles as guidelines for the implementation of Sharia P2P Lending. The
contracts used by a financial services company based on information technology
should be in line with the characteristics of the financing services, including
mudharabah, musyarakah, wakalah bi al ujrah, and qardh contracts (Hikmah et al.,
2020).

2.1.3. General Strain Theory

General strain theory was first introduced by Agnew (1992) to examine deviant
behavior. Essentially, deviant behavior can be looked at from two perspectives,
namely normative and situational. In the normative perspective, deviant is
based on how human behavior violates existing and generally accepted social
norms (Goode, 2019). Othman et al. (2014) mention that when an employee does
corruption, theft, verbal abuse, and physical assault, that person behavior is
considered as normative at workplace. Shahid & Ahmad (2016) agree that those are
intentional actions by members of organization that violate the core organizational
and/or societal norms. On the other hand, in the situational perspective, an act
being seen as deviant depends on the context or location in which it takes place.
For example, playing loud music on public transport is considered as deviant, but
not at music festival.

In order to understand the psychological mechanism of deviant behavior,
there is a two-stage process as follows: 1) The effect of strains on negative effects.
Strains mean a pressure from one or more conditions that could trigger people to
be deviant (Agnew, 2010; Zhang & Lester, 2008). Some people with low ability to
cope with the pressure, they tend to engage more in deviant behavior (Agnew,
1992). 2) There are other external factors which could constraint the adoption
of such behavior. People with less constraints are normally less aware of the
consequences of their deviant behavior. This theory has been used extensively to
explain deviant behavior by previous researchers in the context of school bullying,
self-harm, and workplace violence.

In the context of loan, default is defined as the condition when borrowers could
not fulfil their repayment obligation (Xu & Chau, 2018; Nowak et al., 2018). This
study considers default as deviant behavior because it contradicts with contractual
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agreements between borrowers and lenders. In addition, it also causes several
negative impacts to investors and even to community. The general strain theory
has been applied by Wang et al. (2020) to analyze default behavior on microloan
in China. The study uses economic pressure and socialization difficulty as the
strains; life dissatisfaction, perceived unfairness, loneliness, and inferiority feeling
as the negative affects; moral norm and perceived deterrence as the moderating
variables; and default behavior as the deviant behavior.
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Figure 2.
General Strain Theory (Agnew, 1992; Wang et al., 2020)

2.2. Previous Studies

There has been extensive research on default behavior, assessing such factors
as loan characteristics and borrowers’ characteristics as its determinants. The
study by Dorfleitner et al. (2016) takes the development of Kiva, microfinance
institutions, as a case study. It analyses soft factors in loan applications in two
European P2P lending platforms and find that loan characteristics (loan size, loan
term) have a positive relationship with repayment behavior. Serrano-Cinca et al.
(2015) analyse whether the default in P2P lending can be explained by interest rate
and risk of default, loan characteristics (loan purpose and loan amount), borrower
characteristics (home ownership, annual income, and employment), credit
history, and personal indebtedness. They find that loan purpose, annual income,
credit history, and indebtedness are positively correlated with default. They also
mention that the bigger the loan size is, the higher the probability of default would
be. Wimboh et al. (2020) conduct a study about the default on Islamic peer to peer
lending from three platforms in Indonesia. The result shows that high loan interest
rate has a significant relationship with loan default. Further, loan maturity has
a positive relationship with the default for two platforms that mainly focus on
invoice financing, online seller financing, and employee financing, while on the
other hand, a negative relationship for another platform that focuses on micro
businesses. Other studies look at borrower’s characteristics, which include gender,
income level, educational level, and others (Emekter et al., 2015; Iyer et al., 2015;
Lin et al., 2017). They note that borrowers with low credit score is more likely to
default. A study conducted by Iyer et al., (2015) mentions that there is a positive
relationship between borrower’s social network and default behavior. When the
borrower has more borrowers-friend with bad debt, the risk of default increases.
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There is a good number of studies examines default from the psychological
factors. Huang & Fang (2021) analyzes the relationship between income
inequality and subjective well-being measured at individual and community
level in China. He finds that income inequality has negative relationship with
subjective well-being. Ganbat et al. (2021) use six psychological factors, namely,
self-control, financial decision making, neuroticism, selflessness and charitable
attitude, conscientiousness, and attitude toward money, that correlate them with
default in mortgage loan for the case of Mongolia. They show that borrowers’
self-control, financial decision-making, selflessness, and attitude toward money
affect their willingness to repay. Lu et al. (2016) apply the general strain theory to
analyze the default intention on online P2P lending in China. The model covers
strains (economic capacity, sense of loneliness, sense of fairness, sociability),
negative affects (life satisfaction, self-esteem, and moral norm), control variables
(demographic respondents’ profile), and delinquency intention as variables.
The study finds that higher psychosocial status leads to higher pleasant feeling.
Feelings of satisfaction and self-esteem, as well as high moral norm are positively
correlated with default intention.

In similar study, Wang et al. (2020) expand the general strain theory to
investigate the default behavior in online microloans in China to include non-
psychological factors, namely borrower’s characteristics and loan characteristics
together with psychological factors, namely strains (economic pressure and
socialization difficulty), negative affects (life dissatisfaction, perceived unfairness,
inferiority feeling, loneliness), moral norm, and perceived deterrence, and default
intention. They find that economic pressure and socialization difficulty have a
significant relationship with negative affect, such as life dissatisfaction, perceived
unfairness, inferiority feeling and loneliness, while moral norm and perceived
deterrence play an important role as mediator toward default intention. Morse
(2015) expands the economic strain theory to identify whether financial stress,
economic pressure and lower income can be used to predict default. It is found that
the borrower’s perception toward financial distress and economic pressure have
relationship with their debt-laden. Azzimonti et al. (2014) document that unequal
income distribution leads to borrowers’ perception toward social inequality which
triggers their default intention. When the peer-to-peer lending companies give
penalty charge for delinquency, it is more likely to affect their debt repayment.

Even though an increasing amount of literature is devoted to identify the
impact of loan and borrower’s characteristics on default in peer-to-peer lending,
studies that focus on psychological factors, especially for default in Islamic P2P
lending, are still limited. This study enriches this limited literature by applying
the general strain theory to investigate the borrower’s default intention on Islamic
peer to peer lending during COVID-19. The finding of this study is expected to
bring new insights in the Islamic fintech literature that can be used as a reference
for policy makers and practitioners.
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ITII. METHODOLOGY

3.1. Data

The study uses convenience sampling technique, which is a non-probabilistic
or non-random sampling, where respondents are selected based on certain
practical criteria such as easy access, geographical proximity, availability at a
given time or willingness to participate for the purpose of the study (Etikan et
al.,, 2016). Convenience sampling method is cost and time effective and it is easy
to implement. It has been adopted by studies concerning mobile banking (Safira
& Baridwan, 2018); smart work (Reddy, Rangga & Attada, 2020); online shopping
(Tham, Dastane, Johari, & Ismail, 2019), and Islamic fintech (Nurfadilah & Samidji,
2020; Purwantini & Anisa, 2021).

The primary data are collected using an online survey of the borrowers of
Islamic P2P lending' at Java Island?, who represent around 80% of total borrowers
in Indonesia (Otoritas Jasa Keuangan, 2020). The majority of fintech companies
are located in this region. At the beginning of the questionnaire, all respondents
were screened with several questions “Have you applied for funding from Islamic
P2P lending platform? Do you have an intention to apply for funding to Islamic
P2P lending platform?”. The respondents were only included in the survey if they
have used the services from the platform and have an intention to use the services.
Then, the respondents have to filled up the remaining questions.

As many as 18 (eighteen) items of questions are constructed in the format
of a 1 to 5 Likert scales (see table 2). Follow the rule of thumbs rule by Hair et
al. (2013), the minimum sample size in this study is 180. We received completed
questionnaires from 465 respondents, but we removed 79 due to incomplete data.
Finally, our final sample size is 386.

3.2. Model Development

T

| Moral Norms |
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Strains ,_, Negative Affects ,| Default Intention
| Economic Pressure | | Life Dissatisfaction | A
Socialization : Perceived
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Inferiority Feeling | !

Figure 3.
Research Model Adopted from Wang et al. (2020) and Wimboh et al. (2020)

1 Platfrom Alami, Amana, Ammana, Alami, Dana Syariah, Qazwa, Duha Syariah, Papitupi Syariah,
and Ethis

2 Java Island in this study refers to DKI Jakarta, West Java, East Java, Central Java, Banten, and
Yogyakarta
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This study adopts the general strain theory used Wang et al. (2020) and Lu et
al. (2016) to analyze the borrowers’ default intention in Islamic P2P lending. First,
it employs economic pressure and socialization difficulty as the key psychological
strains in Islamic P2P lending. During the early phase of the Covid-19 pandemic,
the issuance of government regulation ‘large-scale social restrictions’ seemed to be
the best solution to limit the transmission of the virus, but it also caused several
problems in social relationships, such as lack of friendship and social support (Ro,
2021). Besides, the economic pressure caused by the Covid-19 crisis exerted huge
impact to the society. The decline in economic activity also had a significant impact
and resulted in economic hardship for a majority of households in Indonesia. A
common measure of economic hardship is the inability to meet the basic needs.
Another challenge is the lack of financial resources. Based on the data provided by
the Ministry of Finance Republic of Indonesia (2021), 90% of small and medium
enterprises (SMEs) experienced a significant decline in their profitability, and
75.2% of SMEs experienced bankruptcy and difficulty getting capital access.
The unemployment rate reached 4.99% of the total workforce of 137.91 million
people. The government projects the increase in the unemployment rate due to the
pandemic to reach 5.23 million people. This condition led to the high ratio of non-
performing financing (NPF). In Q2 2020, the gross NPF has reached 5.12% and is
consistently above the banking sector (Thomas & Jannah, 2020).

This study uses life dissatisfaction, perceived unfairness, and inferiority
feeling as negative affects during the Covid-19 pandemic. De Pedraza et al. (2020)
mention that prolonged lockdowns, the rising number of Covid-19 cases and
deaths, income reduction, job loss, divorce, and bankruptcy lead to more anxiety
and high level of dissatisfaction. Therefore, the hypothesis is as follows:

H1: There is a positive and significant effect of economic pressure on negative
affects (life dissatisfaction, perceived unfairness, and inferiority feeling) during
COVID-19 pandemic.

Based on the general strain theory, default is considered as deviant behavior
(Agnew et al., 2010; Rufrancos et al., 2013, Wang et al., 2020). Leiber et al. (2009)
conducts a study on the relationship between family process, economic factors and
delinquency based on different family structures and ethnicity/races. The study
finds that economic factors have a positive effect on delinquency. The Covid-19
pandemic has increased the case of default in FinTech sectors (Najaf et al., 2022;
Anh et al,, 2021) and banking sectors (Umar et al., 2021; Aldasoro et al., 2022).
Wang et al. (2020) support that economic pressure has a significant relationship
with default intention on microloan. Therefore, the hypothesis is as follows:

H2: There is a positive and significant effect of economic pressure on default
intention during COVID-19 pandemic

During the pandemic, lockdown has affected people and replace their face-
to-face communication with digital communication. Anh et al. (2021) add that the
basic need for human is socialization. Madinga et al. (2022) mention that lockdown
has raised the levels of stress, anxiety, and depression. Liu et al. (2020) add that



Journal of Islamic Monetary Economics and Finance, Vol. 8, Number 2, 2022 229

discrimination and mental distress during the pandemic lead people to perceive
that life is becoming more unfair. They may perceive themselves as powerless,
defective, and feel shameful as a result of social rejection by other family members
or friends (Bursztyn et al., 2019; Cavalera, 2020). They may also use social rejection
to question their ability and skills leading to a sense of inferiority (Jamal et al.,
2015). Empirically, socialization difficulty is another subjective strain related
to default on microloan. Wang et al. (2020) mention that socialization difficulty
has strong relation with life dissatisfaction, perceived unfairness, and inferiority
feeling. Therefore, the hypothesis is as follows:

H3: There is a positive and significant effect of socialization difficulty on negative
affects (life dissatisfaction, perceived unfairness, and inferiority feeling) during
COVID-19 pandemic

Haase et al. (2021) state that social support is critical during the Covid-19
pandemic. In the context of credit behavior, Jamal et al. (2015) mention that social
influence and financial literacy have positive relationship. Chen et al. (2016) add
that borrower’s credit behavior can be investigated from their social activity, such
as group membership, group trust, and group inclusiveness. When people have a
strong support from their peers, they are more likely to feel a sense of belongings
and purpose, which have significant impact on their behavioral choices. Wang
et al. (2020) findd that socialization difficulty has direct relationship with default
intention. Therefore, the hypothesis is as follows:

H4: There is a positive and significant effect of socialization difficulty on default
intention during COVID-19 pandemic

Rebellon et al. (2015) state that there are five life-domains that may affect
the deviant behavior, namely the self (personality and self-control), family
(parenting and sibling support), educational achievement (low and limited access
to education), peer network (delinquent peers), and work environment (high
unemployment, job loss, reduction salary). When people get an unfair treatment
and insecure with their ability and skills, they will be more likely to engage in
deviant behavior. Azzimonti et al. (2014) state that unemployment has an effect
on default. This is supported by International Labour Organization (2020) that
job loss and salary reduction have affected the default rate during the Covid-19
pandemic. Wang et al. (2020) add that negative affects have a positive impact on
default. Therefore, the hypothesis is as follows:

H5.Thereisapositive and significanteffect of negative affects (life dissatisfaction,
perceived unfairness, and inferiority feeling) on default intention during
COVID-19 pandemic

Moral norm is defined as standard rules of conduct about what is right and
wrong (Du & Pan, 2021). Lu et al. (2016) mention that an individual with high
financial pressure does not necessarily engage in deviant behaviour. Moral norm
helps people to be more aware with any consequences behind their action.
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He6. There is a negative and significant effect of strains on moral norm during
COVID-19

People with low moral norm are less likely to concern about others and adopt
criminal behavior, while people with high moral norm are more likely to concern
about others and abstain from criminal activities (Guiso et al., 2016; Zhou et al.,
2019). Agnew et al. (2010) agree that people with low moral norm tend to commit
a crime. In the context of loan default, Wang et al. (2020) add that people with
more moral norm tend to have no default intention. Therefore, the hypothesis is
as follows:

H7. There is a negative and significant effect of moral norm on default intention
during COVID-19 pandemic

Deviant behaviour is driven by negative affects. However, people with high
moral norm is more likely to control their negative affects to not be deviant
(Agnew et al., 2010). Other study conducted by Bursztyn et al. (2019) agrees that
moral norm can mitigate loan default. Wang et al. (2020) add that moral norm is
less likely to be a moderator between negative affects and default intention. The
hypothesis is as follows:

Hypothesis 8: There is a negative and significant effect of negative affects on
default intention during COVID-19

3.3. Measurement
Based on table 2, each latent variable consists of several measures. The research
framework is adopted from Wang et al. (2020). The questionnaire consists of three
sections where the first section asks several screening questions, second section is
about respondent’s profile, and the last section concerns the constructs/variables
used in the study.

Table 2.
The Items of Questionnaires

Variables Code Measurement Sources

EP1 The average of your expenditure-to-income Liao & Chang (2010);
Economic ratio per month is Wang et al. (2020)
Pressure (EP) EP2 The perceived price level where you live is (20]13;1;55\272;;] Z?sf;jzo)

D1 The average of time sper}t on social media per  Yang (2019); Wang et al.

day is (2020); Lu et al. (2016)

Socialization s The total numbe;r of friends on.messaging tools Niu et al. (2019); Wang et
Difficulty (SD) like WhatsApp is al. (2020)

sD3 The level communication with colleagues, Niu et al. (2019); Wang et

friends, and family every day is al. (2020)
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Table 2.
The Items of Questionnaires (Continued)

Variables Code Measurement Sources
Life LD1  Ithink my life goals is still difficult to achieve Huang et al. (2021); Lu et
Dissatisfaction LD2 I feel not satisfied with my current life al. (2016)
(LD) LD3 I am easily get insecure in my life

PUF1 I think my work Feceive. an equal reward or

incentive
Perceived PUF2 I think other pgople who put similar effort Azzimonti et al. (2014);
Unfairness (PUF) receive higher reward than me Wang et al. (2020)
I think the environment where I live is not fair
PUES and partial
IF1 I believe that I am successful
Inferiority Ei ! cann(;tti?:ll(e; Zgﬁ:ﬁ::iet;tee others Stone & Maury (2006); Lu
Feeling (IF) et al. (2016)
R4 I do not always get respect from others in my
community
MN1 I think it is essential to keep integrity in any
situations

Moral Norm MN2  Ithinkitis a must to follow the rules and law  Burszytn et al. (2019); Lu
(MN) I think that being honest would bring loss for etal. (2016)

MN3 me, and we should not be too honest in the

society
3.4. Method

The variables in this study consist of economic pressure, socialization difficulty,
life dissatisfaction, perceived unfairness, inferiority feeling, moral norms, and
default intention. To analyze the borrower’s default intention on Islamic P2P
lending in Indonesia, partial least squares structural equation modelling (PLS-
SEM) is used. It is well understood that PLS-SEM enables researcher to estimate
complex models with many constructs, indicator variables and structural paths
without imposing distributional assumptions on the data (Sarstedt et al., 2020).
More importantly, PLS-SEM is a causal approach that emphasizes prediction in
the estimation of statistical models, the structure of which is designed to provide
causal explanations (Sarstedt et al., 2017). This statistical software has been used
by previous researchers in the field of business, management, marketing (Hair et
al., 2013), and even in the context of psychological factors of default in microloan
(Wang et al., 2020).

The analysis consists of several stages. First, the data are analysed for goodness
fit of model, validity and reliability, and collinearity. According to Ursachi,
Horodnic & Zait (2015), the value of composite reliability at 0.7 and the value of
Cronbach’s alpha at 0.7 are considered very good. Hair et al. (2010) also state that
VIF should be less than 4. Ascarya & Rahmawati (2018) mention that the value of
loading factor should be above 0.5 for each indicator. Then, confirmatory factor
analysis is used to measure the convergent validity, which should be above 0.5
(McKenzie et al., 2012). Second, this study employs a bootstrapping technique for
testing the hypothesis based on path modelling (Hair et al., 2013). Once all the data
are analyzed, next stage is description and explanation of results.
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IV.RESULTS AND ANALYSIS

4.1. Results

4.1.1. Respondent Profiles

According to the table 3, the majority of the respondents are male (58.81%) and
the rest are female (41.19%). The majority of respondents are in the age range
19 — 34 (59.84%) and followed by age range 35 — 54 (38.86%), while the least are
older than 54 years old (0.78%) and younger than 19 years old (0.52%). In terms
of educational levels, respondents are dominated by undergraduate (40.41%) and
followed by senior high school (27.72%) and junior high school (23.83%), while the
least respondents are postgraduate (6.99%) and elementary school (1.04%).

In terms of monthly income, the respondents are mostly having income in the
range Rp3.000.000 — Rp6.000.000 (32.90%), followed by Rp9.000.000 — Rp12.000.000
(25.65%) and Rp6.000.000 — Rp9.000.000 (16,58%), while the rest have monthly
income below Rp3.000.000 (10.88%) and above Rp12.000.000 (13.99%). Majority of
them do not have their own home (75.13%), while some of them have their own
(24.87%). In terms of working experience, most of them have less than 3 years
working experience (51.55%) and married (77.20%). Finally, most of them have
used the services from Islamic peer to peer lending once (44.04%).

Table 3.
Respondent Profiles
Demographic Variables Frequency Percent
Gender Male 227 58.81
Female 159 41.19
Age <19 2 0.52
19-34 231 59.84
35-54 150 38.86
>54 3 0.78
Education ElementaryySchool 4 1.04
Junior HighhSchool 92 23.83
SeniorrHigh School 107 27.72
Undergraduatee 156 40.41
Postgraduatee 27 6.99
Monthly Income Below Rp3.000.000 42 10,88
Rp3.000.000 - Rp6.000.000 127 32,90
Rp6.000.000 - Rp9.000.000 64 16,58
Rp9.000.000 - Rp12.000.000 9 25,65
Above Rp12.000.000 54 13,99
Home Owner Not Self-Own 290 75,13
Self-Own 96 24,87
Years of Working Never 75 19.43
Less than 3 years 199 51.55
3-6 years 60 15.54
More than 6 years 52 13.47
Marital Status Married 298 77.20

Single 88 22.80
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Table 3.
Respondent Profiles (Continued)
Demographic Variables Frequency Percent
Islamic P2P Lending Heard but haven’t tried 114 29.53
Experience Tried it once 170 44.04
Tried 2 - 3 times 65 16.84
Tried 4 -5 times 19 4.92
Tried more than 5 times 18 4.66

4.1.2. Outer Loading

Based on the below figure, all measured variables (EP1 - EP2) significantly explain
economic pressure. EP1 has a higher loading factor (0.862) as compared to EP2
(0.844). All measured variables (SD1 — SD3) significantly explain socialization
difficulty. SD2 has the highest loading factor (0.867), followed by SD1 (0.865)
and SD3 (0.772). All measured variables (IF1-IF4) significantly explain inferiority
feeling. IF2 has the highest loading factor (0.883), followed by IF3 (0.825) and
IF1 (0.702). All measured variables (PUF1-PUF3) significantly explain perceived
usefulness. PUF1 has the highest loading factor (0.900), followed by PUF2 (0.886).
All measured variables (LD1-LD3) significantly explain perceived trust. LD2 has
the highest loading factor (0.830), followed by LD1 (0.773). All measured variables
(MN1-MNB3) significantly explain attitude behavior. MN3 has the highest loading
factor (0.847), followed by MN2 (0.840) and MNT1 (0.792).
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4.1.3. Reliability and Validity Test

Based on table 4, the result for Cronbach’s alpha and composite reliability are
considered good because the values are more than 0.7 (Hulland, 1999; Barclay,
Higghins, & Thompson, 1995). In addition to that, the result for average variance
extracted (AVE) is also considered good because it is above 0.5 (Fornell & Larcker,
1981).

Table 4.
Reliability and Validity

Std. Cronbach’s Composite

Construct Item Loading Alpha rho_A Reliability AVE
) EP1 0.862

Economic Pressure EP2 0.844 0,860 0,864 0,915 0,782
o SD1 0.865

%ﬁiﬁf‘;on SD2 0.867 0,782 0,785 0,874 0,699
SD3 0.772
LD1 0.773

Life Dissatisfaction LD2 0.830 0,880 0,884 0,926 0,807
LD3 0.761
PUF1 0.900

Perceived Unfairness PUF2 0.886 0,828 0,846 0,898 0,748
PUF3 0.691
IF1 0.702
L ) IF2 0.883

Inferiority Feeling IF3 0.825 0,801 0,828 0,883 0,715
IF4 0.699
MNT1 0.792

Moral Norm MN2 0.840 0,786 0,790 0,903 0,824
MN3 0.847
DEF1 0.833

. DEF2 0.742 0,908

Default Intention DEF3 0721 0,847 0,849 0,769

DEF4 0.686

4.1.4. Discriminant Validity

According to Henseler et al. (2015), discriminant validity is used to measure
whether the construct is highly related to each other or not. Hubley (2014) add
the purpose of testing discriminant validity is to be able to discriminate between
measures of dissimilar constructs. A high discriminant validity value gives an
indication that a construct is unique and able to explain the phenomenon being
measured.
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Table 5.
Fornell-Larcker Criterion

DEF EP IF LD Mdl Md2 Md3 MN PUF SD

DEF 0.748

EP 0.718 0.853

IF 0.729 0.698 0.755

LD 0710 0.659 0964  0.788

Md1 0387  0.339 0.154  0.136 1.000

Md2 0.349 0.303 0.167  0.159 0.789 1.000

Md3 0368 0332 0137  0.097 0984 0775 1.000

MN 085 0728  0.821 0.775 0.290 0.272 0.278 0.825

PUF 0653 0549 0705  0.654  0.159 0266 0152 0.680 0.831

SD 0625 0582 0716 0684 0178 0197 0.148  0.699 0.495 0.836

A construct is said to be valid by comparing the root value of the AVE with
the correlation value between latent variables. The AVE root value must be greater
than the correlation between latent variables. According to Table 5, the result
shows a good validity.

Table 6.
Heterotrait-Monotrait Ratio (HTMT)

DEF EP IF LD Mdl Md2 Md3 MN PUF SD

DEF

EP 0.874

IF 0.774 0.794

LD 0.687 0776 0315

Md1 0.455 0430 0176  0.163

Md2 0413 038  0.195  0.196 0.789

Md3 0.432 0420  0.151 0.112 0.884 0.775

MN 0.821 0458  0.167  0.146 0.329 0.313 0.314

PUF 0.877 0793  0.814  0.888 0.182 0.302 0.173 0.887

SD 0.828 0832 0806  0.895 0.207 0.174 0.174 0810  0.641

According to Henseler et al. (2015), the value of HTMT should be less than 0.9
to ensure the discriminant validity between two constructs. Based on the result
from table 6, the value of HTMT < 0,9. Therefore, all constructs have fulfilled the
discriminant validity.

4.1.5. Multicollinearity Test
Based on Table 7, this study passes the multicollinearity test because the value of
VIF is below 5 (Kline, 1998) and also below 10 (Hair et al., 2010).
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Table 7.
Collinearity Assessment (VIF)
EP SD LD PUF IF MN PD DEF

EP
SC
LD
PUF
IF
MN
DEF

1.553 1.553 1.553

1.553 1.553 1.553
3.324
2.097
1.801
3.195

4.1.6. Structural Model

Based ontable 8, the R-square value for defaultintentionis 0.771 whichis considered
good. It means that the four latent variables (IF, LD, PUF, MN) moderately explain
77.1% of the variance in default intention in Islamic P2P lending. In addition to
that, the conceptual model explains 63.1% of the variance in inferiority feeling,
56.9% of the variance in life dissatisfaction, 34.9% of the variance in perceived
unfairness, and 65.7% of the variance in moral norm.

Table 8.
R-Square

Variable R Square

Default Intention 0.771

Inferiority Feeling 0.631

Life Dissatisfaction 0.569

Moral Norm 0.657

Perceived Unfairness 0.349

Table 9.
Hypothesis Testing
Original  Sample Star}d;frd T Statistics (10/
Sample Mean  Deviation STDEV/) P Values  Result
(0) M) (STDEV)

EP ->1IF 0,425 0,425 0,045 9,533 0,000 Accepted
EP->LD 0,395 0,393 0,048 8,234 0,000 Accepted
EP ->PUF 0,394 0,397 0,063 6,267 0,000 Accepted
EP -> DEF 0,166 0,163 0,052 3,166 0,002 Accepted
SD ->IF 0,467 0,468 0,044 10,676 0,000 Accepted
SD ->LD 0,452 0,455 0,047 9,696 0,000 Accepted
SD -> PUF 0,267 0,266 0,060 4,448 0,000 Accepted
SD ->DEF 0,049 0,048 0,047 1,060 0,290 Rejected
IF -> DEF -0,417 -0,425 0,159 2,627 0,009 Accepted
LD ->DEF 0,414 0,425 0,134 3,099 0,002 Accepted
PUF ->DEF 0,158 0,160 0,048 3,284 0,001 Accepted
EP -> MN 0,487 0,487 0,038 12,793 0,000 Accepted
SD ->MN 0,423 0,423 0,040 10,644 0,000 Accepted
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Table 9.
Hypothesis Testing (Continued)

Original Sample  Standard T Statistics (10/

Sample Mean Deviation P Values Result

©) M) (STDEV) STDEVI)
MN -> DEF 0,566 0,566 0,078 7,227 0,000 Accepted
Il\)/[é\lI:x IF -> 0,044 0,027 0,150 0,292 0,771 Rejected
II\DA}E:\;X LD -> 0,092 0,107 0,154 0,596 0,551 Rejected
g{g x PUF-> 0,032 20,031 0,036 0,894 0,372 Rejected

Hypothesis 1: There is a positive and significant effect of economic pressure
on negative affects (life dissatisfaction, perceived unfairness, and inferiority
feeling) during COVID-19

Based on the table 9, the result shows that there is a positive and significant
effect of economic pressure (EP) on negative affects (life dissatisfaction (LD),
perceived unfairness (PUF), and inferiority feeling (IF)) whereby p-value is less
than or equal to the alpha («) or 0.000 < 0.05. Therefore, H1 is supported.

Hypothesis 2: There is a positive and significant effect of economic pressure on
default intention during COVID-19

The result shows that there is a positive and significant effect of economic
pressure (EP) on default intention (DEF) whereby p-value is less than or equal to
the alpha (a) or 0.000 < 0.05. Hence, H2 is empirically supported.

Hypothesis 3: There is a positive and significant effect of socialization difficulty
on negative affects (life dissatisfaction, perceived unfairness, and inferiority
feeling) during COVID-19

The result shows that there is a positive and significant effect of socialization
difficulty (SD) on negative affects, which include life dissatisfaction (LD), perceived
unfairness (PUF), and inferiority feeling (IF), whereby p-value is less than or equal
to the alpha () or 0.000 < 0.05. Our result thus provides support for H3.

Hypothesis 4. There is a positive and significant effect of socialization on
difficulty default intention during COVID-19

The result shows that there is no significant effect of socialization difficulty
(SD) on default intention (DEF) whereby p-value is higher than alpha (a) (> 0.05).
Therefore, there is no empirical evidence supportive for H4.

Hypothesis 5: There is a positive and significant effect of negative affects on
default intention during COVID-19
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The result shows that there is a positive and significant effect of negative
affects (life dissatisfaction (LD), perceived unfairness (PUF), and inferiority feeling
(IF)) on default intention (DEF), whereby p-value is less than 0.05. Therefore, H5
is supported.

Hypothesis 6: There is a negative and significant effect of strains on moral norm
during COVID-19

The result shows that there is negative and significant effect of strains
(economic pressure (EP) and socialization difficulty (SD) on moral norm (MN)
whereby p-value is lower than < 0.05. H6 is supported.

Hypothesis 7: There is a negative and significant effect of moral norm on default
intention during COVID-19

The result shows that there is a negative and significant effect of moral norm
(MN) on default intention (DEF) whereby p-value is lower than 0.05. Consequently,
we provide evidence for H7.

Hypothesis 8: There is a negative and significant moderating effect between
negative affects and default intention during COVID-19

The result shows that there is no significant relation between negative affects
(LD, PUF, IF) and default intention (DEF) through the moderation of moral norm
(MN) whereby p-value is higher > 0.05. As a result, we fail to provide evidence for
HS.

4.2. Analysis

P2P lending industry is an innovative new business model that brings together
investors and borrowers through online platforms (Suryono et al., 2021). The
industry has been a savior for micro, small and medium enterprises (MSMEs) in
Indonesia. Rahardyan (2020) add that approximately 70% of the borrowers are
from this sector. However, Suryono et al. (2021) state that the development of
the industry also face several issues, among them are illegal fintech, data leak,
personal data fraud, and credit risk.

In relation to the credit risk, the economic downturn during the Covid-19
pandemic has impacted significantly the sustainability of the Islamic P2P lending
industry. Studies find that economic pressure significantly affects the borrowers’
willingness to repay their loan, especially when they experienced financial
hardships due to layoff, salary deductions, and bankruptcy. From the perspective
of the general strain theory, Wang et al. (2020) add that borrowers on micro loan
with high economic pressure are more likely to default. This finding is further
reaffirmed by Kou et al. (2021). Further, SME payment information has a predictive
power for credit risk (Garcia et al., 2019; Alfaro et al., 2008).

High economic pressure during the Covid-19 crisis also affects life
dissatisfaction, inferiority feeling, and perceived unfairness. Life dissatisfaction
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has been correlated with unstable and negative emotions that affect people’s well-
beings. People experience more life dissatisfaction when they have low quality of
life pertaining to financial status, health, and freedom (Punia et al., 2021). Thus,
it is not surprising that the economic pressure over more than 2 years during the
pandemic has greatly impacted financial health as well as mental health of many.
McKinsey (2020) report that many are still in weak economic condition in their
country. Wang et al. (2020) agree that the higher the economic pressure, the lower
life satisfaction is. Another study conducted by Lund et al. (2021) add that frequent
mental distress during COVID-19 pandemic affects their life dissatisfaction.

From the perspective of Erikson’s psychosocial theory (Dunkel & Harbke, 2017),
inferiority feeling has been correlated with an individual inability to accomplish
goals and with the likelihood of depression, stress, and frustration (Akdogan &
Cimsir, 2019). Inferiority feeling may increase as a result of negative experience.
In the context of Covid-19 pandemic, the inferiority feeling increases due to the
impact of economic slowdown on business profitability and people’s well-being. It
makes people to be more insecure and to complain about their current conditions.
Wang et al. (2020) agree that economic pressure affects the inferiority feeling of
borrowers for the case of microloan in China.

On the other hand, perceived unfairness has been correlated with subjective
evaluations of social status (Lee & Kawachi, 2019). When people face financial
problem, they are more inclined to receive financial support from external parties,
such as their organization, government, and financial institutions (Elshaer & Saad,
2021). In the case of Covid-19, government has collaborated with fintech companies
to implement several recovery programs and prioritize certain segments of society
including the MSMEs (Saptoyo, 2021; Sugandi, 2021). However, those who could
not receive the financial aid might feel that they have been treated differently
leading to higher perceived of unfairness. This finding is in-line with the study
conducted by Wang et al. (2020). They note that economic pressure in microloan
affects the borrower’s perception of unfairness toward default.

This study finds that the higher the difficulty to socialize during the pandemic,
the higher the level of life dissatisfaction, perceived unfairness, and inferiority
feeling. This is because lockdown limits business and social activities. Life
dissatisfaction, perceived unfairness, and inferiority increase drastically when
there are failures in businesses and in life. The finding is in-line with Lu et al. (2016).
Humans are inherently social and need support from others. Usually, extroverts
are more sociable compared to introverts. So, when people feel insecure, they tend
to withdraw themselves. This is supported by the study conducted by Gupta (2020)
which states that social restrictions lead to serious psychological distress. In the
context of microloan, Wang et al. (2022) also find that socialization difficulty has
a positive relationship with life dissatisfaction, perceived unfairness, inferiority
feeling, and loneliness. However, this study find that socialization difficulty has no
effect on default. It is in-line with Fox et al. (2017) that socialization process might
influence financial decisions, but there are other factors, such as family income,
family support, family size, marital status that have larger influences on default.

Another finding suggests that moral norms play an important role in affecting
borrowers’ willingness to repay the loan. Strains (economic pressure and
socialization difficulty) are found to have negative and significant effect on moral
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norm, while moral norm is found to have negative and significant effect on default
intention. People with high moral norm are more likely to refrain themselves from
default (Telysheva et al., 2019). Bursztyn et al. (2017) conduct a study on default in
Islamic banks. The finding supports that when people have an ability to repay, but
they have an intention to default because of their personal reasons, it is considered
as injustice. Lu et al. (2016) agree that default is considered as delinquent behavior.
Therefore, an individual with high moral norm is less likely to be delinquent
(Phillips & Cushman, 2017).

In addition, moral norm is found to have no moderating role in the relation
between negative affects (life dissatisfaction, perceived unfairness, inferiority
feeling) and default intention. This finding is supported by Pérez-Fuentes et al.
(2020). Quarantine and self-isolation have proved to increase the negative affects,
such as anger, sadness, anxiety, stress, and depression. The affects become worse
when covid-19 affected individuals are treated unfairly. Therefore, negative affects
have a direct effect on default intention.

V. CONCLUSION AND RECOMMENDATION

This study investigates borrowers’ default intention in the Islamic peer to peer
lending during COVID-19. It expands the general strain theory by including such
variables as strain (economic pressure and socialization difficulty), negative affects
(life dissatisfaction, perceived unfairness, and inferiority feeling), moderating
effect (moral norms), and default intention. The result is essential for increasing
the quality of credit system scoring in the Islamic P2P lending. In addition, the
study is also important for supporting financial inclusion (Senyo & Osabutey,
2020); entrepreneurial growth (Hau et al., 2018); and financial stability (Bazarbash,
2019).

The study finds that economic pressure and socialization difficulty during
COVID-19 have positive effect on negative affects (life dissatisfaction, perceived
unfairness, and inferiority feeling). However, socialization difficulty does not seem
to have a direct effect on default intention. The study also documents a finding that
moral norm moderates the relation between economic pressure and socialization
difficulty on one hand and default intention on the other hand. However, life
dissatisfaction, perceived unfairness, and inferiority feeling are found to have no
significant effect.

The findings of this study can be used as a reference by practitioners to
improve the screening process in order to create better credit risk management. As
anature, Islamic P2P lending has a different mechanism than traditional financing.
The process for financing approval should be supported by credible mechanisms.
With the knowledge provided on the website, investors should understand the
risk from their investment, specifically when they choose for the target project or
borrowers. This study contributes to better understanding of the psychology of
borrowers in shaping their personal characteristics and behavior during a crisis.

There are two limitations to this study. First, the study only uses a sample
of the Islamic peer-to-peer lending borrowers and non-borrowers in Java Island.
Although that region has a larger representative compared to other regions, the
higher level of default also comes from other provinces. Future research thus
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may expand the sample size by adding respondents from outside Java. Second,
the study focuses on economic pressure and socialization difficulty during
COVID—19 together with life dissatisfaction, perceived unfairness, inferiority
feeling, moral norms toward default intention. Future research can use the other
strains and negative affects that could be relevant to Islamic peer-to-peer lending
such as borrowers’ beliefs and loneliness.
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