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Over the last 20 years, microfinance institutions have allowed significant 
increases in employment opportunities for the poor in developing 
countries. Additionally, a fair number of institutions have made financial 
self-sufficiency a priority in the quest to reduce poverty levels around 
the globe. Consequently, many individuals have questioned whether 
there is evidence supporting the positive effects microfinance allegedly 
has on individuals living in extreme poverty in African communities.  
In this article, we will discuss the notions of microfinance, review the 
contemporary research conducted on the impact of microfinance in 
Sub-Saharan Africa, and evaluate how certain issues with microfinance 
could be improved upon.

1. What is Micro-credit? 

Micro-credit is a category of financial services that offers small, 
collateral-free loans to low-income households that would otherwise 
struggle to obtain credit allowances. While the term micro-credit was 
first coined in the 1970s, the formal idea of micro-credit was introduced 
by Nobel Peace Prize winner Muhammad Yunus in 1974. His aim was to 
reduce poverty rates by offering small loans of capital to those living 
under the poverty line. In 1983, Yunus formed Grameen Bank, a self-
sufficient financial institution founded on the principles of trust and 
solidarity. Since then, similar institutions have opened across the globe 
in developing areas such as Latin America, Africa, and Asia, as well as 
in more developed regions such as Canada and the United States.  
 
Now, micro-credit has evolved into something larger and no longer 
has the sole purpose of providing loans to individuals living in poverty. 
Microfinance institutions now offer a variety of different services 
(including micro-credit, micro-savings, and micro-insurance) with the 
main objective of reducing risk, improving management skills, raising 
productivity, obtaining higher returns on investments, and improving the 
quality of life of those in need (Robinson, M. 2001). For this reason, micro-
credit is now widely referred to as microfinance; however, these terms 
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are often used interchangeably to denote all forms of financial services offered to those living under the poverty 
line (Brau and Woller, 2004). For simplicity, in our analysis, we will be using the term “microfinance” to refer to the 
provision of financial services to the poor, and “micro-credit” as the provision of micro-loans to individuals who are 
unable to obtain credit allowances.

In addition to improving the economic wellbeing of those living under the poverty line, microfinance has also been 
hailed for bettering other financial prospects in things such as savings, the acquisition of assets, and in non-financial 
outcomes including health, nutrition, education, women empowerment, and employment. The availability of micro-
financing fluctuates depending on the region or country of study, as does the level of demand for these services in 
each area. In the past, the general consensus has been that there is a shortage of microfinance institutions in most 
developing areas, limiting the financial stability and security of those living in poverty. Nevertheless, over the last few 
decades, this has slowly changed (Robinson, M. 2001). The emergence of microfinance institutions has brought help 
to many individuals living in both low-income rural areas and wealthier, more urbanized areas with a low proportion 
of individuals living under the poverty line

However, in recent years, individuals have questioned the positive effect that microfinance has on communities. 
Some data suggest that there are mixed results from the movement, such as helping those under the poverty line to 
manage their finances but not having a tangible impact on total per capita wealth (Husain, Mukherjee, & Dutta,2010), 
or helping the poor, but not the poorest of individuals (Copestake, Bhalotra, & Johnson, 2001; Hulme & Mosley, 1996). 
Other sources claim that there is evidence to suggest that there are negative implications from microfinance. These 
authors suggest that microfinance could pose an adverse effect on child labour rates, increase wealth inequality 
and the exploitation of women, and create dependencies to economic development (Adams & Von Pischke, 1992; 
Bateman & Chang, 2009; Copestake, 2002; Rogaly, 1996)

In later sections, we will discuss the impact of microfinance in Sub-Saharan Africa, and touch on how policy could 
be improved to reduce the potential negative implications that could arise from the movement.

2. The presence of Microfinance in Sub-Saharan Africa.

The Sub-Saharan African region is comprised of 48 nations and represents 14% of the world’s total population, 
including seven of the world’s 10 fastest growing countries (Ghana, Mozambique, Nigeria, Tanzania, Zambia, Ethiopia, 
and the Democratic Republic of Congo) (Glisovic, J., Mesfin, S. and Moretto, L., 2012). According to the World Bank, the 
region has experienced a series of reforms that have aided to the economic stability of the African Continent. There 
is evidence to suggest that, since from the start of the new millennium, the region has suffered less from conflict and 
recessions (Beck, Maimbo, Faye, and Triki 2011). Moreover, the circulation of Foreign Direct Investment experienced 
widespread growth, rising from $23 billion in 2006 to $46 billion in 2018 (according to UNCTAD, although it is 
important to note that this has dropped in the last two years due to the spread of COVID-19). According to a report 
conducted by the United Nations in 2013, many African countries have also established a stable macroeconomic 
constitution, market-based policies, and improvements in business conditions, which support the development 
of micro-enterprises (UN, 2013). There are many other factors that have contributed to an increase in economic 
stability in this region of Africa, including steady growth in GDPs, political reforms to reduce economic barriers to 
entry, and a growing middle class (World Bank, 2011).
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However, there is still much to be done. Although it can be argued that there have been significant improvements 
to the African economy, recent data shows that only 12% of all Sub-Saharan African households have access to 
banks. The region also has the highest percentage of people living under the poverty line in the world, with 50% of 
individuals living on less than $1.25 a day (World Bank 2010 and CGAP). Without banking facilities, it is becoming 
increasingly difficult for African Households to gain financial stability. Additionally, it can be estimated that only 
12.7% of those under the poverty line have access to micro-credit in Africa, a small feat in comparison to the 78.5% 
recorded in Asia (UN, 2013).  Therefore, further action needs to be taken to improve access to financial services.

In recent years, the presence of Microfinance Institutions (MFIs) has been recognised by the UN as an important 
tool for the reduction of poverty in Africa. According to the Microfinance Information Exchange and the CGAP, 
approximately 22,900 Microfinance Institutions are currently in operation in Sub-Saharan Africa, with 21.6 million 
depositors, 12.6 million borrowers, and a loan portfolio of roughly $14.9 billion as of 2010 (Abdulai, 2018). The African 
microfinance industry is geographically dispersed and diverse in nature. Due to this, there are many different methods 
that are used to distribute micro-loans to communities in need, from the use of small community banking systems 
to structures that are specifically designed by larger institutions to promote lending. There have been significant 
benefits that have arisen from microcredit over the years, including improved agreements between regions, bilateral 
trade preferences, and the development of new markets that could be fruitful for new and established entrepreneurs 
in the region (UN, 2013).

3. Impact of Microfinance in Sub-Saharan Africa

  Although there have been positive outcomes from 
microfinance in other parts of the world, it is important 
to question whether micro-loans have an impact 
specifically on poverty rates in the Sub-Saharan region 
of Africa, and whether these impacts have been more 
harmful than beneficial to the community. There is an 
increasing need to understand this evidence, as poverty 
rates are falling in Africa, but they are not falling fast 
enough. According to numbers from the World Data 
Lab, 481 million people in Africa are living in extreme 
poverty, roughly 36% of the population. Only 2 of 46 

Sub Saharan countries are on track to reach the Sustainable Development Goals set out by the UN. In comparison, 
in South America and Asia, the percentage of individuals living in extreme poverty are 7% and 5% respectively. To 
analyse the effects of microfinance on African communities, it necessary to not only observe financial outcomes, 
but also the social impact of microfinance. For that reason, an analysis has been conducted on the impact of 
microfinance on education, women’s empowerment, employment, and health. 

3.1.  Impact of Microfinance on Financial aspects

While investigating the effects of microfinance on financial outcomes, it is important to take into consideration 
savings levels and asset accumulation, as well as the income of businesses, and households (Rooyen, Stewart & Wet, 
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2012). 

After conducting analysis on the data assessing the effects that microfinance has had on income, there emerge mixed 
results. When exploring the impact on business income, one study highlighted that a credit and agricultural business 
development program in Kenya showed an increase in income from crop exports, however, the data contained no 
evidence to show whether this was a direct consequence of micro-credit, or from the education provided in the 
business program (Ashraf et al., 2008). Another study, conducted by Gubert & Roubaud in 2005 concluded that there 
was evidence to suggest that the performance of businesses was improved by micro-credit, but the results were not 
statistically significant (Gubert & Roubaud, 2005). Lastly, research conducted from Nanor in 2008 concluded that 
the longer an individual had stayed in a microcredit scheme, the worse their business performed. In reference to 
household income, Nanor determined that there was insufficient evidence to determine whether microfinance had 
had a positive financial effect, as results were inconclusive (Nanor, 2008).

When analysing the impact of micro-savings on poverty rates in Sub-Saharan Africa, research shows that 
microfinance could significantly increase expenditure and the accumulation of assets in the short run (Adjei et al., 
2009; Brannen, 2010). Contrarily, a study conducted by Dupas & Robinson suggested that micro-savings held no 
significant impact on business outcomes, and that although there is evidence to suggest that women invest more 
into business, it is inconclusive as to whether their profit margins are higher (Dupas & Robinson, 2008).

3.2.  Impact of Microfinance on Education.

 Whilst researching the effects of microfinance on the education of young children, results vary. A study conducted 
in Uganda by Barnes, Gaile, et all found that, over time, individuals who had taken out microfinance schemes had 
a higher likelihood of being unable to pay school fees, leading to higher dropout rates. (Barnes, Gaile, et all., 2001). 
Similarly, a research study conducted in Malawi suggests that attendance in primary schools decreases amongst 
microfinance clients (Shimamura & Lastarria-Cornheil). Conversely, the author Adjei et all suggests that Micro-
finance and micro-savings have a positive effect on education, as the ability to borrow and save can aid households 
in investing towards their children’s futures. (Adjei et al. 2009)

Unfortunately, some authors have found that microfinance loans can have negative long-term implications on 
primary education. One study found that continued education between school children was decreasing at a higher 
rate amongst ongoing clients than those who had departed. In the same study, it was found that there was a positive 
impact on the education of young boys, but no effect on young girls (Barnes, Keogh, et el. 2001)

 Whilst analysing the impact of microfinance on education, it is also interesting to observe whether there is an effect 
on child labour. One research paper concluded that surprisingly, microfinance had no negative impacts on child 
labour. On the contrary, children in households who were clients were seen to have reduced participation in chores 
and errands. (Barnes, Keogh, et el. 2001)
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3.3. Impact of Microcredit on Women’s 
empowerment 

It is important to consider the effects that access 
to credit and savings may have on the liberation 
of women. Although numerous studies have been 
conducted on the issue, results vary. On one hand, a 
study conducted on the IMAGE trial in South America 
concluded that microfinance could help women to 
make sound decisions on sexual health practices 
and avoid sexual violence within a relationship 
(Pronyk et al., 2008). However, correlation does 
not imply causality, and these results could be 
attributed to other interventions conducted in the 
IMAGE trials.  Further research conducted on the 
issue found that there was a lack of consistency in 
the impact of microfinance on empowerment (Kim, 
et al.,2009). Similarly, a study conducted on data 
from Zimbabwe was also inconclusive and reported 
that although women did not gain further control 
in household income, there was an increase in joint 
decision making and consultation (Barnes, Keogh, et 
al. 2001).

3.4.  Impact of Microcredit on employment. 

One of the main benefits claimed by microfinance Institutions is the creation of jobs. However, there is little evidence 
to suggest that micro-loans have had any impact on employment and the creation of jobs. One author found that 
individuals who were clients at MFIs had a higher likelihood of finding employment in 2001, however, by 2004 the 
results from the study were not statistically significant (Gubert and Roubaud, 2005). Another study observed data 
on clients in Zimbabwe and found that microfinance had no effect at all on employment. (Barnes, Keogh, et el. 2001).

3.5.  Impact of Microfinance on Health.

When researching the effects of microfinance on health, several studies concluded that microfinance has a generally 
positive impact on the health of poor people. According to studies conducted by Lacalle Calderon, Rico Garrido and 
Duran Navarro in 2008, there is evidence to suggest that micro-credit has increased investment in health insurance 
and expenditure on healthcare (Lacalle Calderon, Rico Garrido, & Duran Navarro, 2008; Dupas & Robinson, 2008). 
Research also concluded that the length of time an individual has been a client does not negatively affect expenditure 
on health (Adjei et al.,2009) and that microfinance could potentially have positive effects on practicing safe sex, 
thereby reducing the transmission of HIV (Pronyk et al., 2008)
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4. Resolution of issues 

It is still relatively uncertain if microcredit has a significant effect on extreme poverty rates in Africa. Most evidence 
concludes that microfinance is not the golden bullet to solving world poverty (UN, 2011). In fact, many authors 
even suggest that micro-credit could harm communities, increasing dependency on investors and sending some 
individuals into further debt. Findings from research conducted on micro-savings is much more positive, although 
there is little evidence to conclude that saving increases income. 

These issues can be ironed out by researching and evaluating microfinance programmes before their launch to 
minimize the negative effects they could potentially hold on impoverished communities (Rooyen, Stewart & Wet, 
2012). Microfinance on its own cannot transform the economic positions of African countries, but many remain 
hopeful that, with further improvements a research, the provision of financial services to the poor could aid towards 
achieving the Millennium Development Goals (UN, 2011). Based on the evidence and inconclusivity it is not reasonable 
to consider microfinance as a replacement for progressive and sound social and economic policies. 

 Several policy rectifications could be made that would potentially solve the financial issues individuals face in Sub-
Saharan Africa as a result of microfinance. One measure that could be taken is to reduce or eliminate the costs 
associated with opening a savings account. According to the Harvard Business Review, savings accounts are safety 
nets, as individuals will not need to take out loans if they have their own money in savings. In several African countries, 
such as Kenya and Uganda, the reduction of opening costs for savings accounts significantly increased uptake, 
savings, and investment. Another method that could increase the financial stability and creation of new businesses 
is to increase insurance on potential risk factors, such draught (D. Karlan, R. Mann, J. Kendall, R. Pande, T. Suri & 
J. Zinman, Harvard Business Review, 2016). Finally, a measure that could be used by microfinance organisation to 
better provide financial services to impoverished communities is through digital financial services. Digital platforms 
can significantly improve financial resilience through creating informal risk-sharing networks. For example, in Kenya, 
individuals using the mobile-based service M-PESA effectively maintained their consumption rates despite economic 
shocks, as they were more likely to receive remittances allowing higher savings and consumption rates. Contrarily, 
individuals who were not clients on M-PESA reduced spending by roughly 7% on average. This method could also 
contribute to increasing the reach of financial products to more remote areas of Africa (W. Jack & T. Suri, 2014). 

When analysing the non-financial effects of microfinance, we found evidence to conclude that there are significant 
issues regarding education, and employment. However, our analysis concludes that microfinance generally has a 
positive effect on health and women’s empowerment in Sub-Saharan Africa. Therefore, it is important to look into 
policy reforms that could be implemented in order to increase employment rates and allow more children access 
to education. 

A method that could potentially help to increase and improve education in African communities is to replicate 
efforts taken by Sinapi Aba, an African Microfinance Institution, who partnered with the IDP Foundation to 
successfully finance the development and creation of schools in Ghana. The IDP Rising Schools Program (IDPRSP) 
is a partnership that was especially adapted to boost access to capital and training sources through a series of 
concessionary debt investments into Sinapi Aba, enabling the program to earn a profit on below market-rate lending 
to school proprietors. The IDPRSP has helped over 140,000 Ghanaian children attend primary education and served 
nearly 600 proprietors (Medium, 2019). 
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There are a number of policy measures that can be taken in order to increase employment rates through microfinance. 
Firstly, donors and government bodies should help microfinance organisations to better tailor their services to 
the community and adopt practices with the objective of reducing transaction costs and building retail capacity. 
Additionally, training and support should be increased in order to boost entrepreneurship and aid in the creation 
of small businesses, which would subsequently help boost employment. This training should be accessible to all 
communities and be sustainable and clear to understand. In terms of macroeconomic policy reforms, governments 
should ensure conditions are conductive to micro-finance, and improve access to micro-businesses by reducing the 
barriers to entry. This would allow microfinance clients to open businesses and create employment opportunities 
for the community (UN, 2013). 
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