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Abstract:

This study examined the contributions of microfinance to the perceived quality of life of
clients in Enugu City, Nigeria, with a focus on both economic and social dimensions, as
well as the challenges faced by clients and microfinance institutions (MFIs). Guided by
Sen’s (1985) Capability Approach, the research employed a mixed-method design,
combining a quantitative descriptive survey and qualitative case study. A sample of 311
clients was drawn from a population of 1,604 to respond to a structured questionnaire
with a Cronbach alpha of 0.875, while interviews were conducted with 18 employees
from four MFIs and 15 randomly selected clients. Findings revealed that microfinance
significantly provided clients with opportunities to invest in their businesses; however,
it did not substantially translate into higher income levels, indicating a mixed economic
impact. Socially, clients reported increased involvement in community development
projects but limited empowerment to assume leadership roles. The major challenge
confronting clients was the lack of acceptable collateral, as many lacked conventional
assets typically required for loan access. On the institutional side, MFIs were largely
constrained by high loan default rates, which threatened their financial sustainability and
operational efficiency. The study concluded that while microfinance contributes
positively to clients’ entrepreneurial opportunities and community participation, its
economic benefits remain constrained by structural challenges. Recommendations
included introducing tailored training in financial and business management, adopting
flexible collateral frameworks, promoting leadership development among clients, and
strengthening risk management mechanisms through credit assessments and financial
counseling. The study reiterates the need for policy reforms and institutional innovations
to enhance the effectiveness of microfinance in improving the quality of life of clients in
Nigeria.
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1. Introduction

Microfinance has become an important mechanism for improving the quality of life in
low-income regions by extending financial services to populations traditionally excluded
from formal banking. Through microloans, savings accounts, and insurance products,
microfinance institutions (MFIs) enable marginalized groups to establish businesses,
increase income, and build economic stability. Over time, these initiatives have
supported poverty reduction, promoted entrepreneurship, and enhanced social
empowerment in both developing and emerging economies (Adnan & Kumar, 2021).

At the global level, microfinance has been integrated into broader poverty
alleviation strategies, with its fundamental aim being financial inclusion. By offering
small loans and savings opportunities, microfinance provides individuals with the
resources to engage in economic activities, fostering entrepreneurship and job creation
(Rahman, 2023). This approach has ripple effects, improving local markets and
community participation. A particularly notable achievement of the global microfinance
movement is its contribution to gender empowerment. Women, who make up the
majority of microfinance clients, gain greater financial independence, which strengthens
their role in household decision-making and community leadership (Khursheed et al.,
2021). Despite these successes, challenges persist. High interest rates often burden
borrowers, while inadequate financial literacy hampers loan management (Klapper &
Lusardi, 2020). MFIs also face difficulties with sustainability due to high operating costs,
limited access to capital, and regulatory barriers (Wondirad, 2022). These issues
sometimes result in high default rates and, in extreme cases, over-indebtedness among
clients (Gutema, 2021; Brickell et al., 2020).

In Africa, microfinance plays a crucial role due to the continent’s high poverty
levels and limited financial access. MFIs have supported smallholder farmers, traders,
and informal workers by providing capital for agricultural inputs and small business
growth. These efforts have contributed to improved productivity, food security, and
household income (Warinda et al., 2020). Beyond the economic dimension, microfinance
enhances social inclusion by empowering marginalized groups, particularly women, to
participate more actively in community and household decision-making. Increased
income from microfinance activities often translates into better healthcare, education, and
housing for families, helping to break cycles of poverty across generations (Bondinuba et
al., 2020). Many African MFIs also integrate financial literacy programs, which equip
clients with skills to manage finances effectively and plan for the future (Chikwira et al.,
2022). Nevertheless, the sector faces obstacles. High interest rates discourage some
borrowers, while limited financial literacy continues to hinder repayment and
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sustainability (Easton-Calabria & Hakiza, 2021; Sangwan et al., 2020). Institutions struggle
with high operational costs, especially in rural regions, and inadequate capital to expand
services (Non, 2023). Furthermore, inconsistent and restrictive regulatory environments
complicate the growth of MFIs (Nguyen, 2020). To maximize microfinance’s benefits,
African countries require stronger financial education initiatives, reduced cost structures
through technological innovation, and supportive policies.

In Nigeria, microfinance has become an essential instrument for economic
development and poverty alleviation. By extending access to financial services to about
65% of Nigerians (Onuka, 2021) and channeling resources to rural and underserved
populations (Arinzeh, 2022), MFIs have advanced financial inclusion significantly. A
major contribution of microfinance is its support for small and medium-sized enterprises
(SMEs), which form the backbone of Nigeria's economy. SMEs generate jobs, drive
innovation, and foster growth, and microfinance provides the necessary funding for their
expansion. Access to microloans has enabled entrepreneurs to increase productivity,
profitability, and household welfare (Ejiogu & Villano, 2020). The social dimension is
equally notable, with microfinance empowering Nigerian women by granting them
tinancial resources to establish businesses. This empowerment improves their household
decision-making power, enhances children’s education and healthcare, and reduces
gender inequality (Eko-Raphaels & Richard, 2020). In this way, microfinance contributes
not only to income generation but also to broader social development and equity.

However, the sector is hindered by restrictive regulations that often fail to reflect
the realities of MFI operations, thereby limiting flexibility and innovation (Aninze, 2023).
Economic instability, including inflation and currency fluctuations, further threatens
repayment rates and the sustainability of MFIs (Sharimakin, 2023). Infrastructural
challenges, such as inadequate transportation and communication networks, also limit
outreach, particularly in rural areas (Ukanwa, 2021). Furthermore, Nigerian MFIs
struggle with limited access to capital, constraining their ability to scale services and offer
competitive interest rates (Osakwe, 2020). These challenges underscore the need for
supportive policy reforms, infrastructural investment, and financial sector strengthening.
At the local level, in Enugu City, microfinance has had a transformative impact on both
economic and social development. Enugu, a major city in southeastern Nigeria, has seen
significant growth in microfinance institutions over the past decade. Four major MFIs,
anonymized as MFI-A, MFI-B, MFI-C, and MFI-D, provide a range of services including
loans, savings accounts, insurance, and financial literacy programs. These institutions
play a vital role in supporting local farmers by offering loans for seeds, fertilizers, and
other inputs, thereby boosting agricultural productivity and contributing to food
security.

Microfinance in Enugu also supports micro, small, and medium-sized enterprises
(MSMEs), which are central to the city’s economy. Access to business loans enables
entrepreneurs to expand operations, purchase equipment, and create employment
opportunities, leading to improved income and economic stability (Oluka, 2023; Omeje
et al., 2022). Women, in particular, have benefited greatly from microfinance services in
Enugu, as they gain the financial resources to support families and increase participation
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in community activities, thereby reducing gender disparities (Obodoechi, 2023). Beyond
loans, savings facilities provide secure means for financial planning, while insurance
products protect against risks such as illness and natural disasters. Financial literacy
programs further strengthen clients” ability to manage resources, ensuring sustainability
and long-term benefits.

Nonetheless, challenges remain at the local level. High interest rates imposed by
some institutions create repayment burdens for low-income borrowers, while limited
financial literacy increases the risk of loan mismanagement (Ekwochi, 2020). On the
institutional side, MFIs in Enugu face capital shortages, high operating costs, and
regulatory barriers that restrict their capacity to expand services (Ume & Kaine, 2023).
Addressing these issues is essential for consolidating the gains already achieved and
ensuring that microfinance continues to drive inclusive development in the city. In
essence, microfinance has demonstrated its capacity to improve the quality of life across
global, regional, national, and local contexts. It promotes entrepreneurship, creates jobs,
and enhances social empowerment, particularly among women. Yet, recurring
challenges, high interest rates, limited financial literacy, operational inefficiencies, and
restrictive regulations remain significant barriers.

2. Literature Review

Numerous studies have explored the contributions of microfinance to improving the
quality of life of individuals, households, and communities. This review synthesizes
empirical findings across different regions, outlining both achievements and limitations,
while also highlighting research gaps that the current study aims to address. Evidence
suggests that microfinance has moderately improved clients” economic outcomes, though
impacts vary by context. In Malaysia, Abdullah et al. (2022) and Muithya & Muathe (2020)
reported gains in income and financial stability, but little evidence of major economic
transformation. Similar findings were reported in Indonesia by Purnawan & Brunori
(2022), who noted improved financial security but limited structural change due to
restricted market access and volatile conditions.

In Africa, studies point to positive though uneven contributions. Njeru & Irungu
(2024) found that in Kenya, microfinance promoted small business growth and higher
incomes but was constrained by high interest rates and inconsistent policies. Kibichii &
Wafula (2020) also highlighted local-level economic improvements in Kenya, while
Samineni & Ramesh (2023) observed increased business investments in rural India. In
Nepal, Thapa & Chowdhary (2022) documented substantial entrepreneurial growth,
particularly among women, while Bakare et al. (2023) showed that microfinance enabled
Nigerian farmers to adopt modern agricultural techniques and increase yields. In Sri
Lanka, Kulawardena & Nissanka (2022) found that microfinance facilitated
diversification among rural entrepreneurs, reducing vulnerability to shocks.

Despite these successes, long-term effects remain limited in several cases. Baqui-
Khalily (2020) observed in Bangladesh that while microfinance boosted short-term
investments, it did not sustain long-term growth. Shane et al. (2023) in the Philippines,
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and Sulemana et al. (2023) in Ghana, similarly found that increased business investments
did not consistently translate into higher profitability, with operational inefficiencies and
competitive pressures posing challenges. Findings on income impacts are mixed.
Bandiera et al. (2022) and Mandrawal (2022) reported minimal effects in Malaysia and
India, as loans were often used for consumption. In contrast, Karanja & Simiyu (2022)
demonstrated that when credit was paired with financial training, clients in Kenya
experienced significant income improvements. Singh et al. (2022) likewise observed
income growth in India when microfinance was coupled with entrepreneurship and
market linkages. In Nigeria, Oladapo (2021) noted that flexible repayment schedules
allowed microfinance to boost both income and savings, while Guja (2022) emphasized
stronger results when services were tailored to sectors such as agriculture and retail.

Microfinance has also contributed to social empowerment, though with varying
intensity. Sector-specific programs appear most effective. Henegar et al. (2024)
highlighted agricultural microfinance as a driver of leadership and community
participation. Similarly, Zeb et al. (2021) in Pakistan and Appietu et al. (2021) in Ghana
found that when combined with leadership or community development initiatives,
microfinance fostered trust, cooperation, and governance participation. Ribeiro et al.
(2022), Mukendi & Manda (2022), and Al-shami et al. (2021) echoed this, linking
microfinance to women’s empowerment and broader social cohesion. By contrast,
Kataria et al. (2020) noted limited effects in urban settings where weaker community
bonds reduced social engagement. Sun & Liang (2021) also observed minimal social
outcomes in Eastern Europe, suggesting that impacts are strongest in contexts with
stronger communal ties. Kayongo & Mathiassen (2023) and Kandie et al. (2023) further
highlighted that programs integrating mentorship or cooperative leadership yielded the
greatest empowerment. However, Milana & Ashta (2020) argued that most MFIs remain
overly focused on financial services, underinvesting in social and leadership
development.

Several barriers limit clients” ability to benefit fully from microfinance. Chief
among them are collateral demands, which exclude the poorest individuals from loans
(Elahi et al., 2021; Sommer, 2022). Saifurrahman & Kassim (2022) noted this was especially
severe in rural areas where clients lack assets. Jumlongnark (2024) found that strict
collateral requirements in Thailand increased default risks, while Benami & Carter (2021)
highlighted that borrowers without collateral often face higher interest rates, worsening
tinancial strain. Other barriers include bureaucratic loan application processes (Prijadi et
al., 2020), though high interest rates and rigid repayment schedules are typically more
prohibitive (Jimoh, 2023; Mackenzie & Louth, 2020). Microfinance institutions (MFIs) also
face obstacles, with high default rates being the most pressing. Tehulu (2023) and Salifu
(2024) stressed that defaults undermine sustainability by reducing lending capacity and
disrupting cash flows. Doering & Wry (2022) found this especially acute in rural areas.
While issues such as outdated infrastructure exist (Giron & Silva, 2021; Ali et al., 2021),
financial instability and limited capital remain more critical (Bouasria et al., 2020).

Despite a wealth of literature, notable gaps persist. Little is known about the
contributions of microfinance to the perceived quality of life of clients in Enugu City,
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Nigeria, as no empirical studies have examined this location specifically. This lack of
localized research highlights the need for targeted studies to understand how
microfinance affects client well-being in specific contexts.

Moreover, existing challenges are dynamic, evolving with economic, regulatory,
and social changes. There is a need for ongoing research to identify new barriers and
opportunities, and to develop context-specific interventions. Researchers also call for
further exploration of how microfinance contributes not just to financial but also to social
empowerment, especially in developing countries. The reviewed studies show that
microfinance contributes to economic empowerment, income growth, and social
inclusion, though effects vary across contexts. Persistent challenges, collateral demands,
high interest rates, defaults, and underdeveloped social programs, limit its
transformative potential. Addressing these barriers requires both research and policy
action. Tailored, practical solutions by governments and MFIs are essential to make
microfinance more inclusive, sustainable, and effective in improving the quality of life.

3. Theoretical Framework

This study is anchored on Sen’s (1985) Capability Approach, which evaluates
development not solely through income or economic growth but by the expansion of
individuals” freedoms and capabilities. The framework emphasizes functionings (what
people value being or doing, such as being healthy or educated) and capabilities (the real
opportunities to achieve these functionings). Microfinance aligns with this approach by
providing resources, credit, savings, and training, that enhance clients’ capabilities to
pursue valued life outcomes such as entrepreneurship, improved health, education, and
housing (Garces, 2022; Mwashiuya & Mbamba, 2020).

In the context of this study, microfinance is understood as more than financial
empowerment; it is a tool for improving quality of life. Access to financial services allows
individuals to manage risks, accumulate assets, and invest in income-generating
activities, which contribute to stability and long-term well-being (Thaher et al., 2021;
Kumar et al., 2021). Importantly, microfinance also promotes gender equality. Since
women constitute the majority of clients, their financial independence translates into
enhanced decision-making power in households and communities, expanding their
social and economic freedoms (Babajide et al., 2022; Abebe & Kegne, 2023). Beyond
economic impacts, microfinance fosters social empowerment by building financial
literacy, entrepreneurial skills, and community participation. These outcomes resonate
with the capability approach’s emphasis on enabling individuals to live lives they value,
while also strengthening social cohesion and reducing marginalization.

However, both clients and institutions face significant challenges that restrict the
expansion of capabilities. For clients, barriers such as high interest rates, stringent
eligibility requirements, and low financial literacy can lead to indebtedness and limited
effectiveness of loans (Tesfaye, 2021, Owusu-Yeboah et al., 2020). For microfinance
institutions (MFIs), issues such as limited capital, regulatory burdens, and weak
governance structures undermine their sustainability and outreach (Tadele et al., 2022).
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These institutional constraints ultimately reduce the sector’s ability to deliver inclusive
services. The capability approach provides strong justification for this study, as it
captures the multidimensional impacts of microfinance on both economic and social well-
being. By situating microfinance within this framework, the research highlights not only
its potential for poverty alleviation and empowerment but also the barriers that must be
addressed to enhance sustainable development in Enugu city.

4. Research Questions

The aim of this study was to assess the contributions of microfinance in the perceived
quality of life of Enugu City, Nigeria. Specifically, this study provided answers to the
following research questions:
1) To what extent does microfinance contribute to the perceived quality of life of
microfinance clients along:
a. economic, and
b. social?
2) What are the challenges encountered by microfinance clients?
3) What are the challenges encountered by microfinance institutions?

4.1 Significance of the Study

The outcomes of this study carry significant implications for multiple stakeholders within
the microfinance ecosystem. For microfinance bank management, the findings highlight
the need to address operational and client-related challenges by adopting strategies such
as streamlined processes, stronger risk management, and the design of innovative
financial products. These actions can strengthen institutional sustainability, improve
service delivery, and enhance both financial and social outcomes. For clients, the study
underscores the importance of making services more accessible, affordable, and tailored
to their needs. Addressing these areas can empower clients to grow their businesses,
improve financial stability, and enhance quality of life, thereby fostering economic
resilience and social inclusion. This has the potential to reduce poverty and promote
sustainable community development.

The Nigerian government also benefits by gaining deeper insights into systemic
issues within the sector. Such knowledge enables policymakers to implement reforms
that support microfinance growth, financial inclusion, and poverty alleviation programs.
Furthermore, the broader society gains from a strong microfinance system through
entrepreneurship promotion, job creation, and community empowerment, all of which
drive local economic growth and improve living standards. For future researchers, the
study provides a solid foundation for further exploration of microfinance dynamics and
development management. It opens pathways for investigating new issues, refining
methodologies, and contributing to evidence-based practices.

In sum, the study highlights the interconnected role of microfinance in fostering
inclusive, resilient, and sustainable financial ecosystems, benefiting individuals,
communities, and society at large.
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5. Methodology

This study employed a mixed-method research design that integrated both quantitative
and qualitative approaches to provide a comprehensive understanding of microfinance’s
role in entrepreneurship and women’s empowerment. The quantitative aspect utilized a
descriptive research design, while the qualitative component adopted a case study
design. The study population consisted of clients and employees from four selected
microfinance institutions (MFIs) in Enugu City, referred to as MFI-A, MFI-B, MFI-C, and
MFI-D. Together, these MFIs had 1,604 clients and 58 employees. Using the Raosoft
sample size calculator, a sample of 311 clients was determined and allocated
proportionally across the four MFIs through stratified random sampling. Purposive
sampling was then employed to select clients and employees with direct experience in
microfinance services, ensuring relevant and in-depth responses. For the qualitative
component, 18 employees and 15 clients were selected for interviews based on criteria
such as active loan usage, roles in loan disbursement, repayment history, and geographic
diversity.

Data collection tools included questionnaires and semi-structured interviews. The
questionnaire, pre-tested for reliability using Cronbach’s Alpha (yielding 0.875), was
distributed to clients via a research proxy. Semi-structured interviews were conducted
online with both clients and employees to explore challenges and contributions of
microfinance. The questions were formulated by the researcher based on past studies,
and institutional approval was sought for employee participation. Data analysis involved
statistical and thematic techniques. Weighted mean was applied to analyze the extent of
microfinance contributions to clients’” quality of life, while thematic coding based on
Braun and Clarke’s (2006) six-phase model was used to classify qualitative responses.
This process highlighted recurring issues such as high interest rates, repayment
difficulties, inadequate loan sizes, fraud, mismanagement, and regulatory constraints,
providing a nuanced understanding of both client and institutional challenges.

6. Results and Discussions

This section presents and interprets the findings of the study in relation to the research
objectives, focusing on the extent to which microfinance contributes to the perceived
quality of life of clients in Enugu City, Nigeria, across economic and social dimensions.
The results are discussed in light of the data collected, highlighting patterns, strengths,
and limitations in the role of microfinance. The discussion further situates these findings
within existing literature and theoretical perspectives, drawing comparisons with similar
studies in other contexts. By integrating empirical evidence with scholarly insights, this
section seeks to provide a nuanced understanding of the contributions of microfinance to
both economic empowerment and social well-being, as well as the challenges that limit
its transformative potential.

European Journal of Economic and Financial Research - Volume 9 | Issue 4 | 2025 39


http://oapub.org/soc/index.php/EJEFR

Onyemaibeya Nkiru Favour
MICROFINANCE CONTRIBUTIONS IN THE PERCEIVED QUALITY OF LIFE IN ENUGU CITY, NIGERIA

Table 1: The Extent to Which Microfinance Contributes to
the Perceived Quality of Life of Microfinance Clients

. . Weighted )
Dimensions Interpretation
Mean
Microfinance clients generally acknowledge economic
1 Economic 3.03 . & y &
improvements.
. Microfinance clients recognize positive changes in their social
2 | Social 3.02 . & P 5
lives.
Overall weighted 3.03 Microfinance clients recognize positive changes in their
mean ) economic and social lives.

Table 1 shows the extent to which microfinance contributes to clients” perceived quality
of life across economic and social dimensions. The overall weighted mean of 3.03
indicates a moderate impact, with the economic dimension (3.03) slightly higher than the
social dimension (3.02). This suggests that microfinance is viewed as more effective in
improving financial stability than in fostering social cohesion. However, the
contributions remain incremental rather than transformative. The moderate economic
effect implies that while clients gain access to credit and opportunities for income growth,
challenges such as small loan sizes, high-interest rates, and volatile economic conditions
in Nigeria limit progress. Although clients experience improvements in financial security
and entrepreneurial activity, these remain modest.

Similar findings revealed that microfinance enhances income but rarely
transforms conditions due to systemic barriers like limited market access and weak policy
support (Okesina, 2025; Ranabahu & Tanima, 2022). These align with Sen’s capability
approach, which stresses that outcomes depend not only on resources but also on the
broader socio-economic environment (Sen, 1999). On the social side, moderate gains are
observed in fostering social interactions, group solidarity, and community involvement.
Yet, deeper impacts such as leadership development and strong community integration
are limited. Nigeria’s fragmented social structures and ethnic diversity may constrain
these benefits. Global evidence is mixed: while some programs enhance social
participation, many report only modest outcomes (Rahman, 2025; Gutiérrez-Nieto &
Serrano-Cinca, 2023). Overall, the results suggest that microfinance contributes positively
to clients” economic and social lives but remains constrained by structural and contextual
factors.
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Table 2: Challenges Encountered by Microfinance Clients

Indicators Frequency (F) Percentages (%)
1 | Lack of acceptable collateral/security 15 22.06
2 | Inadequate loan sizes 12* 17.65
3 | Inconsistent loan repayment 11* 16.18
4 | Insufficient support services 9% 13.24
5 | High interest rates 9% 13.24
6 | Limited financial literacy 7* 10.29
7 | Complex loan application process 5 7.35

*Multiple responses

Table 2 outlines the key challenges faced by clients of microfinance institutions (MFIs) in
Nigeria. The most pressing issue is the lack of acceptable collateral or security (22.06%),
which severely restricts access to loans. Many clients, often low-income individuals or
small-scale entrepreneurs, lack the tangible assets, such as land or property, typically
required by MFIs. As interviews revealed, clients consistently described collateral
requirements as the main obstacle preventing them from securing adequate credit. One
participant noted, “I have good business ideas, but I can’t get the loans I need because I don’t
have land or property to use as collateral” (Interviewee Client “A”). Others shared similar
frustrations, with some turning to informal borrowing as an alternative. Empirical
studies support these findings. Elahi et al. (2021) and Sommer (2022) identify collateral
demands as a major barrier limiting financial access for low-income clients. Jumlongnark
(2024) further found that such requirements contribute to higher default rates, while
Benami and Carter (2021) report that a lack of collateral often leads to higher interest
rates, compounding financial strain. Saifurrahman and Kassim (2022) add that rural
populations are particularly disadvantaged, as they rarely possess assets acceptable as
collateral. From Sen’s (1985) capability approach, collateral constraints directly reduce
individuals” opportunities to expand businesses, improve stability, or escape poverty.

Other significant barriers include inadequate loan sizes (17.65%) and inconsistent
repayment terms (16.18%). Clients reported that even when loans were accessible, the
amounts were insufficient to meet business needs. High interest rates (13.24%) further
undermine loan effectiveness, limiting the benefits of borrowed funds. Respondents also
highlighted insufficient support services (13.24%) and limited financial literacy (10.29%),
which restrict their ability to manage loans effectively. These findings echo earlier studies
showing that the absence of training, financial guidance, and supportive mechanisms
often reduces the developmental impact of microfinance (Prijadi et al., 2020; Jimoh, 2023).
The least reported challenge was the complex loan application process (7.35%). While
some clients described the paperwork as cumbersome, most emphasized that collateral
and loan size were more significant obstacles.

One participant explained, “The paperwork is a hassle, but it’s not the main problem; I
could manage if I had better loan terms” (Interviewee Client “D”). Similar sentiments were
reported by others, who considered the complexity secondary to structural barriers.
Studies reinforce this perception: while bureaucratic procedures can discourage some
borrowers (Cowling et al., 2021), they are often overshadowed by more pressing issues
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like high interest rates and collateral demands (Mackenzie & Louth, 2020). Overall, the
findings reveal that challenges in accessing microfinance are both structural and
procedural. Collateral requirements remain the most critical, reinforcing cycles of
exclusion among those without assets. Meanwhile, small loan sizes, high interest rates,
and a lack of support services further constrain clients” ability to use microfinance as a
tool for empowerment. Addressing these barriers requires not only reforms within MFIs
but also broader policy interventions that align microfinance practices with the needs of
vulnerable populations.

Table 3: Challenges Encountered by Microfinance Institutions

Indicators Frequency (F) Percentages (%)
1 | High default rates 18 23.68
2 | Inadequate capital 15* 19.74
3 | Fraud and mismanagement 13* 17.11
4 | Difficulty in client acquisition and retention 12* 15.79
5 | Weak infrastructure 10* 13.16
6 | Regulatory constraints 8 10.53

*Multiple responses

Table 3 outlines the challenges faced by microfinance institutions (MFIs) in Nigeria,
showing that financial and operational issues significantly undermine their
sustainability. The most critical challenge is high default rates (23.68%), followed by
inadequate capital (19.74%) and fraud or mismanagement (17.11%). Other concerns
include client acquisition and retention (15.79%), weak infrastructure (13.16%), and
regulatory constraints (10.53%). High default rates were unanimously reported as the
greatest threat to MFIs. Defaults erode cash flow, reduce lending capacity, and weaken
institutional stability. Interviews reinforced this: one MFI manager stated, “We constantly
deal with clients who cannot repay their loans, which strains our financial resources”
(Interviewee “MFI A”). Another added, “the default rates are crippling our ability to lend
more” (Interviewee MFI “B”). Such burdens limit MFIs” ability to expand services and
undermine their mission to serve vulnerable populations.

These findings align with empirical studies. Tehulu (2023) noted that high default
rates destabilize MFIs by restricting lending operations. Hailu (2023) found that poor
borrower assessment and limited financial literacy exacerbate defaults in Ethiopia.
Similarly, Battaglia et al. (2024) observed that volatile economic conditions in Bangladesh
increased defaults, while Salifu (2024) and Doering & Wry (2022) stressed that defaults
particularly threaten rural MFIs, where clients face greater financial vulnerability. From
Sen’s (1985) capability approach, defaults reduce MFIs" ability to expand clients’
opportunities and hinder broader development outcomes. Inadequate capital, the second
major challenge, restricts MFIs” ability to scale operations. Without sufficient funds,
institutions cannot expand lending or cushion against defaults. Fraud and
mismanagement further drain resources, weaken institutional trust, and reduce
efficiency. Client acquisition and retention also pose difficulties, particularly in
competitive financial markets where trust and accessibility determine outreach.
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Weak infrastructure was the least significant challenge. While outdated
technology and poor facilities hinder efficiency, respondents considered these
manageable compared to financial constraints. As one manager noted, “the infrastructure
is not ideal, but financial issues take precedence” (Interviewee MFI “D”). This perspective
reflects resilience: MFIs adapt to infrastructural deficits while prioritizing urgent
financial challenges. Scholarly evidence supports this prioritization. Girén and Silva
(2021) argue that although infrastructure deficits impede efficiency, they are
overshadowed by financial instability. Similarly, Ali et al. (2021) and Bouasria et al. (2020)
stress that infrastructure upgrades alone cannot resolve issues of capital adequacy or
client repayment. Thus, while infrastructural improvements could enhance efficiency,
they remain secondary to tackling defaults and liquidity constraints. In essence, Nigerian
MFIs face interconnected challenges, with high default rates and inadequate capital
posing the greatest threats. These financial pressures not only compromise operational
stability but also limit the sector’s ability to promote economic empowerment.

7. Conclusions

Microfinance has provided clients with opportunities to invest in their businesses, yet its
impact on sustained income growth remains modest, producing mixed outcomes for
overall economic well-being. While it has successfully fostered greater participation in
community development initiatives, its role in empowering clients to assume leadership
positions within these activities is still limited. A major constraint faced by clients is the
lack of acceptable collateral, which restricts access to essential resources needed for
business expansion, asset acquisition, and long-term economic advancement. On the
institutional side, high default rates remain the most pressing challenge for microfinance
institutions, as they erode financial stability and significantly weaken their capacity to
extend credit effectively.

8. Recommendations

Based on the findings and conclusions, the following recommendations are proposed.
First, microfinance institutions should provide comprehensive business training
programs that equip clients with essential skills in financial management, marketing, and
strategies for business growth. Such capacity-building initiatives would enhance clients’
ability to use loans productively and improve economic outcomes. Second, policymakers
are encouraged to review and revise existing microfinance models to better reflect the
economic realities of clients. This may include conducting needs assessments to identify
the distinct challenges of various client segments and adapting loan structures,
repayment terms, and interest rates accordingly.

Microfinance institutions should also invest in leadership development initiatives
to strengthen clients” confidence and capacity to engage in community decision-making.
This can be achieved through leadership workshops focusing on decision-making,
communication, and community organizing, alongside mentorship programs that
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connect clients with experienced leaders. To improve accessibility, loan application
processes should be simplified by reducing documentation requirements and leveraging
digital platforms to make applications more user-friendly. Institutions may also adopt
alternative collateral models, such as group guarantees or acceptance of movable assets
like machinery and livestock, to accommodate clients who lack traditional collateral.
Furthermore, financial literacy training should be prioritized to help clients better
understand loan terms, manage their finances effectively, and maximize available
financial services. Finally, microfinance institutions must strengthen risk management
strategies to address high default rates. This includes implementing comprehensive
credit assessments, providing financial counseling, and establishing continuous client
monitoring. At the policy level, active engagement with regulators to advocate for
reforms that support sustainable microfinance practices will be essential for long-term
effectiveness.
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