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Abstract: Poverty reduction has been a major concern in Malawi for a long time. Today, Microfinance has become an important
instrument for poverty alleviation in developing countries. This paper aims to assess the Impact of Micro finance activities on
Malawi’s economic growth and poverty reduction. The study findings will be of special importance for policy makers and
stakeholders who may benefit from these results in improving regulations and strategies to strengthen the microfinance sector as
main player in the financial system in Malawi. For this study 70 respondents from microfinance institutions were considered
and surveyed using a structured questionnaire and interviews. The data collected is analysed with tables, percentages and
diagrams using Microsoft Excel.
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I. INTRODUCTION

A well-functioning financial sector can spur economic growth (Schumpeter, 1912 and Levine, 1997). MFIs design optimal products
that distribute funds over macro and micro levels, which in turn contribute to the growth of financial intermediaries. This growth
increases households’ access to finance, which in turn allows them to start small businesses that contribute to economic growth.
Hermes et al. (2009) argue that, depending on the complement and the rival relationship of microfinance with mainstream banking,
the degree and the maturity of the financial sector are shaped which is transferred to growth accordingly.

This paper will look at the impact of Microfinance activities in Malawi. It considers answering the question, what is the impact of
Microfinance on Economic Growth and Poverty reduction in Malawi?

Il. PROBLEM STATEMENT

According to Malawi economic report (African development bank,2019) poverty remains widespread at 51.5%, up to 50.4% in 2010
particularly in rural areas (56.6%)

Formal financial institutions are generally hesitant to lend to low-income households with low income. while households in
developing countries have reasonable access to banking services, they have limited access to loans (Tanmeyah, 2013). In this
context, it is worth studying the extent of the microfinance industry’s contribution to economic growth and poverty reduction in
Malawi. An easy way to comply with IJRASET paper formatting requirements is to use this document as a template and simply type
your text into it.

111.LOBJECTIVES OF THE STUDY
The main goal of this study is to understand the effect of MFIs on economic growth and poverty reduction in Malawi. It seeks to
examine the role of MFIs in Malawi, and to study their impact on GDP growth in the hope of forming policies related to the
microfinance sector.

1) To evaluate the implementation processes of microfinance institutions
2) To evaluate the effectiveness of microfinance as a tool for poverty reduction.

IV.LITERATURE REVIEW
1) World Bank, et. al, 2001 More than 80% of households do not have access to the services of the financial institutions. This is

due to the lack of collateral to secure loans from the commercial banks.
2) Anyanwu, et. al, 2004, Mostly commercial banks give out loans to the medium and large enterprises but they are unable to
provide for the poor community.
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3) Maksudova, et. al. 2010, It is a well-known fact that one major cause of poverty in developing countries is lack of access to
productive capital, with formal financial institutions mostly excluding the poor in their lending activities. Since the 1970s,
microfinance has played an important role in decreasing poverty and supporting economic growth. MFIs design optimal
products that distribute funds over macro and micro levels, which in turn contribute to the growth of financial intermediaries.
Following the success of the Grameen Bank in Bangladesh in reaching the poor, microfinance institutions using group-based
lending are increasingly becoming important institutions in breaking the circle of poverty in many developing countries today.

4) Ledgewood, et. al. 2000, Microfinance has evolved as an economic development approach intended to benefit low-income
women and men. It refers to the provision of financial services to low — income clients, including the self-employed.

V. METHODOLOGY
Research design; The methodology that the study adopted was descriptive research design. Data was collected by interviewing the

respondents and a questionnaire which consisted of both open ended and close ended questions to allow respondents to freely
express their views. Secondary data was collected from journals.

VI.DISCUSSION OF FINDINGS

TABLE 1

30 and 3 3 3 3 4 - - 16 14
below

30-35 5 7 3 5 3 23 59
35-40 5 - 0 5 0 5 15 11
40 and 3 3 0 0 3 5 2 16 11
above

Total 16 13 6 13 7 13 2 70 95

Source: Primary data
The table above indicates that most respondents were male and belonging to the age bracket of 30 to 40 years of age and most of
them had attained some sort of education.

VIL. PROCEDURAL CHALLENGES ON LENDING FACILITIES
The study revealed that most poor people are finding it hard to get loan facilities because of the collateral requirements that the

poor cannot satisfy and due to the belief that the incentives to repay for the poor are limited given the associated asymmetric
information and high monitoring costs of micro individual borrowers.

Formal requirements are a challenge

70.00%
60.00% 65.00%
. 0
50.00% —9— agree
40.00% == disagree
30.00% =—@= notsure
20.00%
10.00%
0.00% 0%
-10.00% agree disagree notsure

Fig.1. Formal Requirements are a Challenge
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Collected data indicates that 65% of the participants were of the opinion that the current lending requirements are poor and not
conducive for economic growth of the rural masses. 35% thought that the requirements were fair considering the economic
environment of country.

VIIl.  MICROFINANCE MANAGEMENT AND EFFICIENCY
There has been an increase in the loan portfolio due to the availability of information on the digital platforms according to 87% of

the respondents, and 13% disagreed with the statement. The researcher observed that MFI’s have improved their efficiency
tremendously through the use of new technologies. Most MFI’s have improved they as they are able to reach out to a large number
of people especially in the urban areas. However, the rural poor continue to miss out on easy access to information due to lack of
structural network.

microfinance efficiency

0% 10% 20% 30% 40% 50% 60% 710% 80% 90% 100%

disagree o disagree, 13.00%
BT e 2gTEE, 87 %
0 0.2 0.4 0.6 0.8 1 1.2

m Column4 Column3 = Column2

Fig .2. Microfinance Efficiency

IX.OPERATING PROCEDURES AND CUSTOMER SATISFACTION
It was observed that most micro-credit programmes reach clients just above or just below the poverty line and expanding the client

base to poorer households remains a challenge. Johnson and Rogaly et. al. 1997 contend that the appropriateness of micro-credit as a
strategy for poverty reduction in the case of the poorest people is questionable.

X. PRIORITIZATION OF SME’S ON LOANDISTRIBUTION
From the data collected, it is evident that most MFI’s priorities SME’S in giving out loans and as a result most individuals are left

out in the cold. Mainly, this is due to repayment conditions which these institutions demand which many individuals fail to meet.
MFI’s and mainstream banks can find other means of helping out customers in terms of loan facilities by putting up flexible
conditions that can be met by a good number of customers.

Preference of SME'S over individuals
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FIG. 3.SME’s Preference Over Individuals
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XI.IDENTIFYING MICROLENDING CHALLENGES
Apart from collateral requirements it was observed that Most institutions with micro credit programs also face several capacity

constraints such as under-qualified human resources, inadequate personnel to match the scale of their programs, limited branch
networks, inadequate physical assets and transport facilities and inadequate financial resources.

A. Technological Competence and Trained staff in Microfinance a Challenge

Most respondents felt that most MFI’s do not have well trained staff in the area of credit dispensation and they are unable to handle
the technological aspect of it as such they need to undergo different kinds of training so that they can make the most of mobile
phones and digital infrastructure that have taken over the traditional way of accessing financial services.

NEED FOR EMPLOYEE TECHNOLOGICAL COMPETENCE

e

agree
89%

Fig. 4. Need for Technological Competence

89% of respondents felt that MFIs can use these technology systems to provide mobile financial services and promote digital skills
amongst its customers to enable them manage their finances digitally and avail financial services at a click of a button. This will also
help microfinance institutions to track down loans and avoid financial loss due to unrecovered loans.

B. Hypothesis Framed

The following(“Ho™) null hypothesis is formed

There is no significant impact of microfinance activities on the economic growth and poverty reduction of Malawi over the period
through microfinance activities (1995-2019) considering the fact that the number of MFI clients had risen from 27,776 at the end of
2021 to 32,686 in march 2022. ADA et. al.2022

XII. RECOMMENDATIONS
It is recommended that an area of Government policy that can help to rapidly reduce poverty to the barest minimum can be

researched into since most of the financial institutions have profit motives and therefore have limitation to give some of the services
needed by the very poor (for example grants) to enable them graduate from their present level of poverty.

XIIl.  CONCLUSIONS
This study focused on the impact Microfinance has on economic growth and poverty reduction and it was discovered that the impact

is minimal as to be almost nonexistent as most people tend to default and they end up getting money from loan sharks which results
into more indebt Ness and even in suicide cases as a result of failure to repay.

Data collected would clearly indicate that there is a large unserved demand for microfinance services especially to the urban and
rural poor who cannot afford the collaterals demanded by financial institutions. These are the same people that form a large
population of Malawi who depend on farming for their survival which could be served by means of a rapid expansion of existing
MFIs’ operations.
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