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Abstract

This paper critically examines the impact and role of microfinance on poverty reduction,
drawing on global literature and contextual insights from Zimbabwe'’s evolving financial
landscape. While microfinance has been widely promoted as a tool for socio-economic
development, its outcomes remain contested. Evidence suggests that microfinance
enhances entrepreneurial activity, financial inclusion, food security, and women’s
empowerment, while also fostering innovation and resilience among marginalized
groups. However, challenges such as debt traps, hidden borrowing costs, and the
exclusion of the poorest raise concerns about its sustainability and equity. In Zimbabwe,
the rapid growth of microfinance institutions (MFIs) has been shaped by high
unemployment and informal sector expansion, with mixed results for poverty alleviation.
This paper argues that microfinance can reduce poverty when responsibly implemented,
but risks perpetuating vulnerability when driven by profit motives rather than
developmental goals.
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I. Introduction

Microfinance has become the order of the
day in the field of development and has been
on many occasions cited as an effective tool
for poverty reduction and for socio-
economic development. Yet, its impact is still
questionable and varies from one country to
others and from urban to rural (Samer et al,
2015) With many MFls emerging, it is no-
longer that straight forward to distinguish
whether microfinance is working for the
poor or rather against them or whether it is
serving those at the bottom of the socio-
economic pyramid as it should or just giving
convenience to the working class as far
access to finance is concerned. This essay
is a discussion of the notion that ‘does
microfinance reduce poverty? or if
capitalism has evaded the market and
microfinance institutions are now the
sole beneficiaries of their existence at
the expense of the poor

Historically, poverty has been related to
income, which still remains the core of the
concept today. It adds to the
conceptualization of lacking ‘basic needs’,
extending the subsistence idea by also
including basic facilities and services such as
healthcare, sanitation, and education.
Poverty is now understood as relative
deprivation, including of income and other
resources, as well as social conditions (Ludi
& Bird, 2007). Ludi & Bird (2007) went on to
say people are poor when they cannot lead
a productive and creative life in accordance
with their needs and interests. Amartya Sen
defines poverty as the denial of choices and
opportunities for living a tolerable life with
his capabilities and functions approach.

2. Methodology

This article is based on a qualitative desk
review complemented by practitioner
reflections from over a decade of experience
in microfinance, development finance and
youth and women donor funded economic
empowerment in Zimbabwe. The desk
research involved a thematic analysis of
peer-reviewed journal articles, policy papers,
and empirical studies, including seminal
works. Sources were selected to capture
both supportive and critical perspectives on
microfinance’s role in poverty reduction.
The analysis was structured around
recurring themes such as financial inclusion,
gender empowerment, consumption
smoothing,  debt  sustainability, and
institutional practices. In addition, the
author’s professional experience in managing
microfinance/development finance
portfolios, managing donor-funded
economic empowerment programs and
engaging with MFls in Zimbabwe provided
contextual insights into the sector’s
contextual evolution, challenges, and
opportunities. This dual approach literature
synthesis and experiential reflection enabled
a balanced exploration of microfinance as
both a poverty reduction tool and a
contested development intervention.



3. Findings and Discussion

3.1. Rather than giving hand-outs to poor households, microfinance programs offer small loans
to foster small-scale entrepreneurial activities. Sigalla & Carney, (2012) noted that
microfinance programs do not impose ready-made development solutions to communities but
rather enhance the entrepreneurial activities that are already there. This increases the capabilities
of the beneficiaries. Borrowers participate fully in their programs and the honor’s to liberate
them from poverty is solely on them. This aligns well to the 'Helping the people help themselves'
theory by Ellarman. This is a powerful tool for poverty reduction as it fosters sustainability. The
enhanced income-generating activities will remain even after the microfinance intervention is
long-gone. The beneficiaries’ harnesses the accrued benefits such as skills developed, social
networks, and accrued capital assets. The author has over the years, witnessed a significant
number of women running small enterprises who took it upon themselves to use microloan as
tools to enhance their microenterprises and their lives.

3.2. Microfinance and affordable access to finance; the emerging microfinance movement
demonstrates institutional innovations that appear to greatly reduce the risk and cost of providing
financial services to poor households. Innovations include contracts that give borrowers
incentives to exclude bad credit risks and monitor other borrowers’ activities, schedules of loans
that increase over time conditional on successful performance, and weekly or semi-weekly loan
repayment requirements (Morduch, 1998). This is evidenced by many MFls using the Grameen
model of using the group lending approach. Groups share joint liability and are self-monitoring
hence saving on monitoring costs and reducing ‘risk’, which is a component usually priced by
mainstream finance institutions. These cost efficiencies allow MFIs to make loans affordable,
making borrowing accessible to the poor.

3.3. Purpose of borrowing; Imai et al (2010) noted that microfinance initially allows
borrowing for production. The major reason behind borrowing from MFl is to enhance or start
an enterprise with the bulk of the MFI clients were from the agriculture base. This means that
the people who borrow for enterprise reasons have to use the money for capital or working
capital and enjoy returns from their investment hence are not bounded by the paycheque to
paycheque cycles, for profit is better than salaries.

3.4. Microfinance and Seasonality; Access to Microfinance, appears to aid the diversification
of labor supply across seasons. In turn, access is associated with a reduction in the variability of
consumption across seasons. Jonathan Morduch (1998) argues that while microfinance may not
increase consumption on average, they may offer households ways to smooth consumption
through smoothing income. In pointing to impacts on vulnerability, seasonality is the major
determinant of poverty in small scale farmers, it exposes many to the vulnerability of household
diversity. Access to microfinance has given seasonal farmers capital to diversify their labor thus
remaining productive on and off farm even out of season as they can now pursue other income-
generating activities as they wait for the next season. This smoothens the income curve for
seasonal farmers throughout the year.



3.4. Microfinance, redressing the imbalances and the local economy; The results of
research by Khandker (2005) suggest that access to microfinance contributes to poverty
reduction, especially for female participants, and to overall poverty reduction at the micro and
meso level. Microfinance thus helps not only poor participants but also the local economy.
Women are historically dis-advantaged but with microfinance initiatives having a bias towards
women, their potential is now exploited and their contribution to local economies is now realized
(Sigalla & Carney, 2012). Microfinance is now allowing the exploitation of both skills and ideas
(Human Capital) which were historically idle as women were not given the platforms in
development. Microfinance in a way does address the gender imbalances and help reduce
poverty.

3.5. Inclusion; the core purpose of the existence of MFls is to serve the underserved. To do
so microfinance has cut down on the requirements needed to acquire financial services (Sigalla &
Carney, 2012). Most microfinance institutions no longer require income evidence from formal
employment or heavy asset-based collateral security. Several methodologies are being employed
for instance group lending where there are joint and several liabilities to a loan. MFls developed
security based on deeper KYC (know your client) understanding and base it on what is accessible
to the low class. The low class may not have title deeds to mansions or neither do they own
assets of great value but they however have closer social ties. The Grameem model bases on this
social capital to act as a security to accessing finance. The low-class working class can now access
credit easily not based on assets but on job security as repayments may be deducted straight
from remuneration.

3.6. Microfinance and food consumption; A research in Bangladesh shows that the overall
effects of MFI loans on income and food consumption were positive and the purpose of the loan
is important in predicting which household welfare indicator is improved. The estimation
methods confirm a positive impact of MFI loans on food consumption growth, which supports
the poverty-reducing effects of microfinance in Bangladesh. The research shows that the
benefactor households of the microfinance schemes eat better. Access to food and better diets
is a key contributing factor to the human development index (HDI) thus microfinance enhance
household income level, as disposable income increases diet improve hence malnutrition and
associated deaths falls, thus reducing poverty.

3.7. Microfinance, business support, and financial literacy training; Many double and
triple-bottom-line microfinance institutions offer business support and financial literacy as pre or
follow-up services to their credit services. This gives people financial freedom as they acquire
knowledge on how to make and spend money wisely. Financial literacy training amplifies the
impact of microfinance because it changes and empowers people on personal expenditure thus
increase in income level has a greater impact on the lives of people who are more financially
literate than their counterparts. This is due to improve spending choices.

3.8. Microfinance and insurance; Micro-insurance is the other crucial component in
microfinance. Insurance being a pivotal method in disaster risk reduction; it can be used as a
poverty reduction tool as the poor can insure against their livelihood sources. The poor form
the greater proportion of those in agriculture and generally those reliant on rain-fed farming and



can be easily affected by adverse climatic conditions. Micro-insurance allows the low class to
insure their crops or livelihoods against paying a small premium and this can reduce the impact
of natural and man-made hazards like fire on the income flow of the poor. Imagine a case where
one borrow and invest in agriculture, then the project fails because of drought yet still need to
repay the loan, without insurance one might end up losing assets to repay the loan digging even
a bigger poverty pit, but this can be easily be averted through microinsurance.

3.9. Microfinance and Innovation, diversification and sustainability; Imai and Azan (2011)
noted that credit strategies combine the logic of business, progressive approaches to learning
from experience, and the key aim to reduce poverty, especially amongst women. The focus in
such interventions on the independent, entrepreneurial citizen suggests not only new ways to
generate economic growth and sustainable development, but an important recalibration of the
repressive social relations thought to be at the root of women's persistent under-development.
New ideas are financed hence new solutions are brought to the table. With increased players
(start-ups financed by MFls) efficiency and sustainability become key.

However:

3.10. Microfinance and actual income; on the other hand Khandker (2005) poses that
microfinance supports mainly informal activities that often have a low return and low market
demand. He further hypothesized that the aggregate poverty impact of microfinance is modest
or even non-existent. If true, the poverty impact of microfinance observed at the participant level
represents either income redistribution or short-run income generation from the microfinance
intervention. There is less or minimal income increase and let alone impact on a macro or meso
level.

3.11. MFIs excluding the poor; Many MFls of this day are risk-averse hence end up offering
consumption loans that are salary based leaving out the core intended beneficiaries (the poor). It
seems a significant proportion of the players in micro-finance are no-longer pro-development
with and the products are no longer pro-poor (Samer, 2015). In this regard, the poor are
excluded from the financial service provision.

3.12. Microfinance and debt traps; the way microfinance is being offered today people to
spend before they earn reducing the ability to save for the populace. Saving is the only way to
financial freedom. Economists equate savings to investment thus if this behavior is rooted out
from the low class they remain trapped in the paycheque to paycheque lifestyle cycles. Many are
now trapped in debt traps (Samer, 2015). The ease of access to credit came at a cost to many,
especially with the zero deposit schemes on consumables. It is zero deposit only when money is
concerned but people have to give up their financial freedom especially the freedom of choice as
you will be bonded to the debt for a foreseeable future. If these cycles are repeated it leads to
poverty entanglements through debt traps.

3.13. High total cost of borrowing; Some microfinance institutions are charging exorbitant
prices for their prices, even though interest rates may seem low hidden costs such as
administration costs and loan insurance are added to the total cost of borrowing, especially when
the providers of credit are also the providers of insurance for the loan. Instead of insurance being



charged to the services providers it cost is charged down on the borrower thus it is deducted
from the loan before the borrower even gets it (Sigalla & Carney, 2012). Capitalism is now
wrecking the industry as the poor are seemingly being taken advantage of because of the limited
choices they have. They cannot access finance from the mainstream financial institutions because
of a poor asset base hence left with limited options ending up borrowing at high costs.

3.14. Microfinance, serial borrowing and chronic debt; Microfinance Institutions are now
cunning and have realized that the cake is becoming smaller as more players are joining the
industry hence are focusing on customer retention. They are now devising persuasive schemes
and offering existing clients new seemingly lucrative incentives and ‘new’ products should they
decide to keep borrowing. This is enticing people into serial borrowing and chronic debt which
is adverse to poverty reduction (Samer, 2015).

4. The Zimbabwean context;

Microfinance in Zimbabwe emerged in the early 1990s but gained prominence in the 2000s as the
economy rapidly informalised. With unemployment officially estimated above 80%, the informal
sector became the largest employer, creating strong demand for accessible credit outside
traditional banking systems (Samer et al., 2015). Early growth was driven by salary-based lending
to civil servants, which many NGOs and development partners criticized for encouraging
consumption loans and perpetuating debt traps rather than supporting productive enterprise
(Samer et al, 2015). Over time, however, competition and market saturation have pushed
microfinance institutions (MFls) to expand into rural areas and microenterprise lending, aligning
more closely with developmental objectives. Regrettably, informal operators are unable to access
funding from traditional capital providers because they lack collateral and they find the
requirements of the mainstream financial sector too demanding and rather intimidating. The
demand for microfinance is too large and growing rapidly in correlating with the growth of
informal operators countrywide. It must be noted henceforth that the informal sector has
become the main source of survival for the majority of the population and therefore largely
responsible for the absence of the usual strife that characterizes other nations and yet there was
no fiscal allocation to this key sector, we have recently witnessed its recognition through the
establishment of the government-owned Epowerbank and Women Microfinance Bank to
complement the private sector efforts.

In Zimbabwe, the definition of microfinance was compelled to recognize the reality posed by a
dichotomous approach to the granting of micro loans in relation to the purpose of the loans vis
-a- vis - production and consumption. A large contingent of money lending institutions (MLIs)
grew substantially in response to the high and growing demand for consumer loans during the
early 2000s by employed persons who were finding it difficult to survive on their basic salaries
and wages. We now find numerous MFI printed on the back of civil servants' payslips eg Getbucks,
FMI, and other countless MFls. Most development partners and NGOs strongly opposed this
development as they believe that consumption loans encourage non-essential spending and
actually creates perpetual debt traps for innocent borrowers. And yet the truth of the matter is
that both MFIs and moneylenders are on a crusade to offer loans for both production and
consumption.



Recent data shows that Zimbabwe’s microfinance sector has grown substantially. The Reserve
Bank of Zimbabwe (RBZ) reported 292 registered MFIs by March 2025, rising to 303 by June
2025, with total loans reaching ZiG 6.37 billion and assets valued at ZiG 10.28 billion (Reserve
Bank of Zimbabwe, 2025a; Reserve Bank of Zimbabwe, 2025b). Credit-only MFls dominate the
sector, accounting for nearly two-thirds of lending, while deposit-taking MFls continue to struggle
with mobilising deposits due to weak savings culture and economic instability (International
Credit Rating Agency, 2025).

A notable achievement has been the sector’s contribution to women’s empowerment. By March
2025, women represented 47.9% of borrowers, accessing loans worth ZiG 1.96 billion (Reserve
Bank of Zimbabwe, 2025a). The Zimbabwe Women’s Microfinance Bank (ZWMB) reported a
759% surge in loan disbursements in 2024, reaching ZiG 205.5 million and creating over 5,700
jobs, particularly in agriculture and small-scale enterprises (Herald, 2025). This demonstrates
microfinance’s potential to redress gender imbalances and enhance women’s participation in local
economies, consistent with findings that microfinance disproportionately benefits female
borrowers (Khandker, 2005).

The saturation of the Zimbabwean market is now pushing many MFls out of the comfort zones
to serve their intended purpose which is to serve the poor. Solely surviving on providing salary-
based loans is now a thing of the past as competition is becoming stiffer by the day as new MFls
and joining the crusade like a storm. Many microfinance institutions are not looking for
microenterprise loans and now moving to rural areas to find business.

However, challenges persist. Zimbabwe’s economy remains highly informal, and research
indicates that self-employment has a statistically insignificant relationship with GDP per capita
growth, suggesting that survivalist entrepreneurship does not translate into national economic
transformation (NewsDay, 2026a). In response, the Zimbabwe Revenue Authority (ZIMRA)
introduced a tax amnesty in 2025 targeting informal traders and digital earners, aiming to
integrate them into formal financial systems and broaden the tax base (NewsDay, 2026b). Yet,
MFls continue to face criticism for predatory lending practices, hidden costs, and debt
entrapment, which undermine their poverty reduction potential (International Credit Rating
Agency, 2025; Sigalla & Carney, 2012).

4.1. Prevailing Interest Rates in Zimbabwe’s Microfinance Sector

Microfinance institutions (MFls) in Zimbabwe typically charge interest on a flat-rate basis,
calculated monthly rather than annually, which significantly increases the effective cost of
borrowing. Current reports indicate that most MFls levy monthly interest rates ranging between
8% and 20%, translating into effective annualized rates of 96% to 240%. This far exceeding the
official policy rate of 35% set by the Reserve Bank of Zimbabwe (RBZ) (Reserve Bank of
Zimbabwe, 2025a; ZIMCODD, 2025). This flat-rate method means that interest is charged on
the original loan principal throughout the repayment period, regardless of the declining balance,
thereby inflating the borrower’s repayment burden. For example, a loan of USD 1,000 at a flat
monthly rate of 10% requires repayment of ZiG 100 each month in interest alone, even as the



outstanding principal reduces, effectively doubling the cost compared to reducing-balance
methods.

The justification offered by MFIs for these high monthly charges lies in Zimbabwe’s volatile
macroeconomic environment, characterized by inflationary pressures, currency instability, and
high default risks (International Credit Rating Agency, 2025). However, the implications for low-
income borrowers are severe: flat-rate monthly interest erodes disposable income, discourages
savings, and often leads to serial borrowing and chronic indebtedness (Samer et al.,, 2015).
Comparative evidence shows that Zimbabwe’s flat-rate monthly interest charges are among the
highest in Sub-Saharan Africa, where MFls in countries such as Kenya and Uganda typically charge
2% to 3% per month on a reducing balance basis (Khandker, 2005). The persistence of flat-rate
lending in Zimbabwe thus reflects both structural inefficiencies in the financial sector and the
limited bargaining power of poor borrowers.

Overall, Zimbabwe’s microfinance sector illustrates both the promise and pitfalls of microfinance
as a development tool. While it has expanded financial inclusion and empowered women, its long-
term impact depends on responsible lending, stronger consumer protection, and alignment with
broader strategies for industrialisation and economic transformation.

5. Conclusion

In conclusion, microfinance do have the potential to reduce poverty through offering affordable
credit, training and business support, financial inclusion, giving capital finance for productive
purposes, micro-insurance, supporting innovation, and diversity among other interventions.
However, some financial service providers are deviating from best practices, charging hidden
costs, and enjoying customer retention and the expense of debt traps for the poor. If not
provided responsibly microfinance products and interventions can be disempowering to the poor.

Beyond the immediate impacts on household welfare and women’s empowerment, the long-term
effectiveness of microfinance in Zimbabwe hinges on its integration into broader structural
reforms. Microfinance alone cannot transform an economy dominated by informality and
survivalist entrepreneurship; it must be complemented by industrialisation strategies, financial
sector reforms, and policies that incentivize savings and productive investment. Strengthening
consumer protection frameworks, enforcing transparency in loan pricing, and promoting
responsible interest models could mitigate debt traps and hidden costs that currently undermine
the sector’s credibility. Moreover, aligning microfinance with national development priorities such
as the National Development Strategy 2 (2026-2030), Youth development Policy, climate
resilience, digital financial inclusion, and youth employment would ensure that credit provision
translates into sustainable livelihoods rather than short-term coping mechanisms. Thus, while
microfinance remains a valuable instrument for poverty reduction, its promise will only be fully
realized when embedded within inclusive economic transformation agendas that prioritize equity,
accountability, and resilience.
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