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ABSTRACT

Microfinance is created in response to the missieglit market for the poor. This #tributed to the fact that
Conventional financial sector has not been ableke tcare of the low income group and the poor. Staey
finds out if the liabilities of microfinance ingtiions are more than their assets. Bhedy obtained secondary
data from mix market information exchange and wasyaeed using t-test. The result revealed thati#mslities
of microfinance institutions are far more than tteesets. In conclusion, it is observed that mioesfce has not
significantly reduced poverty in Nigeria, theirdilities outweigh their assets.
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1.0 Background of the Study

Microfinance is one of the few market- based sedille- anti-poverty solutions. Microfinance refergptoviding
access to financial services to poor householdsrid and urban areas. To most, microfinance igtiogision
of very small loans (micro credit) to help the péminvest in or scale up their small business (menterprise).
Over a period, microfinance evolved a broader raafjeservices like credit, savings, insurance, payme
services, money transfer, health care, educatiohraoently in some countries consumer protectidns Ts
because providers have realized that the poor atlodccess to traditional formal financial instas require a
variety of financial products (Panda and Mohany)&0 Also, because of the recognition of microfioenthe
united Nation Organization celebrated the year 2893 year of micro-credit (Khan and Rahaman, 2085 )a
result, this financing instrument (microfinanceperceived worldwide as a very effective meansregdiunger
and poverty mainly in developing countries.

The practice of micro-credit is culturally rooted & dates back several centuries (Central Bankligéria,
2005). The traditional micro-credit institutionsopide access to credit for the rural and urban ilmveme
earners. They are mainly of the informal self hgipups (SHGS) or the Rotating savings and crediv@ations
(ROSCASs) types (CBN, 2005). Other providers of micredit include savings collectors and co-opeeativ
societies. The informal financial institutions geadly have limited outreach due primarily to pawyaitf loan-
able funds.

Therefore, in order to enhance the flow of finahservice to Nigerian rural areas, Government hathé past
initiated a series of publicly-financed micro/ruraedit programs and policies targeted at the paith the
mandate of providing financial services to allezigioverty (CBN, 2005). The latest of such progranthie
National poverty eradication program (NAPEP) (CBRMDO05). Also, micro-credit services, especially #hos
sponsored by Government have adopted the traditsaumply-led subsidized credit approach basicaltgaed
at the agricultural sector and non-farm activiteech as trading, tailoring, weaving, blacksmithiragjro-
processing, and transportation. These servicedtedsim an increase level of credit disbursememnt gains in
agricultural production and other activities, tHéeet were short-lived due to the unsustainableurgabf the
programs.

Since the 1980s, Non- Governmental organizatiorG@) have emerged in Nigeria to champion the cafise
the micro and rural entrepreneurs, with a shiftrfrine supply-led approach to a demand-driven gfyat€hey
have increased significantly in recent times dugdly to the inability of the formal financial sectto provide
the services needed by the low income groups amgbdlor, and also the declining support from develent
partners among others. The Non-Governmental Orgtairs obtain their funds from grants, fees, irden
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loans and contributions from members. However, thaye limited outreach due largely to unsustainable
sources of funds (CBN, 2005).

In recent times, Microfinance institutions (cregitis services) have evolve in Nigeria with the afrmaking
these services available to a larger percentagleeopoor in both the urban and rural areas of thenity. The
central Bank of Nigeria started licensing microfina banks since 1999, their aim being the provigibn
microfinance services to low income groups with $b&e aim of alleviating poverty (CBN, 2005). Mifirmnce
banks was set up in order to address the problemeak capital base of community banks, the exigterfiduge
un-served market, economic empowerment of the moployment generation and increase savings opptytu
so0 as to alleviate poverty in Nigeria (Dahiru antdir, 2008).

Nigeria with a population of about 150 million a@DP/capita of $641 in 2006, two-thirds of the @tz are
still poor despite the existence of microfinancgtimtions in the country (Dahiru and Zubair, 2008igeria has
the third highest number of the poor in the wolliNDP, 2006). Microfinance institutions have not hedble to
reach the greater number of the poor as it seegssthan 1 million people out of the 40 milliongrtal people
that need the service (CBN, 2005). Also, the aggfeegnicro credit facility account for about 0.2 gent of
GDP and less one percent of the total credit toettenomy (Dahiru and Zubair, 2008). Equally, actaydo
Anyanwu (2004), the interest rate in the microficemstitutions are much higher than the prevaitatgs in the
banks. This ranges between 32%-48%, when bankstemging between 19.5% and 21.6%, while money
lenders charge interest rate of 100% or more (Awyai2004).

Also, in 2010, the Central bank of Nigeria (CBNywked the operating license of 224 microfinancekisaor
failure to honour their obligations to depositokT@, 2010). N18.2 billion of depositor money waagped in
the bank according to CBN (Daily Trust, 2010). Thi®mws that some of the microfinance institutiores rzot
financially healthy. How can a poor institutiongiout the poor out of perpetual poverty?

Microfinance is created in response to the missimglit market for the poor. This is because theventional
financial sector has not been able to take carthefow income groups and the poor. Micro-credialdobe
obtained through the informal financial instituttorNon-Governmental organizations have also emetged
increase the cause of microfinance though theireagh was limited due to unsustainable sourcesrafs. In
developing countries (Nigeria inclusive), Governmseare also incorporating microfinance in theiatgies
towards achieving the millennium development gdhd involve halving poverty by the target date athis
2015. This made the central bank of Nigeria (CBN$tart licensing the formal microfinance bankg 999.

Given the complex nature of poverty together wiie turrent microfinance intermediation approachis it
becoming difficult to judge whether microfinanceoshd be advocated as a means of poverty allevialibis is
because some microfinance institutions are nonfizdly healthy, their liability far outweigh thearssets. They
are equally struggling to get out of poverty, ind@eany of them were declared bankrupt in 2010.

In the light of the research topic, the objecti¥ehis study is to find out whether microfinancestsgnificantly
alleviated poverty in Nigeria. Base on this, theeaacher finds out if microfinance institutions drealthy
enough to have a significant effect on poverty dgking at the extent to which they are being firatiwough
debt (debt/equity ratio).

In line with the problem of the study, the researchtates the research question thus; Are thelifiebiof
microfinance institutions more than their assete&seBon the research question, the researcher shagtes
following hypothesis; Ho: The liabilities of miciofince institutions outweigh their assets.

2.0. Literature Review
2.1 Definition of Concepts

Irobi defines microfinance as the provision of fical services such as credits (loans), savingstaiieasing,
micro-insurance and payment transfers to econolyiaative poor to enable them engage in income igeing
activities to expand their business (Jegede, Kehamt Akinlabi, 2011). Also, Schreinzer proposetefinition
of microfinance as “uncollaterized loans to the mpaiod small scale entrepreneurs” (Omotola and Mwzad1).

A person is considered poor if his consumption liéabs below $1 per day, a level necessary to nieesic
needs. This minimum level is called poverty linedifd Bank, 2002). Also, the CBN (1999) views poyas “a
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state where an individual is not able to cater ad#sly for his or her basic needs of food, clothimgd shelter,
lack access to gainful employment, skills and ecaindnfrastructure like health and education”.

2.2. Empirical Analysis

Recent studies have shown evidence of positive ¢cinplamicrofinance in alleviating poverty in Nigar{Irobi,
2008). Also, Dahiru and Zubair (2008) reveal fromeampirical study that the poorest can benefit flwoth an
economic and social well-being point of view. Adjuon microfinance also reveal that microfinancegpam
have the potential to alleviate poverty especiatlyincreasing level of income and reducing vulnditgb
(Jegede, Kehinde and Akinlabi, 2011).

Also, most of the microfinance institutions pursmmeilti-sector socially oriented approaches to comityun
economic development offering training, educatiod &ealth services in addition to microcredit angdibess
development services while microcredit may be tld@minant activity to date, their mission has bearch
broader and they are yet to fully wrestle with thecision to specialize in microcredit (John andhi€ane,
2000). Zeller and Meyer viewed microfinance as aiadoliability, consuming scarce resource without
significantly affecting long-term outcomes. Theyaed that small enterprises supported by microtieaie
limited potential to grow to sustained impact om thoor. They argued that microfinance rather mdiee t
economically poor dependent on the program it€affi¢tola and Murad, 2011).

In addition, Hulme argues that microfinance institns are not cure for poverty. However, they caurehte and
provide a broad range of microfinance services Waild support poor people in their efforts to iloye their
own prospects and the prospects of their familiéslme believes effective micro financing makes éhes
agencies designed to help the poor more likelyctoeare the goals that poor people seek to achidegeha and
Nwachukwu, 2008).

2.3 Justification for the establishment of Microfinance Banksin Nigeria

From the appraisal of existing microfinance-oriehtestitutions in Nigeria, the following facts habecome
evident;

2.3.1 Weak Capital Base

The weak capital base of existing institutions,tipatarly the community banks cannot adequatelyig® a
cushion for the risk of lending to micro-entreprersewithout collateral (CBN, 2005).

2.3.2 The Existence of Huge Un-served Market

The size of the un-served market by existing fim@nimstitutions is large. The average banking dgnis
Nigeria is one financial institutions outlet to 3@0 inhabitants in the rural areas, it is 1:57,a08t is less than
2% of rural households have access to financiaices (CBN, 2005)2.3.3 Economic Empowerment ofRber,
Employment Generation and Poverty Reduction

The baseline economic survey of small and mediuhagtries (SMIs) in Nigeria conducted in 2004 intkca
that the 6,498 industries covered currently emgdittle over one million workers. Considering tfaet that
about 18.5 million (28% of the available work foyad Nigerian are employed, the employment objestikole

of the small and medium industries (SMIs) is faonfr being reached. One of the hallmarks of the natio
Economic Empowerment and Development strategy (NEEPB the empowerment of the poor and the private
sector through the provision of needed financialise to enable them engage or expand their presmme of
economic activities and generate employment. Deligeneeded services as contained in the strategydabe
remarkably enhanced through additional channelshvitie microfinance bank framework would provide. |
would also assist the small and medium industriesising their productive capacity and level ofpdoyment
generation (CBN, 2005).

2.3.4 The Need for Increased Saving Opportunity
The total assets of 615 community banks which rnediéheir reports, out of their 753 operating comityu

banks as at the end-December 2004 stood at N3#ichbBimilarly, their total loans and advance amted to
N11.4 billion while their aggregate deposits ligtles stood at N21.4 billion for the same periodsdd as at end
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—December 2004, the total currency in circulatitood at N545.8 billion, out of which N458.6 billiar 34.12
percent was outside the banking system.

Poor people can and do save contrary to generatomigptions. However, owing to the inadequacy of
appropriate saving opportunities and products,ngsvhave continued to grow at a very low rate,i@aerly in

the rural areas of Nigeria. Most poor people kdegrtresources in kind or simply under their pillovSuch
methods of keeping savings are risky, low in teofheturns, and undermine the aggregate volumeswurces
that could be mobilized and channeled to defi@iarof the economy. The microfinance policy wouldvjzle

the needed window of opportunity and promote theetbgpment of appropriate (safe, less costly, comrerand
easily accessible) saving products that would baciéed to rural clients and improve the savingzlléen the
economy (CBN, 2005).

2.4. Challenges of Microfinance Institutions

According to Mejeha and Nwachukwu (2008), microfioa in Nigeria has not reached a greater numbtreof
poor. Northwest and North eastern part of Nigenia most affected (John and Katherine, 2000). Other
challenges of microfinance according to John anthé&@ne (2000) are;

1. Specialization is limited with many microfinancestitutions offering variety of non-financial sergi
(Training, education, health services); along with management challenges of offering such diverse
services in a high quality way.

2. Interest rate probably not cost-covering limitsligbto achieve sustainability, offer attractiveveays
product etc.

3. Also Meheja and Nwachukwu (2008) observed that ofiicance institutions charges high interest rate ;
The objectives of microfinance institutions to canipoverty might be defeated since clients have to
repay back double of what they received at all ¢8@t100%)

3.0 Research Methodology

The datasetmployed in this paper was obtained through the microfimaimformation exchange
(MIX) website. MIX is a non-profit institution whespurpose is to provide data on microfinance
institutions throughout the world. The subset @& ttata used ranges over five years, 2007-2011.
Mix was incorporated as a non-profit in 2002 as@qet between the consultative groups to assist
the poorest (CGAP) which is housed in the World IBaand several private foundations
(www.mixmarket.org). The population of the studyalsthe microfinance institutions in Nigeria,
while the sample is all the microfinance institagoin Nigeria that made their data available to
MIX.

The study uses the debt-to-equity ratio of diffénencrofinance institutions provided by MIX to
see how much they are financed by debt. Debt-tiyeqatio is a measure of a firm’s financial
leverage, it is equal to total debt divided by shafders equity. Investing in a firm with a higher
debt/equity ratio may be riskier especially in taved rising interest rate that has to be paid out f
the debt. It is important to realize that if théioas greater than one, assets are mostly financed
through debt, if it is lower than one; assets amemarily financed through equity
(www.investorwords.com).

The researcher grouped the data collected on deiit/eratio into two; X1 for microfinance
institutions with debt/equity ratio of less thanepnvhile X2 is for microfinance institutions with
debt/equity ratio of more than one. Thereafter,rdsearcher uses t-test to determine whether there
is probably a significant difference between thengeof the independent samples. If the calculated
t-value is less than the critical t-value, the fylpothesis (Ho) that ‘The liabilities of microfinee
institutions are more than their assets’ is acckpitherwise, it will be rejected. The formula of t
test for independent samples is:
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Where Yl and YZ = means of group 1 and group 2
S= Standard deviation

n= number of subjecteach group

4.0 Finding

The findings revealed that in 2007, out of elevéh) (reporting microfinance institutions, only 3
has a debt/equity ratio of less than one whilerémeaining eight (8) has a debt/equity ratio greater
than one. In 2008, out of eight reporting data, iX12 while X2 is 6, Also, in 2009, eleven
microfinance data were reported out of which X% iand X2 is 7. In 2010, there was twenty-four
(24) reporting data out of which X1 is 4 and X2& Lastly, in 2011, out of twenty-two reporting
data, X1 is 4 and X2 is 18.

After using t-test to calculate the significantfeience between the mean of the samples, the
following results were obtained; for 2007, at Ol@%el of significance and 9 degree of freedom, the
critical t-value is 1.833 while the calculated tuais -8.2. Also, for 2008, the critical t-valige
1.943 while the calculated t-value is -3.75. FoO20the critical t-value is 1.833 while the
calculated t-value is -5.82, the result for 2010veh that the critical-t value is 1.717 while the
calculated t-value is -5.416. Lastly, the criticablue for2011 is 1.725 while the calculated tueal

is -6.02.

From the above analysis, it will be observed tbatdl the years under study, the critical t-valie
greater than the calculated t-value. Therefore aaeept the null hypothesis (Ho) that says ‘The
liabilities of microfinance institutions are moreah their assets’. This implies that microfinance
institutions are also highly indebted. In 2010, tentral bank of Nigeria (CBN) revoked the
operating license of 224 microfinance banks folufai to honour their obligations to depositors
(NTA, 2010). N18.2 bhillion of depositors’ moneytigpped in the bank according to CBN (Daily
Trust, 2010) this shows that some of the microfogamstitutions are not healthy. According to
John and Katherine (2000), interest rate of mio@nice institutions are probably not cost-covering
and limit their ability to achieve sustainabilitynaa to offer attractive savings product. Also,
liquidity constraints limit expansion of microfinem institutions.

Also, Zeller and Meyer viewed microfinance as aialotiability, consuming scarce resources
without significantly affecting long-term outcomekhey argued that small enterprises supported
by microcredit have limited potential to grow tosgined impact on the poor. They argued that
microfinance programs rather make the economicpthpr dependent on the program itself
(Omotola and Murad, 2011). In addition, Hulme asytleat microfinance institutions are not cure
for poverty. However, they could create and prowadbroad range of microfinance services that
would support poor people in their efforts to impadheir own prospects and the prospects of their
families. Hulme believes that effective micro ficarg makes these agencies designed to help the
poor more likely to achieve the goals that poorgbeseek to achieve (Meheja and Nwachukwu,
2008).
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4.1 Conclusions

The study reveals that microfinance has not sigaifily reduce poverty in Nigeria. This is because
their liabilities outweigh their assets.

4.2 Recommendations

1. Government through the central bank should féateupolicies to encourage microfinance
institutions that do not have the required capliake to come together through merger or
acquisition.

2. Government should come up with a policy to reddle interest rate that microfinance
institutions are charged by their creditors.
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