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Abstract

The study examined the impact of microfinance bamkpoverty alleviation in selected Local Governingreas of
Oyo State. Standard of living of the respondents @eamined; relationship between size of loanssaddard of
living and the extent to which women has benefiftech microfinance bank activities were also eviddaThe study
was carried out in three Local Government Areasctvhivere selected using stratified and purposiveptam
techniques. 150 customers of microfinance banks wetected. Primary data were analyzed using Féateer
Thorbecke; Matching Framework Analysis and Pai@atrelation. The results revealed that poverty xndéthe
respondents reduced from 0.1668 to 0.1551 aftdecatmn of loans which implied that microfinancenka has
impacted positively on their living standards. Tédent at which women has benefitted from micrafoe banks
ranges from 65% to 74% between 2007 and 2010. &hdtrindicated that women are increasingly betirgditfrom
microfinance activities in contrast to yester yeahen there was gender disparity skewed againstemoMoreover,
the relationship between size of loan, asset aitigumsnd profit after loan were positive and sfgraint with P = 0.085
and r = 0.152, this revealed that as the size af limcreases, asset acquisition and profit alseases. It was
recommended that the size of loans given to cus®si®uld be increased in order to enhance traidsard of living
and consequently alleviate poverty. Microfinancaksashould encourage formation of cooperative siesi¢hrough
which they can give out loans to customers.

Keywords.  Microfinance bank, Poverty, Living standard, Nigeri
1. Introduction

The word "micro" literally means small and finan@dso mean investment or support, therefore
microfinance can be defined literally as small istreent or support. Microfinance can be definedhas t
practice of offering small, collateral free loansmember of co-operatives who otherwise would meehaccess
to the capital necessary to begin small businessttoer income generating activities. Littlefield oMduch and
Hashemi (2002) said that increase access to creditces poverty. According to Sirajul (2007) themst of
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the world form the vast majority of those withoutcass to health, basic education and majority ok¢h
without access to microfinance as well.

The concept of microfinance bank is not new, saviagd credit groups that have operated for cergtumigude
the “Susus” of Ghana, Chit funds in India, “LandasMexico, “Arisan” in Indonesia, “Ajo’, “Esusu’ni Nigeria,
“Cheelu” in Sri Lanka, Tontines in West Africa atilasanaku” in Bolivia, as well as humerous savilups and
burial societies found all over the world (Yahayal., 2010). Microfinance is about providing financsarvices
to the poor who are not served by the conventifinahcial institutions. This indicated that people live in
poverty when they are denied an income sufficienttieir material needs and when these circumstaegelude
them from taking part in activities which are adegppart of daily life in that society.

In Nigeria poverty is pervasive with frighteningpdle and breath. It affects all geopolitical zonéshe country. The
poor in Nigeria like those elsewhere are powerlgseg;eless, lack basics of live and are generaflprdre. Poor
people have insufficient income, lack access todasrvices, have limited access to credit andtshethey
survive on menial jobs and can barely afford tods#reir children to school Adeola (2000) Bamisil200Q6)
reported that despite apparent success of micnofmebank and the efforts of supply led policies and
financial liberation, there are still' "importargaps to be filled by this institutions in Nigeri@nyanwu (2004)
observed that microfinance bank have not been mbéelequately address the gap in terms of creségings
and other financial services required by the p&are to inconsistencies in these reports, the stgbks to
address the following questions.

1.2 Objectives of the study

The general objective of the study is to deterntihreeimpact of microfinance on poverty alleviationQyo State.
The specific objectives are to:
1. Examine the impact of microfinance bank on thedtad of living of the people in the selected loca
government areas of Oyo State
2. Ascertain the extent to which women has benefitedhe
microfinance activities in selected local gavment of Oyo State.
3. Determine the relationship between size of loan stiaghdard of living.

13 Hypotheses of the study

The following hypotheses were tested:

Hoi: There is no significant relationship between roftnance bank activities  and standard of livinfg o
people in the selected local government area®©gb State.

Ho,: Women have not benefited from microfinance bamthe selected local government areas of Oyo
States.

Hoas: There is no significant relationship betweéresof loan acquired and standard of living&ss
acquisition

2. Theoretical Framework
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A country suffering from abject poverty is describees underdeveloped, having developing economfiiodt
world country. The attributes of third world courds are manifested in poor nutrition, poor or
inadequate shelter, poor health facilities, love l&xpectancy as well as poor infrastructure, majarf her
active citizen are living in poverty (Adewole, 2Q0Boverty in the developing nation hinders ecoroamid social
progress several policies implemented since the fnflecond World War has been largely unsuccessful
battling global poverty. Many researchers, develepmworkers and institution haul microfinance as a
potential solution to alleviation of poverty (Yun004).

On the other hand, according to the World Bank @izgtion, "the most commonly used way to measure
poverty is based on income. A person is consideat if his or her income level falls below somenimium
level necessary to meet basic needs. This minimawallis usually called the 'poverty line." Whaniscessary

to satisfy basic needs varies across time and esiel herefore, poverty lines vary in time andgaland each
country uses lines which are appropriate to it®lef development, societal norms and values.

However, Bentu (2008) citing Khawari (2004) statiest the point is not the irrelevance of econonaciables
such as personal incomes, but their severe inadggimameasuring many of the casual influences om th
quality of life and survival chances of people.idt possible to infer from this that an inadequate o
inconsistent income level generates poverty; herdgyriving people of some basic human needs (Khawar
2004).

World Bank standard quoted in United Nations Cdptavelopment Fund (2004) report poor people are
those earning betweerl80 and=N820 per day, that is, people earning between $1%nder day. The very
poor are those earning belewl 80 per day.

The problem of poverty and the recognition of tliwgrnment to the need to encourage the poor andlsma
enterprises through the provision of credit broughbut policy reform with respect to replacing fatm
community banks with microfinance bank in Nigeriadringing the micro finance institution under tantrol

of the Central Bank of Nigerian and the policy bmeaoperational in 2005.

2.1 Justification for the Establishment of Microfinance Banks

According to Central Bank of Nigeria (2005), justdtion for the establishment of microfinance bank
includes weak institution capacity, that is the prolongedisaptimal performance of many existing
community banksThe existence of a huge un-served markie¢ size of the unsaved market by existing
financial institutions is large. The average bagkidensity in Nigeria is one financial institutioutlet to
32,700 inhabitants. In the rural areas, it is 1080 that is less than 2% of rural households haeess to
financial services. Utilization of SMEEIS Funds at December, 2004 oni8\b billion (29.5%) of the-X8.8
billion Small and Medium Enterprises Equity Investmh Scheme (SMEEIS) fund had been utilized.

2.2. Target and Goals of Microfinance Banks
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The target of microfinance banks include but nwitid to:
1. To cover the majority of the poor but economicadlgtive population by 2020 thereby creating
millions of jobs and reducing poverty.
2. To eliminate gender disparity by improviigmen's access to financial services by 5% anyuetid
3. Toincrease the number of linkages amanmigarsal banks, development banks, specializechfira
institutions and microfinance banks by 10% annu@iBN, 2005).

The goals are to:

1. Provide diversified, affordable and dependable ficial services to the active poor, in a timely and
competitive manner that would enable them to uradkertand develop long-term, sustainable
entrepreneurial activities;

2. Mobilize savings for intermediation;
3. Create employment opportunities and increds®e groductivity of the active poor in the country,
thereby increasing their individual household imeoand uplifting their standard of living.

2.2.1The Grameen Bank

The Grameen Bank is a microfinance institution thapplies loans to the most poor and destitutagéfs in
rural Bangladesh (Armendariz de Aghion & MorducBQ@5). Grameen Bank microfinance is based upon the
Baker-Hopkins Credit Model, which indicates thatlasg as the return on assets is larger than the o&
interest paid on loans, credit (will) increase ith@me of the household that receives the loan.|atger the share

of loan to capital the higher the growth of houddhiocome (Wahid, 1994).

Generally, to be eligible for bank credit, assesduh collateral must be provided. This has made lmaa#its
unreachable to the poor, in order to make credligslable to the poor in rural Bangladesh, a nesditrsystem of
collateral free lending was introduced (Yumus, 2008he Baker-Hopkins Model gives the theoretical
underpinnings to ensure credit repayments. Thusyder to guarantee the timely recovery of crediisgsmeen
Bank add a "peer monitoring" system to the Bakepks credit equation and thus, completes its togocal
construct.

Under this system, if the recipients take loangrimups and agree to monitor the activities of onether, then
the recovery rate may improve substantially (Wati@R4). Yunus (2003) asserted that the need féateshl to

qualify for a loan prohibited the poor from parfiating in the banking sector; he said collaterakesat such that
only the rich individual can borrow.

Usually, it is very difficult for the destitute t@pay loans in a lump-sum, so the Grameen Bank Maltievs
patrons to repay their loans on a gradual installnbasis; since the impoverished generally do agtlaccess to
collateral for loans.

The Grameen Bank developed a model to offer a gueeafor person lacking traditional collateral -ra@Geen
style" through group lending (Armendariz de Aghaomd Morduch, 2005). With this model, poor agtrs form
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groups of five, known as solidarity groups. Thesgug members become social capital for one anotkesuch,
the bank grants loans to two people from each antidgroup. Provided that these two individualpag their
loans on time over a designated probation peripgr{ximately six weeks), two more group memberobex
eligible for loans.

222 Women and Micro Finance Bank in Nigeria

Nigeria is the seventh world largest exporter &f yét ranks 158 out of the 188 countries of theldvon terms of

quality of life (UNDP, 2007). Out of these numbefgoor Nigerian, women represent greater proportioe largely

to their ascribed and acquired role, for instarm@eua65 percent of active population, most of theamen have been
excluded from the formal financial institutions (Biile, 2006).

The increased focus on gender and development eldizs been an important development of the lasethr
decades. The Millennium Development Goal 3, whithe Promotion of Gender Equality and Empowernoént
Women is recognized not only as a goal in itself #lso as an essential step for achieving all otwals
Yeshiareg (2009).. According to UNECA (2005) cifedYeshiareg (2009), one of the reasons why Afigaff
track in terms of meeting the Millennium Developm@&noals targets, includes persistent gender inetyual
and discrimination. The current challenge facing tlontinent (Africa) and Nigeria in particular isva to
achieve a reversal of inequalities. the emergemoeicrofinance banks was largely aggravated byethausion
of the informal sector by the former financial systin Nigeria and indeed order developing countries

2.2.3Microfinance and Standard of Living

Income is one of the important elements of livitgnslards of the poor people as well as saving Maohadand
Mohammed (2007). The microfinance banks are toigieloans to the poor not only to increase thetioime but
also to mobilize their saving and CBN, (2005). Afaom these, other factors that contribute to ham
development, like education, empowerment can atésmbluded as variables indicating a level of staddof
living. This study therefore went out to determihéhe standard of living of customers of microfir@e bank
has improved in the selected Local Governments ypd Qtate since they joined the microfinance program
Microfinance programs target both economic andaqmiverty (Ghalib 2007).

To assess the success of microfinance bank theraéed to measure the impact on borrowers, wimi¢chis
study are the customers of microfinance bank in theee selected Local Governments. Mohammed
and Mohammad (2007) concluded that improvementtamdard of living is positively affected by better
access to education, healthcare, financial situatibat is increases in income and savings, whiehadso
affected by level of interest.

2.3. Conceptual Framework

The review of literature points to several spectfimclusions about the impact of microfinance banlpoverty
alleviation. Evidence showed the positive impactmérofinance on poverty alleviation as it relateghe first
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six out of seven Millennium Development Goals. Thexr an overwhelming amount of evidence substangat
a beneficial effect of microfinance bank on incre#&s income recorded by various researches (WR260B0;
UNICEF 1997; Khandker 1998, 2001) and reductiowuimerability in some studies (Mcculloch and Baulch
2000; Wright 2000 and Zaman 2000).

Despite the disagreement on specific definitiontewéls of poverty, there is a general consensusranthe
experts that microfinance bank is not for everyoWarious studies show that borrowing patterns and
inclination to save are the same across clientdifferent levels of poverty (Zaman, 2000). But manfiy
the microfinance bank exclude the poorest, reasorbe easily understood by studying the financéaiggmance

of microfinance banks targeted to the poorest tdieand to those of microfinance bank that do nathethe
poorest (Gibbons and Jennifer 2000; Churchill 2000)

Central Bank of Nigeria (2005) in its microfinanaelicy regulation and supervisory framework hightigd as one of
microfinance’s targets, the coverage of the majarftpoor but economically active population theretreating

millions of jobs and reducing poverty. The CBN (8p@lso stated as part of the objectives of micarice bank,
enhancement of service to micro enterprises andlizadion of savings.

This research work examined the impact of micrafsebank on poverty alleviation by examining theaat of
microfinance bank on standard of living of peoplerified the extent to which women have benefitad i
microfinance bank and the relationship betweensiZzean and standard of living in the selected labc
Government Areas as shown in figure 1 below:
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Impact on living standard of the poor

A A

Extent of'women’s benefit
Microfinance - >

bank activitie

Size of loan value of
asset  acquired angd
incomeafter loat

Fig. 1: Relationship between Loan size and Standatdving

Source: Adapted from Mohammed and Mohammed720@npact of microfinance banks on living standard
empowerment and poverty alleviation of poor people,

3. Research Methods

Three Local Government Areas were selected in OtygdgeSnamely Orire Local Government, Surulere Local
Government and Iddo Local Government. The Local @oments which were all rural areas were chosen one
per each Senatorial District using purposive sampliThis is because studies showed that poor peiople
Nigeria lack access to credit facilities and mositle in rural areas (Adeola 2000). Primary datdlextion
instrument was employed. Data was collected throsghctured questionnaire that was administered to
the microfinance bank clients for at least 3 yeahsle secondary data were sourced from the recofdke
microfinance banks through administration of in Hetected Local Government Areas.

Table 1. Measurement of variables and analysibfotives
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SIN Objectives Data Required Sour ces Analytical Tools
To examine the impact qIncome before loanjncome afte|Customers  of Foster Greer-Thorbec
1. |microfinance bank on loan, sex, educationédvel, povertymicrofinance bank  |Poverty Index
standard of living. gap, head count of theoor befordfor at least
and after collection of loan three years
To determinghe extent o|Number of womerbeneficiary fromWomen respondents|Frequency table,
women beneficiary from |total respondentand total numbegfrom the total Percentage and
2 |microfinance bank of male, female clienthat enjoye(respondents. Sex offMatching Frame
operations. credit facility between2007 anqclients given loams {{Work Analysis
2010 between 2007 and
2010.
To establish the The size of loan ifNaira and ass{Size of loan obtained Partial
relationship between siz|acquisition in Nairand income aftgby respondentand |Correlation
of loan and standard oficollection of loan asset acquisition in
3 [lving Naira - income  aftej
collection of loan
(2010)
Source: Field-Work (2011)

4.

Results and Discussion

In order to achieve objective one of the study, abhivas to examine the impact of microfinance bank o
standard of living? Foster-Greer-Thorbecke (19883 wsed to measure poverty index.

Table 2: Poverty Measurement before and after ctita of loan using Foster Greer-Thorbecke Formula

Po Py P,
Before 0.0076 0.1668 0.0562
After 0.0076 0.1551 0.0503

132



European Journal of Business and Management www.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) Ly
Vol 4, No.21, 2012 NSt

Source: Field work, 2011, Where P is poverty indisxa non-negative parameter, which took the value
and 2 and indicates the head count ratio, poverty gap an@sgpoverty gap respectively.

1&(z-y,
FGT==Y|"" o
it

i=1

and

Hy (o
FGT = ;Z(ZVZJG

=1 z

Where: N= No of Respondents 131

H; = Head count of the poor before the loan

H,= Head count of the poor after the loan

y1= Income before loan

y>= Income after loan

Z = Poverty line using $1 per day=180 x 365 = #58400

Table 3: Percentage of poor respondents beforafdcollection of loan

H Percentage
Before 88 67
After 78 60

Source: Field work, 2011

The tables above (2&3) showed Foster Greer-Thomb@overty index, using the international poverteli

of $1 per day per person was adopted for this stlilis translated te-BB,400 per annum at the exchange
rate of=NL60 per dollar that was the exchange rate rulimgnduhe study, therefore any respondent whose
income is below N58,400 is considered poor.

The result showed that the head count) (§ 67% (that is 88 respondents) were poor befohecting loan,
while (H,) the head count after collection of loan is 60%ttlk 78 respondents which showed a 8% reduction
in people that are poor. This result is in consaeawith UNDP (2004) publication that reported thbhbut
70% of Nigerian lives below the international incemoverty line of £M60) per daylt was discovered
that standard of living that is poverty reducec@aftollection of loan from 17% to 16% and severity
from 6% to 5%. Hypothesis one was rejected and ereladed that there is significant relationship
between standard of living and microfinance barikvities,
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The result from this study conformed with earlisearchers like Yunus (2003), Mohammad and
Mohammed (2007); Yeshiareg (2009); Idowu and Sal@®i0) Yahayat al., (2010), that reported that the
microfinance bank credit has impact on standarivofg.

3.1 Extent to which women has benefited in microfinance bank activities

To analyze objective two which is to determine éx¢ent to which women have benefited in microfiranc
bank activities, the sex of the respondents as agthe total number of male, female clients tlzat &njoyed
microfinance bank credit between 2007 and 2010iasngby the management of microfinance bank.

Table 4. Sex distribution of clients that obtainkdn from microfinance bank in the selected
Local Government Areas in Oyo State (2007 -2010)

2007 2008 2009 2010
SEX Freq. Yo Freq. % Freq. %0 Freq. Yo
Male 820 35 636 32 833 26 %07 27
Fenule 1525 65 1378 68 2341 74 2512 73
Total 2345 100 2004 100 3174 100 3419 100

Source:Field Survey2011.

The table above showed that majority of the bemafies of the credit were women, 65 percent merefited

in 2007, 54 percent in 2008, 74 percent in 2009leviiB percent benefited in 2010.1t showed a vergdyo
improvement in 2007 with 65 percent of women beteefin microfinance service compare with only 35ceat

in 2006 while only 35 percent were men, in 2008 wwnen beneficiary was 54 percent, 74 percent 920
while it was 73 percent in 2010. This showed a pwsiand remarkable development in achieving target
number four of the microfinance bank in 2008 to @01

3.1.2. Relationship between size of loan, Asset Acquisition and profit after loan (Standard of
living)

Table 5. Partial Correlation between size of Idaopme after loan and asset acquisition

Control Variables Size of Value of Asset
Loan Acquired
I ncome after loan Size of loan Correlation ~ 1.000 152
Loan Significant (2 -tailed) .085
Df 0 128
Value of Asset Correlation 152 1.000
Acquired
Significant (2-tailed) .085
Df 128 0
Control Variables Size of IncomeAfter
Loan Loan
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Value of asset Size of loan Correlation  1.000 .396
Acquired
Significant (2-tailed) .085
Df 0 128
Value of Asset Correlation .396 1.000
Acquired
Significant (2-tailed) .000 .
Df 128 0

Source: Field Work 2011

The study revealed that there is a positive andnidigant relationship between size of loan, asset
acquisition and profit after tax. It showed tha0ad25 level of significance, for every increaselbynit of size

of loan there will 1.52 unit increases in assetuasigion and 3.96 unit increase in profit after t&herefore
the hypothesis which stated that there is no retethip between size of loan and standard of livéngjected
consequently. There is positive impact of sizeoaf, on asset acquisition and profit of clientsnddérofinance
bank.

4, Conclusion and Recommendations

Poverty is a global phenomenon, affecting almo#ft dfathe world population. Mallick (2007) reportebat 96
percent of the world income goes to 40% of the patmn while the remaining 60 percent of the popiola lives
on 4% of world income. One reason for poverty & thany people are derived access to financial ebafknew
alternative way of providing credit to people ligiin a vulnerable economic situation is microfinarservice or
operation (Yunus 2003). This study examined theaichpf microfinance bank on poverty alleviationpebple in
selected Local Governments Areas of Oyo State.

There is significant impact of microfinance actig#d on improvement of standard of living. The studgo
showed that 73 percent of microfinance bank tdienwere women which positively correlated twit
findings of Yunus (2003); Mohammed and Mohammad{20Yahayaet al., (2010). It also showed that at
0.025 level of significance, for every increaselbynit of size of loan there will 1.52 unit incressin asset
acquisition and 3.96 unit increases in income aftan. Therefore the hypothesis which stated therte is
no relationship between size of loan and standéfidiog is rejected consequently. Based on theulgsthe
following recommendations were made:

1. The regulatory body (Central Bank of Nigeria) of thicrofinance bank should compel the
microfinance bank to charge lower interest ratentke the loan more productive to the clients.
2. Federal Government should give out soft loan tatieofinance bank, so as to reduce cost of obtayni
credit/fund that will be used for loan by microfimae bank clients.
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3. The microfinance bank should encourage the foonaif cooperatives with members in the similar
business that can enjoy credit facility jointly teduce operating cost which will also reduce
interest rate.

4. The size of loan being given should be increasethfmme to increase this will in turn reduce payer
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