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Abstract 
A survey was carried out in Ogbomoso Metropolis, Oyo-State of Nigeria to 
critically evaluate the impact of microfinance banks as a strategy for poverty 
alleviation in Nigeria. The Standard of living of the respondents was ex-
amined and the extent to which microloans are available to develop small and 
medium enterprises were also evaluated. Evaluation of the strategies was car-
ried out through direct administration of questionnaires on the microfinance 
banks’ customers. Primary data were analysed using Chi-square Test, Pearson 
correlation and Analysis of Variance (ANOVA) test. The results revealed that 
the relationship between the standard of living of the respondents and the 
impact of microfinance banks on their household was positive and significant 
with p < 0.05 and r = 0.212, the result also revealed that the poor have good 
access to credit facilities from microfinance bank for the development of mi-
cro-enterprises as the t-statistic test showed a value of 16.383 with p < 0.05. 
Given the result of the evaluation of the impact, a conclusion was drawn that 
microfinance banks have the potential to alleviate poverty especially by im-
proving the standard of living of the poor and making available microloans 
for micro-enterprise. Hence, a persistent increase in microfinance credit led 
to a drastic reduction in poverty in Nigeria. 
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1. Introduction 

The issue of poverty has been a major concern to many nations of the world, 
most especially, developing countries. Poverty has been defined as a state where 
an individual is not able to cater adequately to his/her basic needs of food, 
clothing and shelter; meet social and economic obligations; lacks gainful em-
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ployment, skills, assets and self-esteem; and has limited access to social and 
economic infrastructures (Chepkwei, 2020; Englama & Bamidele, 1997). 

Throughout the world, poor people are excluded from the formal financial 
systems as they are seen as not capable to meet the basic requirement of the 
formal financial system. The poor then developed a wide variety of informal fi-
nancial systems like Ajo, Esusu, and other cooperative arrangements to meet 
their financial needs. Microfinance is created to fill the gap between the poor 
and the rich accessibility to loan and credit facilities (Li, 2019; Irobi, 2008). 

The word “micro” literally means small whist finance means monetary sup-
port; therefore, microfinance can be defined as small monetary support 
(Chepkwei, 2020). Ewubare and Okpani (2018) alluded that microfinance is the 
provision of financial service to the economically active poor who are un-served 
by the formal financial service provider. This indicated that people live in po-
verty when they are denied an income sufficient for their material needs and 
when these circumstances exclude them from taking part in activities that are 
accepted as part of daily life in that society. 

Whilst the commercial banks focus on the provision of credit facilities to re-
source-based customers, businesses and governments, to keep the flow and cycle 
of economic and financial resources balanced (Obadire, Moyo, & Munzhelele, 
2022), the microfinance banks solely focus on the poorest of the poor who are 
unable to access the financial services of the commercial banks. This particularly 
help in alleviating poverty and led the Federal Government of Nigeria to adopt it 
as the main source of poverty reduction in Nigeria, mandating the Central Bank 
of Nigeria (CBN) to develop appropriate policy and framework for the opera-
tions of the microfinance banks in the country. The microfinance policy regula-
tory and supervisory framework was launched in December 2005 and the 
framework provides a roadmap for the participation of stakeholders in micro-
finance provision, this framework encouraged and produced a total of 969 MFB 
at the end of August 31, 2010 (CBN, 2010). 

The previous empirical studies on microfinance and poverty alleviation have 
investigated the link between microfinance and poverty. Simanowitz (2003) and 
Bamisile (2006) reported that despite the apparent success of microfinance 
banks and the efforts of supply-led policies and financial liberation, there are still 
important gaps to be filled by these institutions in Nigeria. Anyanwu (2004) ob-
served that microfinance banks have not been able to adequately address the gap 
in terms of credits, savings and other financial services required by the poor. 
Therefore, owing to these problems, this study seeks to investigate the role and 
impact of microfinance banks on poverty alleviation in Nigeria 

Objectives of the Study 

The specific objectives of this study are to: 
1) access the effect of microfinance banks on the improved standard of living 

of the poor in Nigeria; and 
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2) establish the extent to which the poor have access to microloans for the de-
velopment of micro-enterprises in Nigeria. 

2. Literature Review 

The study of poverty and its alleviation is not new in Africa and beyond. Many 
African counties have implemented community-oriented policies and pro-
grammes for their economic development, nation-building, economic stability 
and industrial competitiveness over the years, these policies and provisions are 
inadequate as the poor of the poor are still left out and poverty is on the in-
creasing and alarming rate. The most popular way to measure poverty is based on 
income or consumption line (Chepkwei, 2020). A person is considered poor if his 
or her consumption level falls below 1 USD per day, a level necessary to meet basic 
needs (clothing, food, water, shelter and employment). This minimum level is 
called the poverty line (The World Bank, 2002). Also, Irobi (2008) systematically 
defined poverty in the expression that says when they said that “don’t ask me what 
poverty is because you have met it outside my house. Look at the house and count 
the number of holes. Look at my utensils and the clothes that I am wearing. Look 
at everything and write what you see. What you see is poverty”. 

Adamu (2007) viewed the Microfinance programme as a unique programme 
for the reduction of vulnerability, and hence the achievement of the Millennium 
Developmental Goals, which allows poor people to diversify and increase their 
income sources, this serves as a major way out of hunger. According to Otero 
(2000) microfinance is the provision of financial services to low-income poor 
and very poor self-employed people. According to CBN (2012), microfinance 
refers to the provision of financial services (including saving and credit) to the 
poor. Microfinance banks, therefore, are institutions that are established to pro-
vide financial services to the poor. These financial services according to Ledger-
wood (1999) generally include savings and credit but can also include other fi-
nancial services such as insurance and payment services. Ewubare and Okpani 
(2018) describe microfinance as the attempt to improve access to small deposits 
and small loans for poor households neglected by formal banks. Therefore, mi-
crofinance involves the provision of financial services such as savings, loans and 
insurance to poor people living in both urban and rural areas who are unable to 
obtain such services from the formal financial sector. The terms micro-credit 
and microfinance are often used interchangeably, but it is important to highlight 
the difference between them because both terms are often confused. According 
to Irobi (2008) micro-credit refers to small loans, whereas microfinance is ap-
propriate where Microfinance Institutions supplement the loans with other fi-
nancial services (savings, insurance, etc). Therefore, microcredit is a component 
of microfinance in that it involves providing credit to the poor, but microfinance 
also involves additional non-credit financial services such as savings, insurance, 
pensions and payment services. 

The results of empirical evidence indicate that microfinance has a very im-
portant role to play in the development of an economy, according to the sup-
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porter of microfinance. Simanowitz (2003) states that studies have shown that 
microfinance plays three key roles in development. Firstly, it helps very poor 
households meet basic needs and protects against risks. Secondly, it is associated 
with improvements in household economic welfare and lastly, it helps to em-
power women by supporting women’s economic participation and so promotes 
gender equity and reduces gender disparity. 

Littlefield, Murduch and Hashemi (2003) stated that the poor are generally 
excluded from the financial services sector of the economy so microfinance 
banks have emerged to address this market failure. Authors like Littlefield et al. 
(2003) and the UNDP (2004) have commented on the critical role of microfin-
ance in achieving the Millennium Development Goals (MDGs). Littlefield et al. 
(2003) state that microfinance is a key strategy in reaching the Millennium De-
velopment Goals and in building global financial systems that meet the needs of 
the poorest people, referring to various case studies, they showed how micro-
finance has played a role in ameliorating poverty, promoting education, im-
proving health and empowering women. The Simanowitz (2003) grouped mi-
crofinance impact into three areas which are: financial services (loans, deposits 
and leasing); non-financial services (classes on literacy, numeracy, nutrition, 
health); and business development”. 

Ehigiamusoe (2008) observes that small loans are effective weapons for ad-
dressing mass poverty since most poor cannot afford any amount to expand or 
even initiate a small-scale business which greatly influences the economy of 
Bangladesh. Adeyemi (2008) observes that across the globe, governments of 
various developing countries have sought to provide finance to the poor through 
the creation of agricultural development banks, special lending schemes, and the 
support of the growth of cooperatives and other self-help groups (SHGs). The 
provision of credit to the less privileged has been a wonderful instrument for the 
reduction of poverty in the world. 

On the other hand, some authors have challenged the positive effects of mi-
crofinance on poverty alleviation. For instance, Odoko (2008) argues that 
finance provided by these microfinance institutions is not enough in itself and 
other complementary strategies must be adopted if the goal of poverty reduction 
in Nigeria is to be achieved. Also, Adamu (2007) observed that microfinance 
banks in Nigeria have grown phenomenally, driven largely by expanding infor-
mal sector activities and the reluctance of commercial banks to fund emerging 
microenterprises. But, the number of beneficiaries of microfinance institutions is 
an insignificant proportion of the people in need of microfinance services. Da-
hiru and Zubair (2008) estimated that formal microfinance institutions only ser-
vice less than one million clients, in a country where over 70% of the country’s 
population live below the poverty line of 1 USD per day. 

The Theoretical Frameworks 

This study was underpinned by the financial intermediation and psychological 
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theories. The financial intermediation theory on the one hand argued that most 
banks including the microfinance bank according to Diamond (1984) serve the 
purpose of financial intermediation as they are considered to be collators of de-
positors and hence, provide households with insurance against idiosyncratic 
shocks that adversely affect their liquidity position. Another approach is based 
on Leland and Pyle (1977). They interpret financial intermediation as informa-
tion-sharing coalitions. Diamond (1984) shows that these intermediary coali-
tions can achieve economies of scale. Diamond (1984) is also of the view that fi-
nancial intermediaries act as delegated monitors on behalf of ultimate savers. 
Monitoring will involve increasing returns to scale, which implies that specialis-
ing may be attractive. Individuals or households will delegate the monitoring ac-
tivity to such a specialist, i.e., to the financial intermediary. The psychological 
theory, on the other hand, argued that a species of profit-making private venture 
that cares about the welfare of its customers can be conceived (Mohammed, 
1998). It is noted that though the main aim of all private firms is to maximise 
profit alongside other self-interest objectives, the psychological theory is proving 
that a firm that is also concerned about the interest and wellbeing of its custom-
ers will win its customers’ loyalty and not only it’s pocket. In other words, Mo-
hammed (1998) indicated that it is possible to develop capitalist enterprises that 
maximise private profits that are subject to the fair interests of their customers. 

Based on the empirical and theoretical pieces of evidence aforementioned, the 
study hypothesised two null hypotheses. Firstly, the study postulates that there is 
no significant relationship between microfinance banks and the standard of liv-
ing of the poor in Nigeria and secondly, the poor do not have access to micro-
loans for the development of micro-enterprises in Nigeria. 

3. Methodology 

According to Mouton (2012), research methodology encompasses the entire 
strategy of the study from the identification and assessment of the problem to 
the final phase of data analysis, interpretation, conclusion and recommenda-
tions. He further argued that research methodologies are the principles under-
pinning the researcher’s choice of a broad approach to conduct research. 

Neuman (2011) argued that a research design is an overall plan for obtaining 
answers to questions being studied and handling difficulties encountered during 
the research. There are numerous conceivable research designs that can be utilised 
as a part of the research. Hofstee (2006) recommends that the most well-known 
design utilised by researchers are extended literature review, relative analysis, 
content investigation, survey-based research, evaluative research (appraisals), 
contextual analyses, activity research and hypothesis development. This study 
utilised a survey-based research design. In a survey-based research plan, data is 
gathered from people who are presumed to have the data that is required and are 
willing to convey this data to the researcher, while being considered as 
representing a larger group. A well-structured questionnaire was used to ensure 
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the relevancy and validity of the data-gathering process. 
The population of the study are the microfinance banks in Oyo State, Nigeria. 

The study purposively selected two popular and long-existing microfinance 
banks in Ogbomoso, Oyo state, the South-Western part of Nigeria. These micro-
finance banks (MFB) include the Ajewole MFB and Ologbon MFB. Ajewole and 
Ologbon were purposively selected based on their years of existence and their 
numerous customer base as compared to other microfinance banks in the geo-
graphical area. Both primary and secondary data were used in this study. Pri-
mary data were collected from the customers of these MFBs to determine the re-
lationship between poverty (dependent variable) and microfinance (independent 
variable). 

According to Neuman (2011), sampling means taking a portion of an entire 
population to make relevant and reliable inferences about such a selected popu-
lation. For effective coverage, a simple random sampling technique was used to 
select a sample of 80 participants from the two microfinance banks under study. 
To collect the primary data, structured questionnaires and interview guides were 
used on the users and consumers of these MFB services. The secondary data for 
the study were extracted from various reports and journals where relevant in-
formation that dealt explicitly with microfinance and poverty alleviation was 
gathered. The secondary source was used in addition to allowing for flexibility 
and divergence of opinion. Out of the 80 copies of the questionnaire adminis-
tered, 65 were returned and used for analysis. 

In compliance with research ethical guidelines, the identity of the participants 
was not recorded and their information was kept confidential throughout the 
process. Also, their consent was sorted and participation in filling the question-
naires was made voluntary. The data collected from the survey questionnaire 
were analysed, summarised, and interpreted accordingly with the aid of descrip-
tive statistical techniques such as frequency and distribution tables using SPSS 17 
(Statistical Package for Social Sciences). Chi-square test was used to measure the 
difference exiting between the observed and expected frequency and to prove the 
level of significance and inferential statistical test such as the Correlation Analy-
sis and Analysis of Variance (ANOVA) was performed to provide answers to the 
study hypotheses. These tests were considered appropriate because the data used 
in the study were non-parametric in nature. 

4. Analysis and Discussion of Findings 

This section presents the analyses of the data collected under the two hypotheses 
formulated in the study. 

Research Hypotheses 

Two hypotheses raised for the study are tested at 0.05 significant levels. 
Hypothesis 1: There is no significant relationship between microfinance 

banks and the standard of living of the poor in Nigeria. 
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Table 1 shows the results of the Chi-square analysis. Chi-square allows testing 
the statistical significance of differences in a classification system or the rela-
tionship between two classification systems, that is one-way or two-way classifi-
cation, to perform this chi-square test, one must already have the data classified 
in a frequency table and not the raw data. A frequency table shows the number 
of cases that belong simultaneously to two or more distinct categories as pre-
sented under the “N” column. In this study, the participants revealed that there 
is a significant difference between the users of microfinance banks improving 
their standard of living and those that do not with a Chi-Square value of 46.938 
at p < 0.05 significance level as presented in Table 1. These imply that most of 
the participants, that is; 60 (92.3%) of them enjoy MFB and its service as it im-
proves their standard of living and 5 (7.7%) of the participants’ standard of liv-
ing are not improved by MFB and its services. Hence the null hypothesis is re-
jected. This finding is similar to the results of Ewubare and Okpani (2018) and 
Ehigiamusoe (2008) who observes that microloans are effective weapons for ad-
dressing mass poverty since most poor cannot afford any amount to expand or 
even initiate a small-scale business. 

Table 2 shows the results of the correlation analysis. The correlation test 
shows the magnitude and kind of relationship that exist between variables. The 
study revealed that there is a positive relationship between the two variables 
tested which are the impact of MFB on households and the standard of living of 
MFB users with a Pearson correlation coefficient of 0.212 which is significant at 
(p < 0.05) as presented in Table 2. Since Pearson coefficient ranges from −1 

 
Table 1. Chi-square test results. 

Variables N df Chi-square Value P-Value 

1. MFB improves the standard of living. 60 3 46.938 0.000 

2. MFB does not improve the standard of living. 5    

Total respondent 65    

Source: Authors Compilation. 

 
Table 2. Correlation analysis test results. 

 
Impact of MFB  
on household 

Standard of Living  
of MFB users 

Impact of MFB  
on household 

Pearson Correlation 

Sig. (1-tailed) 

N 

1 

65 

 

0.212* 

0.045 

65 

Standard of Living  
of MFB users 

Pearson Correlation 

Sig. (1-tailed) 

N 

0.212* 

0.045 

65 

 

1 

65 

*Correlation is significant at the 0.05 level (1-tailed). Source: Authors Compilation. 
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(perfect negative relationship) to +1 (perfect positive relationship). This implies 
that there is a significant positive relationship between the impact of MFB and 
the standard of living of the poor. Hence the null hypothesis is rejected. 

Hypothesis 2: The poor do not have access to microloans for the develop-
ment of micro-enterprises in Nigeria. 

Table 3 shows the results of the two tailed analysis of variance result. The 
study revealed that the majority of the respondents, that is 44 (67.7%) partici-
pants have access to microfinance credit for the development of their microen-
terprise and 3 (4.6%) participants have no access to the credit facility which 
could be because they are not creditworthy, or their businesses have grown 
beyond microenterprise whilst 18 (27.7%) participants have nothing to do with 
the microloan as they do not have any business to finance. It was inferentially 
tested as the study revealed that the poor have access to microloans for the de-
velopment of their micro-enterprises in Nigeria with a t-test statistic value of 
16.383 and F-value of 37.219 which are both significant at 0.000; p < 0.05 as pre-
sented in Table 3. Hence the null hypothesis is rejected, showing that the poor 
have access to microloans from microfinance banks for the development of their 
micro-enterprises. This result is similar to the findings of Chepkwei (2020) and 
Adeyemi (2008) who observe that across the globe, governments of various de-
veloping countries have sought to provide finance to the poor through the crea-
tion of agricultural development banks, special lending schemes, and the support 
of the growth of cooperatives and other self-help groups (SHGs). Hence, the 
provision of credit to the less privileged has been a wonderful instrument for the 
reduction of poverty in the world. 

 
Table 3. Analysis of variance test results. 

Variables N Df T-test Value F-Value P-Value 

1. Access to Credit facility from  
MFB for Microenterprise development. 

44 64 16.383 37.219 0.000 

2. No access to Credit facility from  
MFB for Microenterprise development. 

3     

3. Not applicable. 18     

Total Respondent 65     

Source: Authors Compilation. 
 

In sum, the study findings show that microfinance banks significantly help 
with improving the standard of living of the poor in the study area. The study 
also reveals that the poor of the poor have access to the micro-credit supplied by 
the microfinance banks to start or improve their micro businesses. 

5. Conclusion and Recommendations 

Poverty is a global phenomenon, affecting over half of the world’s population, 
particularly the developing countries. Poverty is caused by low or no profits in 
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the business of the petty traders or microenterprises of the poor, lack of capital to 
take off or expand micro business(s), high cost of commodities with low-income 
earnings, and hard economic times. 

The result of the study affirmed that microfinance banks have the potential to 
alleviate poverty especially by improving the standard of living of the poor and 
making available microloans for microenterprises. Hence, a persistent increase 
in microfinance credit has led to a drastic reduction in poverty in Nigeria. 

Based on the findings of this study the following recommendations are made 
possible. Microfinance policy should be further publicised so that members of 
the low-income group will be aware of what micro-finance banks have to offer 
them and how they can obtain financial services to improve their performance, 
repayment period of weekly payment plan that is commonly found amongst the 
microfinance banks should be improved; allowing more grace period for the 
debtors, also, the financial regulatory body should provide training and modern 
technology to enable microfinance institutions to keep an adequate record to 
ensure adequate sustainability. Additionally, the government should provide in-
frastructural facilities to link up more remote areas to the market and should 
ensure that there is political stability so that establishment of microfinance banks 
can be encouraged. 
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