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Abstract

Microfinance, since its’ formal discovery in the7I3, has received global recommendation for itglmable
contribution towards poverty alleviation and finacinclusion. This research paper seeks to findl i6
Contemporary Microfinance Institutions (CMFIs) aheir beneficiaries can achieve self-financial aungtbility
when weaned off assistance. The research uncoveatdll CMFIs have self-financial sustainabilityotive,
however the few that have achieved this goal omsha clear path of attaining it, are regulated bade been
noted of applying good financial management prastiqcost efficient services) and best operational
methodologies. Thus they have appropriate intesgstabove that of the conventional banks andllexierms

of repayment, exclusive products for the poor,itabnal control systems, good risk managementesys,
human resource and client’s capacity building amaig lending (Sara, EK, 2011). Findings on the Eergies’
financial sustainability revealed mixed reactions; whereas some beneficiaries shown clear signs of financial
sustainability when weaned off credit, others weogse off after receiving MFIs credit or indicatednsistent
dependency on credit. However it was clear thaisséhavho attained or have shown signs of financial
sustainability were operating with regulated MFIkeneas the later either misappropriated the cadivere
operating with unregulated MFIs.

Key Words: Microfinance, Microfinance Institutions/ Contempoy Microfinance Institutions, Depth outreach,
self-financial sustainability/sufficiency/indepemte

1. Introduction

Since the formal discovery of microfinance in tH#7Qs, its’ operations have been largely dependedomor
support and government subsidies, hence was muchaoity in nature. However, in the 1990s, thapital
structure of Microfinance Institutions (MFIs) waiscbvered to be a threat to the MFIs’ sustainabditd depth
outreach, since donors and governments may notleeta forever have enough funds to support ther poo
through the MFIs. This thought therefore broughtwbthe need for MFIs to find an alternative souofe
funding to enable them to continue to fight povestyen when donors or governments withdraw theintgrar
subsidies. Researches however came out with fisdimghow MFIs can raise funds from their operatiwoith

the poor for self-financial sufficiency. The altative source of funds was for MFIs to commercializeir
activities (Sharma & Wright, 2010). Although thiading has met a lot of criticisms from other stadiglers, it
has pass test of time and proven to be bedrockrd$Mustainability (Nestor, 2011).

The financial sustainability syndrome of the MFs$shelieved to have diverted Contemporary Microfaean
Institutions (CMFIs)’ attention from their formelientele to the non-poor who are believed to hags Irisk in
credit default and are generally profitable. Ifstlé true, then the assertion of the MFIs beingléd tools to
bring the poor close to the formal financial sysi@md to alleviate poverty is questionable, siney thill not be
any difference between them and the conventionakdaThe threat to CMFIs’ financial sustainabilttgs
therefore created a platform for debate among stakeholders; where some school of thoughts argue that for MFIs
to achieve the goal of self-financial sufficiencgntinuing serving the poor poses high risk to MEt&ncial
sustainability. Therefore, the assertion that tHedvtan serve the poor and still attain self- friahsufficiency
is a mirage if the social mission is still coretlieir operations with the depth outreach, (Annim2)0 The other
school of thoughts thinks otherwise; hence argue that if the appropriate services are offered to the poor, they are
profitable to do business with; since when they get the appropriate microfinance services, ey become
financially independent or sustainable in the long and will be able to pay back the credit sewviadth the
associated interest or charges to enable the MiIsetfinancially sustainable. Therefore, MFls cdtaia
financial sustainability while operating with the&teemely poor since they will be able to pay foe ttost of
microfinance services MFIs may impose for theivess. As stated by Simannowitz et al, (2002: p, 29is
not the poverty level of clients that actually detmes who should get access to microfinance sesyiout the
design of the services or products MFIs offer ®nthand therefore MFIs can do wide outreach anidastilieve
Financial Sufficiency if the right methodologiesapplied”. These researchers however advised Mialis
should rather focus on developing cost efficientises since the clients and the MFI financial aimgtbility,
directly depend on the cost efficiency of the MR&rvices. That is if services costs are high,iiit directly
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affect interest rate on credit which will also iease credit default or reduce outreach since sligaty be scared
off by the high interest rate, hence will reducel®profit margin (Simannowitz 2002).

The paper gives an overview of the problem statéroEthe study, its purposes and significance alevant
literature on self-financial sustainability of MFend their clients after they are weaned off suppbhe
literature review also make comparison of the twaimapproaches to financing the poor: the poventyling
approach; which is donor-funded credit for the poor, and the financial eys¢ approach, which advocates
commercial microfinance for the economically actpaor. The last part of the paper discuss the rigsliof the
research and gives recommendations for furtheraresework and policies making. The purposes of this
research wrk however are; to find out if MFIs’ could attain self-financial sufficiency while working with the
poor and if the services of MFIs to the poor maient (the poor) financially independent in the long. The
findings of the study stand to significantly adcktmwledge on the future of microfinance in poveatigviation.

It will guide the MFIs in developing or designingst efficient services to help them attain sel&finial
sustainability.

2. Literature Review

In the context of this study, the extremely pooofipshall be defined as people with severe disaslitaged,
beggars, unskilled and those who live at $1 or less per day (Robinson 2011; World Bank 1999). Microfinance
services shall be referred to both the financial aan-financial services exclusively designed fog poor by
MFIs towards poverty alleviation (Robinson 2001heTMicrofinance institutions shall be referred ® any

institution or organization which provides micrdadimce services. Financial sustainability shall be ¢hme as
self-financial sustainability/sufficiency, institabal financial sustainability/sufficiency and hadl be referred to
the ability to have the needed financial resourocenfone’s own or personal activities without takiogedit

facility, subsidies or grants (Lexicon 2011; Thapa et al. 1992).

2.0. The scope of poverty
All over the world, almost every country seems to battling with poverty. Poverty is a condition whea
person cannot meet quality of life (Bichanga andg\NR014). According to Hulme (2014) and Paul (3997
poverty is a situation of not having enough susthlii®@ money or resource to meet ones basic needsaiija
and Njag (2014) however noted that this societatane has been identified to be one of the causesmnés,
suicides, civil riots, and other societal vicesd aherefore investing resources and efforts inlibgttit, is
recommendable.

The argument as to whether the poor is suitabletter financial sustainability of MFIs brought ababe
classification of poverty into economically actipeor and the extremely poor. Other authors evert fusther
by categorizing some poor under hyper-poor. Althotlgere are multiple degrees and kinds of povertgls,
this study considers poverty in its holistic natbyecombining the various classifications of poyént Robinson
(2011) and World Bank Report (1999) under one uitibes the ‘poor’. Therefore in the broadest coptthis
paper shall define poverty as the deprivation ghain’s psychological and materials needs influenceternal
and external factors. According to World DevelopmBeport(2000 & 2001), the internal factors coulel b
political instability, corruption, socio-economienvironmental disparities, inefficient financialssgm, natural
disasters, epidemic, illness, unsound mind (ingamEtc., whereas the external factors could bernatéonal
trade, global financial crisis, refugees problemompweather pattern for agriculture etc., citedBichanga &
Njag, 2014).

2.1.Microfinance evolution

Although microfinance is believed to have been fallyndiscovered and implemented by Mohammed Yunus i
the 1970s, there is enough proof that the micrafieaconcept is not a new idea in the human hatitaBefore
rebranding or transformation of the ancient miavoial aid to microcredit in the 1970s and latecéonmercial
microfinance in the 1990s, various governments amwh-profit making organizations (NGOs) were
implementing some poverty alleviation policies/gaip which were of charity in nature. Research dlae
discovered that people were already having wayacokssing their financial needs. According to Redim
(2011), the financially excluded, particularly theor, were having a wide variety of informal, conmity-based
financial arrangements to meet their financial seed\ccording to the researcher, these arrangenvests
commonly in a form of crops, animals, gold, sileryvelry, land and other valuables exchanges (btrieling
system), the formation of Rotating Savings and €rAdsociations (ROSCA), Regular Savings and Credit
Associations (RESCA) also known as Accumulatingi®gs/and Credit Associations (ASCA), money lenders,
‘susu’ contributions” in Ghana and Nigeria, “Tant@as Mexico and among others (Robinson, 2011). The
deficiency in the ancient way of practicing micredit was its’ incapability to alleviate poor. Intaal fact, its
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main aim was not even towards poverty alleviatiom jost to show love to one another or the needssist
themselves in times of need. Therefore, its’ forragion from micro-social aid to microcredit andcmafinance
by Mohammed Yunus towards poverty alleviation waghe right direction. Yunus realized that the ferm
system of microfinance was not the best strategyststainability of the intervention and to alleeigpoverty
and therefore said “...credit without discipline istining but charity”. What Yunus meant with thistetaent
was that, for credit facility to be sustainablesrthmust be control systems to ensure that itics fpeck with its’
associated charges to avoid it becoming a gifixpla@ed in Halty (2002).

The need for the sustainability of the scheme (oficance) however resulted in the introduction bé t
commercialization of microcredit/microfinance to beared towards given mainly financial assistamcéhe
poor who were traditionally excluded from the fotrfimancial system by commercial banks. Althougle th
commercialization of microcredit has raised a debate in the microfinance field; whether the former or the later
approach of alleviating poverty is the best. Soesearchers have noted the later has significaptiyributed
towards poverty alleviation and financial inclusigdrmendariz de Aghion & Morduch 2005). However, st
(2011) recommended the co-existence of both appesaby MFIs. On this, the researcher stated “...& ha
become clear in recent years that not only carethes priorities coexist, but when done right, tlaeg mutually
reinforcing, creating a healthier long-term bustesodel for both clients and investors”. What Ne¢&911)
meant is that, the pursuit of the dual mission yidvis possible if the right strategies are appéiad is the best
approach since it has mutually benefit.

2.2.Meaning of Microfinance
The definition of microfinance has gone through fficdtions in the microfinance evolution procesefd@e the
commercialization of microfinance, it was consideras micro-social aid (communal aid), which was an
informal system and of communal support and chéamityature Robinson (2001). This is what Yunus dbed
as ‘credit without discipline’. Its’ rebranding toicrocredit by Yunus result in modification of foemmeaning
to, given small amount of funds to the rural potich is paid back with little interest within anragd period of
time. The sustainability drive which resulted i theed for commercialization of MFIs once againgfarmed
the system to microfinance which broadens the servf microcredit to the poor by adding savings itidtion
and non-financial services Robinson (2011). Acamgdio Wrenn (2005), contemporary microfinance ishbo
financial and non-financial services of MFIs whigte geared towards improving the well-being (soicmact)
of large numbers (outreach) of poor people (deptheach) and their families (breath outreach) lwngj them
long-term access to quality financial servicesi¢edht financial inclusion and sustainability).

Some researchers believe that microcredit alone maye a holistic remedy to the ply of the poberefore
argue that for effective poverty alleviation stggtethere is a need to integrate some non-finaapéces to the
financial services MFIs provide to the poor. Théegmation of nonfinancial services and microcreutis
however embraced global acceptance to be a compsieke poverty alleviation strategy (Nestor 2011).
Ledgerwood (1999) declares that microfinance is an@imple bank but a human skills development tool
enable the poor to effectively use financial sosrddordutch et al. point out that it is the entemurial skills

of the poor that is essential to ensure the suamfed®ir microenterprise and not just credit, hefar effective
credit, the human resource capacity building isyvemportant. Hamdan et al. (2012) recommended @ir th
research that the clients of the Malaysian micaoite institutions should be engaged in entreprédeand
business skills trainings before starting their noénterprises since credit alone provides a slkeon remedy.
Mensah & Benedict, (2010) argue that the entrepnesigp training has a potential to enhance the agpaf
micro and small enterprises for jobs creation amowth in the South of Africa. They also assert thz
entrepreneurial trainings will be more effectiveamhcombined with microcredit service. Researchére do
not support the integration of microcredit with riimancial poverty alleviation services by the MEIgjue that
this will increase the MFIs’ operational cost whiehl make the cost of credit very high, hence maoeend that
MFIs should focus on the credit intervention whergmvernments and NGOs take the responsibility of
entrepreneurial skills development/ training of fplosr.

From these definitions of microfinance, it could ddearly deduced that microfinance is simply thevsion of
small financial and non-financial services to tlrmically poor in society who finds it difficulo access
formal financial services from the conventionabfitial institutions.

2.3.Paradigm shift of MFIs
According to Vogel (1984), the paradigm shift ofcnofinance institutions from their social missigrdvision
of social aids towards poverty alleviation) to ttieal- purpose mission (poverty alleviation strategiyh
commercial credit facilities) seemed to have causedexclusion of the extremely poor in the mianafice
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industry especially by commercial microfinance itugions, due to their vulnerability and unprofitatature.
The researcher added that, apart from their vubilése the common services such as microcredit aricro-
savings which most MFIs offer seems not to be blétéor the poor hence do not support the commigzaizon
of microfinance. In Robinson's point of view , avihough MFIs shun or seemed to have excluded dloe p
from their operations (services) due to their (@xéremely poor) vulnerability, they (the extremglgor) can
still benefit indirectly from the development oussainability of the MFIs, and therefore suppore t
commercialization paradigm shift. Zeller and Sha(2@00) disagree with the assertion that the valpiity of
the extremely poor is a threat to CMFIs’ finan@aktainability. This, they explain that the final@ystems in
developing countries have inherent problems whieli gconomic development, thereby making investmen
risky and costly. They however added that, if timaricial systems in countries of the global south@operly
addressed, MFIs can attain financial sustainabilityle serving the extremely poor, since they (extely poor)
will be able to get efficient and affordable cretittrade with and pay back the principal loan viishassociated
interest. According to Pitt and Khanker (1994) aniber researchers who support the assertion tHds'M
financial sustainability through wider outreachr{@eg the economically active poor, middle inconserers and
the rich) will have a repercussion beneficial effec the extremely poor, indicate that when a widgireach
(who can pay back the credit facility with its ot economically empowered to be financial indejmt/
sustainable, especially women, they tend to hedp firovide food, shelter, health care, employmeocdnomic
skills etc.) their relatives who are extremely paod the society at large. Therefore MFIs shoutdi$oon the
economically active poor to become financially aursible while other stakeholders like the governnza
non-profit making organizations groom the extremadpr with their social aids to become economicatitive
for microcredit.

2.4.Microfinance and Financial Inclusion Theory
“Without financial inclusion, a country’s financiatability is at risk and economic advancementsstallichael
Rizzo, Erin Sock, (2014). Financial inclusion isnachanism or system which ensures that financialces are
efficiently and transparently available, accessipleferable/ suitable and affordable to everyaratuding the
extremely poor. It is therefore an important taoktonomic or a country’s development, throughbibesting of
economic activities (trade) (Zeller and Sharma,®@0@ccording to Zeller et al (2000), rural houskhwith
access to efficient financial services, is ablénrease its’ income level through trade and imprds’ food
expenditure. This therefore means that, the exatusf certain category of people (extremely pooohf getting
efficient formal financial services is a threatpgoverty alleviation and defeats the financial isabun concept.
Therefore, the deficiency of financial inclusiondrcountry can cause economic recession as strbgdeizzo
et al above. With the stringent efforts globally stakeholders to address the exclusion of the froon the
formal financial system , research has revealet $til throughout the world, majority of peopie the financial
exclusion bracket are the poor of which women leemajority (Human Development (UNDP) Report 196d a
Gibbson & Kassim 1990). The Asian Development Baf2Q06) noted that only 20% of the people in
developing countries have access to financial sesvas compared to 99% in Denmark (a developewtrgou
The Consultative Group to Assist the Poor (CGAR)jt$’ 2011 annual report indicated that out of ot&
million adult population in Ghana, only 4.5 millidrave a bank account of which 61% are in the ugraas and
26% in the rural areas. This is a proof to the Higrel of financial exclusion at deprived or lessveloped
countries or areas whose habitats are mainly €ledsas poor. This, according to Rizzo et al (20Tkeds
urgent solution if only such countries actually wamachieve economic development and attain gieisof full
development. The limitation of the poor to finahaarvices is therefore a great challenge to pghaheviation
and financial inclusion theory which aims at prargl financial services to the general public inghgdthe
vulnerable and the poorest of the poor in accessitdAnsparent and efficient manner.

2.5.Microfinance Impact Measurement Methodologies

The interest in the impact of microfinance has feda number of impactful studies published in saHyl
journals and assumed global debates. While sonmeosiihe positive impact, others think otherwisecérding

to Mordutch et al (2005 & 2010), there is no clewidence of microfinance positive impact on its dfemaries.
This, Adams et al (1992) agree to, by stating thase who assert to the positive impact of micifice might
have used weak or wrong research methodologiesekteny Pitt and Khanker (1998) disagree to thertisas

of Mordutch and Adams hence, stating that lendmgvbmen brings much social benefits. This two-sided
opinions has however drawn the attention of stakkfie to assess the impact of microfinance on the
beneficiaries’ enterprises, their households, priypacquisition, children education, standard ofinig,
participation in decision making and the communsitibey live. This social impact assessment hasbaeh
straight forward as in the case of financial resuassessment in the formal financial sector. Tifecdty in
measuring the social impact of microfinance is whed led to the diverse views in whether an impnoset in
the living standard of beneficiaries of microfinanis solely attributed to MFIS’ interventions ortn@Vhere
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some researches argued that there are empiricd¢reasgs of microfinance positive impact, the othide ©f
research thinks otherwise, hence stating that therenany influencing factors like political statlyil economic
stability, technology etc., associated to an imprognt in the living standard of microfinance betiafies,
therefore, solely attributing the positive impagtricrofinance interventions may be misleading lgZeand
Meyer 2003).

The difficulty therefore in assessing social impatmicrofinance is due to the difficulty in getgra research
methodology that will be able to assign specifiatairof measurement to the intangible positive inipac
microfinance claims to have on its beneficiarieg] aill also be able to isolate the impact levehoérofinance
intervention from other contributing external fasto Apart from the difficulty in getting social irapt
assessment methodology, the cost involved in memsspcial impact is also very high thereby causimgst
MFIs, donors and policy makers having less intemests’ measurements (Petrick et al 2013). Acaagdio
Coleman (1999), researches which still try to meaddFIs’ social impact, normally overestimate impas a
result of failure to control ‘self’ or hypothesisich the use of non-random sampling technique; wigchot
scientific. Although there are devised methodolsgiesearchers attempt using in measuring sociadmphe
three widely used methodologies are; the scientifiethod, this involves the use of control-grougs t
humanities tradition method, which is ethnographicanature (researcher lives with the element abserves)
and lastly the participatory learning and actiorthod. In this method the researcher tries to I&aenway of life
of the people by taking part in their daily actiie®t, Hulme (1998 & 2000). Therefore, while the deban
microfinance impact and measurement still goegtmere has been enough evidence that microfinaneess
have helped and continue to help the poor to imptbeir financial security, allow them to take acheme of
business opportunities, facilitate the growth dithenterprises, economic empowerment of househaeldd
make women actively participative in decision makireduce social vices among others ( Robinson, éfc&n
1996, Khandker et al 1998, Wydick 1999).

2.6. Microfinance Beneficiaries’ financially sustainabilty

According to Wrenn (2005) & Robinson (2001) whea MFI beneficiaries attain financial independermedit
default is reduced drastically, they are able tp fpa the cost of the MFI services, and they somesi wean off
the MFI's credit or reduce the amount of creditytteke which reduces the burden on MFIs’ loan pdidf They
have excess money to save at the MFIs which widemsMFIs’ loan portfolio, hence increase MFIs’ prof
margin for self-financial sufficiency. Therefore MFbeneficiaries’ financial independence facilitstMFIs self-
financial sustainability rather than decreasindfiproargin. The assertion of the MFIs being a valeaool for
poverty alleviation will however be factual if thdieneficiaries become independent from furtheditse(i.e.
when they are able to satisfy their personal arsiness needs with their own resources without gfingredit)
in the long run. The issue of interest in this papewever is if MFIs’ beneficiaries can be finariia
independent from MFIs credit in the long run.

A research conducted by (Abaluk, 2012) on the inedevel sustainability of beneficiary farmers of $dsa
N’ariziki Programme in Ghana, found out only 30%tud farmers testifying that the programme has ntiaem
financial independent. This is an indication tha tate at which microfinance is eradicating povéstvery
slow. According to Bichanga and Njag (2014) theetfiof microfinance on beneficiaries’ financial tsilsability
is still largely unknown. According tbe Birhaner(2011), MFIs credits have caused more harm to npaiople
businesses than good. He stated that MFIs credite Imade most of their beneficiaries perpetuatd tio
credits and do not have any hope to be free fraditany moment. He added that some beneficiafidérds
services have even lost their personal propertiedefray defaulting credits and many lost theiesicommit
suicide) as a result of their inability to repagdit taken or loss of their saving/ investment witkls which
have liquidated. For instance the liquidation of M microfinance institution in Ghana in 2015 asesult of
unstainable services and financial mismanagemeneraely affected a lot of people in Ghana esplgciak
rural folks who formed greater percentage of thentktle. There were media reports of suicidal caseb
collapses of many small scale businesses as a wfstile liquidation of DKM Stephen Odoi Larbi2016).
These facts among others sometimes puzzle one toiratcept the assertion of MFIs been essentiak tool
towards their beneficiaries financial sustainagpilifTherefore, microfinance which is globally notem have
positive impact on poverty alleviation, needs aoselclook since most of its beneficiaries are fowatse off
after taken MFIs credits. However notwithstandingse defects of MFI services to its’ clientdde, Birhanerin
agreement with Pitt and Khanker (1998) among sthencluded that most MFIs beneficiaries in Etradmave
shown significant positive transformation in thetiandard of living.

2.7.MFIs Self-financial Sustainability
There is already a global impression that micrafoeis the most successful poverty alleviationrirgetion
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tool ever discovered. For this course, many policgkers and researcher are engaged on how to make it
sustainable to be able to serve more poor peopleorling to CGAP (2010), microfinance can pay fself
(financial sustainability) and therefore must doifd is to reach a large number of poor houseboltihe
message in this assertion is that, unless MFIs centialise their services to the poor, they will ajis be
financially limited in their operations due to thearce resources they have and the uncertain elialsle nature

of donors’ funds and government subsidies. Murd@90) saw the inevitability of MFIs’ services chas to
MFIs’ financial sustainability and therefore addghat, MFlIs that follow good banking practiceshaillways be
able to cover service cost and attain financialanability. Bichanga and Njag (2014) added that\id-Is to be
financial sustainable, they have to operate asnbasiventures. Researches in the financial subitktinaof
MFIs have discovered that it is not only the vuldmlity of the poor that is a threat to MFIs’ findal
sustainability, but the cost efficiency of theingees to the poor is also a factor that has madst fiFIs to go
bankruptcy. The cost involved in designing and enpénting most MFIs’ services have been identified t
always been higher than the income returns of éneices they provide to their clients, thereby dépb the
MFIs available funds (capital) to continue and idem outreach. For example most MFIs spend so rimuldan
issuing and recovering which is always higher thiha interest rate on the loan. Rapid infrastrudtura
development and long term investments (capitalstments) are also notifiable with MFls, which retuare of
long term in nature hence in most of the time tegultreasury management problems since most of the
savings/investments made by their (MFIS) benefiesahave short maturity period. This usually resuitMFIs
overtrading and thereby aggravating clients denfandithdrawals. Beside these, high administragxpenses,
fraud and low skilled labour force among others atso identified to be hindrance to MFIs financial
sustainability. However, notwithstanding these camnpractices of most MFIs which deter their finahci
sustainability attainment, research has revealed fimancial sustainability has been achieved byneso
successful MFIs for instituting good financial angerational practices like operational systemsciefficy,
operational cost efficiency, management informatiystem efficiency, good risk management and ekaus
product portfolio designing for the poor (Wrenn03).

MFIs’ financial sufficiency can therefore be achedvconsistently if resource (human and capital uess)
utilization is maximize. The fundamentals of MFgerational efficiency however can be achievedughothe
adaptation of an effective service delivery methogyp and significant institutional control systensiccessful
MFIs have been noted to have covered administrathpenses out of interest income and client feeseovices
they provide to the poor. According to Robinson,IdEnancial sustainability largely depends onitteervices
cost efficiency and the financial sustainabilitytioéir beneficiaries. This is because if MFIs pradicost is low,
it means that credit interest charges will be lm® thereby having an insignificant adverse effecttbe
beneficiaries’ revenue or profit margin. This iretlong run will help the client to be able to pdf/the credit
taken and even have excess to save or invest hatiMiFls which have positive impact on the MFIs fic@l
sustainability. This is because, the MFIs will hdee default loans, less burden on its’ loan pditf@and an
increase in revenue from the savings/investmentbeokficiaries who have attained financial indepecg
status. On MFlIs services cost efficiency, Hulme9&)9and Mosley & Paul (1997) raised the concern tha
targeting the poor on microcredit imposes much research costs; that is finding out who is eligible for the service,
frequent communication with the eligible and monitg to prevent access by the ineligible peoplest aif
recovering the credit and many others make itdiffifor MFIs have cost efficient services in raatto the
poor. Therefore, if there are no effective conspstems to closely match and monitor operation against
revenue from those activities, operational costexareed the returns on the credit given out heepéeting the
MFIs’ scarce funds in the long run if because d¢heshirking, MFIs charges lower interest rate ttiaair (MFIs)
service cost. On this, Rhyne summarized the firgliofy Christen et al by stating that successful Midsl
developed service delivery methodologies so efficend customized to their clientele to make tisenvices
afford for the poor to pay the full cost of the\sees, making the institutions financially viablEhe researcher
however debunked Hulme (1998) and Mosley & Paub{)@ssertions that service cost efficiency isidifty
to achieve by MFIs in relation to the poor.

It is therefore clear that MFIs with financial sais@bility objective should always ensure that fiemerived

from operations is always higher than the costrireel) by adapting prudent cost control systems ittimize

operational cost to enable them set appropriatzant rates to make some profit for wider outreswth to also
enable the clients to payback credit and have sxcedepend on.

2.8. Approaches of MFIs Operations.
The financial sustainability objective of MFIs howee, has stimulated a philosophical debate abodthgn
contemporary MFIs can combined the social objeatiith profit motive, hence the quest for best way ¥MFIs
to provide financial services to the poor in ortteachieve this dual objective. The debate howeeasrresulted
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two leading views on how microfinance should berafe=l. Thus the poverty lending approach and tienfiial
system approach. The former was social missionsfoshereas the later seems to achieve the bottali the
dual mission of contemporary MFIs. The primary gothese two approaches to microfinance is similaat
is outreach drive. They both aim at MFIs’ finandaktainability to increase outreach. The debatehiath is the
best approach is therefore just on the means tewah goal. Therefore, the choice of the mearsrohites the
achievement of the goal, hence the need for stadtetsin the microfinance industry to consensuatiyne out
with the best strategy of achieving the financiastainability goal of CMFIs. One side of the debatehe
sustainability camp, called the “institutionists”; who are mainly concerned with the creation of financial systems
that are financially self-sufficient to MFIs. Theygue that the future sustainability of MFIs whardieantly
depends on donors agvernments subsidies or benevolence is blunt at@ach is at risk since donors and
governments are unlikely to continigibsidizing microfinance indefinitely, and they aalhave resources
constraints to attain wider outreach. The insttitstherefore believe that the only way to assure ooiotis
access to financial services by the poor is to mnsnicrofinance services are commercialized. lbigy
commercialization that can create more resourcesMBls sustainability to achieve wider outreach.isTh
approach suggests and encourages the provisioncaoffmance services like microcredit and microisge to
the economically active poor at a reasonable cosbtver operational cost of MFIs. The other sidéhefdebate
is the outreach camp known as the “welfarists”. yThigess their argument on the depth of outreadil¢wiate
poverty and attainment of financial sustainability MFIs through charitable social interventions wmoas
‘Poverty Lending Approach’. Their focus is on makiing outreach first with donor support and goveemin
subsidies. They believe that charging the poor for services provided to them will worsen their plight; hence
instead of MFIs alleviating poverty, they will ifng long run aggravate poverty. Even though theyndb
absolutely disregard the charging of interest bylsvihey believe the poor should first be helpeadicially or
non-financially to move to the stage they can afftir absorb the MFIs interest. They added that évistils’
focus on reaching large number of clients with vemall interest rates, they will still be able ttam financial
sustainability through economy of scale (Robins@113. The deficiency of the welfarist argumentthsat
CMFIs are not business angle investors or ventapialists and therefore cannot take the risk obgiing the
poor to attain financial sufficiency before impasiservice charges to them.

Therefore the debate on the best way of servingdioe with microfinance towards MFIs financial sietbility

is describedis a mathematical concept. That is, each side is incomplete without the other; thus the concept of

reaching the poor and MFIs financial sustainabititg complementary. MFIs financial sustainabilitidens

outreach and wider outreach by MFIs helps the Mé& lattain financial sustainability through econoafyscale
if services are commercialised. It is only when BIRttain high degree of financial sufficiency thgbu
commercialization of their services, that they Wil able to serve significant number of the pddis reveals
that there is in fact only one objective of MFIshal is outreach, as stated by Elisabeth Rhyne8(18tat,

sustainability is but the means to achieving outhea

2.9.Some Successful MFIs Working with the Poor

Some MFIs in Asia, Africa, and Latin America thae avorking with substantial numbers of the poorest
households were found to have gained a clear pathrtl financial sufficiency due to the right metbtmjies or
strategies they applied in operating with the p&mme of these MFIs are; The Center for Agriculamd Rural
Development (CARD), Grameen Bank; Credito con EtdanaRural (CRECER), Freedom from Hunger Credit
in Bolivia; The Foundation for International ComnitynAssistance (FINCA), Financial & Technical Sexws
Private Limited in India, SINAPI ABA Trust in Ghanaow Opportunity Saving and Loans Ltd; First Natib
Savings and Loans in Ghana, now transformed ta&ihg institution known as GN Bank and Arpex Baiks
Ghana etc.

The purpose of referring to these successful Méte give empirical evidence to debunk the assethiat MFIs
cannot attain Self-Financial Sufficiency while sagrthe poor and that the commercialization of Mé&gsvices
to the poor is a threat to financial inclusion gralerty alleviation. Therefore it is evidential thBMFls are
regulated and their operations are systematica#lif planned from their operational commencement #ed
appropriate policies and control measures are imgiteed, coupled with appropriate products for tberp
MFIs and their beneficiaries can operate profitdbhfinancial sustainability.

3. Methodology
Relevant secondary literature and separate stedtnterview questionnaires were used to gathex datthe
financial sustainability of microfinance institutis and their beneficiaries. The combination of priyrdata was
meant to validate the various findings in the seleoy data. The random sampling technique was wusgdther
the primary data from thirty (30) beneficiariesmicrofinance services and five (5) Microfinancetitugions in
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the Northern and Upper East Regions of Ghana. $himpling technique was necessary because of the
scientific nature of the research paper. The ctal@g/descriptive research method was used to saalye
research findings due to the theoretical natuth@fesearch and to also give in-depth expressindiscussions

of the findings to aid the understanding of alldes of this research work.

4. Discussions on Research Findings
This part of the paper discusses research findingse financial sustainability of MFIs and the@migficiaries.

4.0. Financial Sustainability of Microfinance Beneficiaries (the Poor)
Poverty is said to be alleviated if it is permamheptadicated. Where poverty is eradicated in thatsterm and
resurfaces in the long run is not poverty allegiatbut poverty management. Therefore for povertyoéo
permanently eliminated, its’ strategies should bble & make the victims (poor) to be out of the grby bracket
permanently. Literature reviewed and data gathered analyzed on this revealed mixed reactions from
researchers, stakeholders and beneficiaries; watiilers assert to the empirical evidence of MFipawerty
alleviation been invaluable, researchers like Mtglet al (2005 & 2010), Coleman (1999), Adams )98
the other side debunk this assertion. They argaieNt|s’ services are rather geared towards magagaverty
rather than eradicating it since beneficiaries jast relieved from poverty in the short run which niot
sustainable in the long run when they are weanédasdistance. Some of those on this side attrilbhee
unsustainability of poverty alleviation among MFlneficiaries to the profit drive of MFls, whereathers
blame it on inappropriate service design and adstnative deficiency of MFls. Researchers like ZefieMeyer
(2003) and others are indifferent in the sustaimabipact of MFIs beneficiaries. They believe thicent
MFIs’ clients in some countries have shown sustdiitg in improvement in standard of living whereamst
clients of inefficient MFIs struggle to maintaingtive impact. They however cautioned that the iohgan the
living standard of beneficiaries, be it positive reggative is not solely attributed to MFIs but there other
external factors like political environment, climagtc. as contributing factors. From the primariadgathered
from MFIs’ beneficiaries in this research paper%r8&sserted to the positive impact of MFIs operatiaf
which 82% were women. However there was no evidefcself-financial sustainability since 93% of the
respondents were prepared to go for credit if ailoks

It could therefore be deduced from the findingg theneficiaries of regulated and efficient MFIs éahown
sustainability after they are weaned off assistand®reas unregulated MFIs clients are worsen rudf lighly
dependent on credit facilities hence cannot maintai attain improvement in their living standardtheiut
assistance. With this discovery, it can be condutiat MFIs beneficiaries can attain self-finansiastainability
and empowerment sustainability if MFIs are reguali&e any other financial institution. This is lerse
regulation put checks in their financial managensamt operations to ensure that best practicesdduered to.

4.1.MFIs’ Financial Sustainability
As discovered in the literature reviewed, the fitiahsustainability of MFIs largely depends on thetrvices
cost efficiency and the financial independencehefrtbeneficiaries. This research paper howevezaied that
all MFIs have financial sustainability goal henbe evolution of commercialization of their servic&éberefore
for CMFIs to attain financial sustainability, theyust be regulated and allowed to commercialise gevices
to both poor and economically active in order tmayate income to cover operational expenses andnwid
outreach or invest in profitable investment assdtsus well-regulated MFIs can attained financiald an
operational efficiency to enable them to have affitsle commercial services. This will widen theilentele
base to enable them enjoy economy of scale, hemitdirty up reserve for financial sustainability time long
run.
Therefore the misconception that the poor are coh@mically viable for MFIs financial sustainahjlis not the
main factor but the level of regulation of MFIs ogions.

5. Conclusion
On the financial sustainability of MFIs and the&neficiaries, the research uncovers that succebtfils are
well regulated and charge appropriate interest edieve that of conventional banks and most of their
beneficiaries are also able to attain financialepehdence in the long run. Therefore well-reguldies’
services have positive impact on MFIs financialtaugbility and their beneficiaries’ income leveldasocial
empowerment sustainability.

6. Recommendation

The research therefore recommends that MFIs shbeldaffiliated at the beginning to strong financial
institutions (conventional banks) for mentoring awiten they are strategical groomed in the long can, then
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be allowed to have autonomy of operation. Thaegulated MFIs should begin to establish track résavith
the conventional banks in their respective cousitaig soon as possible in order to gain experienbe able to
independent efficient operations in the long run.

Secondly, to maximize MFIs benefits to the poor,I#ighould give share option to their successfuklieiaries
to become shareholders. In this way, the poor wbeldble to enjoy some of the MFI profits henceadded
value to poverty alleviation. It will also minimidean delinquencies since clients see the MFI tohie@ own
hence misappropriation of loans given them impineg they are jeopardizing their own businesses.

MFIs should also blend their financial serviceshwibnfinancial services like enterprise developmgaihing,
health education, basic financial literacy eduagtimicro-insurance policies to adequately safe etice
beneficiaries towards self-financial sustainability

Lastly, smaller MFIs should form consortium to enable theet regulation requirements and be regulated.
This will also help them to minimize operationaktand increase outreach to increase revenue.

On further research, a research should be condoctélde best approach of serving the poor with Mielvices
for mutual financial sustainability.
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