
 
 
 
 
 
 
 
 
 

 

 

 

 

The Institutional Environment of 
Microfinance 
Microfinance institutions are categorized into three 
types of providers:  informal, formal, and semi-formal 
Informal institutions are traditional credit providers 
such as moneylenders, pawnbrokers, and traders 
with unregistered sources of credit. Informal 
microfinance also includes loans from friends and 
relatives or microcredit that is based on traditional 
informal groups. Informal providers have existed both 
in the rural and urban areas prior to the emergence 
of formal microfinance institutions.  

Among the key characteristics of informal 
associations are 1) provision of savings and credit to 
the poor, 2) informality of operations, and 3) higher 
interest rates than the formal banking sector. 
However, they generally have limited outreach due 
primarily to the paucity of loanable funds. 

 Formal institutions are financial providers that are 
subject to the operating country’s banking laws. 
These can be government institutions or private 
banks. Formal MFIs have emerged in many countries 
as a response to the failure of the state-led and 
mainstream formal financial system in reaching the 
poor, especially in rural areas. 

The semi-formal provider falls between the previously 
mentioned categories. Semi-formal providers are 
microfinance institutions that are registered as banks 
with a special charter or as NGOs that serve those 
who have been excluded from the formal banking 
system. They provide loans that are repaid in small, 
frequent, and, manageable installments. Borrowers 
are encouraged to repay loans through group 
cooperation, norms, values, and a number of 
incentives such as repeat loans and access to group 
members. 

Microfinance institutions (whether formal, informal, or 
semi formal) have three distinguishing features 
associated with their financial products:  
1. the small size of loans advanced and/or savings 

collected, 
2. the absence of asset-based collateral, and 
3. simplicity of operations 
 
It is widely accepted that MFI programs can 
compensate for some weaknesses in developing 
capital markets and help low-income entrepreneurs 
to improve their enterprises and raise their standards 
of living. 
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In Nigeria, conventional financial institutions serve only about 35 percent of the active population, and 
the poor, especially women, have limited access to financial services. Private sector-led microfinance 
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Microfinance, poverty reduction, and 
accessibility to women  

Microfinance programs have significant potential for 
contributing to women’s economic, social, and 
political empowerment and to reducing poverty, if the 
poor and very poor clients are reached. It is 
estimated that 84.2 percent of the poorest 
microfinance clients worldwide are women. Thus, an 
assessment of the poverty levels of microfinance 
clients is an important issue for both practitioners and 
donors.  

However, the access extended by MFIs to low-
income women typically includes credit for 
consumption and very small production loans. 
Further, it is argued in literature that even though the 
emergence of MFIs is rooted in the women’s equality 
movement, the emphasis now is more on finance 
than gender issues. 

Evolution of microfinance institutions and the 
regulatory environment in Nigeria 

Prior to formalizing microfinance institutions in 
Nigeria, informal financial institutions existed and 
were often rooted in the culture of its people. These 
informal institutions were mainly Self Help Groups 
(SHGs) or Rotating Savings and Credit Associations 
(ROSCAS). However, the government’s quest for 
better financial services, especially for the poor, led 
to several state-owned microcredit programs and 
policy interventions. Among them are the People’s 
Bank, the National Directorate of Employment, the 
National Poverty Eradication Program, and the Small 
and Medium Enterprises Equity Investment Scheme 
(SMEEIS).  The poor performance of state-owned 
financial service schemes and the unwillingness of 
the formal financial institutions to service the poor led 
to the emergence of private-sector led microfinance 
institutions in Nigeria. 

Prior to 1981, when MFIs were not formalized, they 
were not subject to any rules or regulation. This 
suggests that the establishment of formal 
microfinance institutions in Nigeria was based on 
weak institutional framework and capacity, a weak 
capital base, existence of a huge un-served market, 
and non-utilization of the SMEEIS Fund. 

The 2005 National Microfinance Policy has paved the 
way not only for wider participants but has also 
placed MFIs onto a path of sustainable financial 
intermediaries. The policy, regulatory, and 
supervisory frameworks lay clear guidelines on the 
definition of MFIs, the group of institutions to be 
covered, allowable and non-allowable activities, 
procedures and requirements for the application of 
license, sources of funds, and publication of audited 
accounts, prudential requirements, and penalties for 
contravention. The targets of the 2005 policy are to: 

 cover the majority of the poor, especially the 
economically active population by 2020,  

 increase the share of microcredit as a percentage 
of total credit to the economy from 0.9 percent in 
2005 to at least 20 percent in 2020, 

 increase the share of microcredit as a percentage 
of Gross Domestic Product from 0.2 percent in 
2005 to at least 15 percent in 2020, 

 promote the participation of at least two-thirds of 
the states and local governments in microcredit 
financing by 2015, 

 eliminate gender disparity by improving women’s 
access to financial services by 5 percent 
annually, and 

 increase the linkages among universal banks, 
development banks, and specialized finance 
institutions. 

Major Findings 
We employed focus group discussions (FGDs), in-
depth interviews, and case studies of women 
beneficiaries (new clients and current MFI members) 
and officials of two formal and five informal MFIs, 
investigating the extent of reach and the impact of 
microfinance services on self-employed women in 
Esan Local Government Area of Edo state. The 
following are findings derived from the analysis of this 
data. 

Institutional environment  

The traditional informal microfinance institutions still 
exist side by side with the formal MFIs and are very 
popular with rural women. These informal providers 
still remain the only source of funds available to poor 
women who have not been able to access the formal 
sector microfinance institutions. 

Why it is difficult for women to borrow from 
banks?  

Rural women, in particular, find it difficult to borrow 
from banks because most do not have bank 
accounts, have no collateral, and do not know the 
procedures for accessing bank loans. As they 
explained, men inherit land and other property which 
can be used as collateral, while women do not. In 
addition, women need their husbands’ consent to 
borrow money from the bank. 

Sources of microfinance for rural women 

The main source of finance for the majority of rural 
women in this case study is their contribution to the 
savings/market association. However, with the 
advent of microfinance banks, more rural women are 
now accessing formal microfinance institutions. Rural 
women in this study have accessed loans from two 
private associations, the Lift Above Poverty 
Organization (LAPO) and Ujoelen Microfinance 
Banks, and a government agency, the National 



Poverty Eradication Programme (NAPEP). Some of 
the more successful women have accessed multiple 
sources of credit over the years as their businesses 
have expanded. None of the participants has 
accessed loans from any of the commercial banks 
which have established microfinance banks/ 
departments operating in the study area. 

Impact of microfinance on women’s businesses 
and lives 

 According to the women interviewed, microcredit has 
had positive impacts on their businesses and family 
life while many of them have been able to expand 
their businesses. In some cases, they no longer have 
to buy goods on credit, thereby avoiding interest 
payments and increasing their profits. At the family 
level, unlike in the past, they can make more 
contributions to their family upkeep, eat better food, 
and pay children’s fees regularly and with less stress. 
A few joined political parties such as the People’s 
Democratic Party (PDP) and Action Congress (AC). 
However, to properly assess the impact of 
microfinance, a quantitative study using measures of 
impacts is needed. 

Government policy and access to microfinance in 
rural areas of Edo State 

In the study area, government policy has helped to 
bring formal microcredit sources to women on a 
larger scale. The Community Banks that were 

transformed into microfinance banks (MFBs) now 
target women, which they did not do when they 
operated as community banks. However, while the 
formal institutions have transformed into MFBs, as 
required by the government’s Microfinance Policy, 
the traditional savings institutions still remain outside 
the regulated microfinance sector. 

Recommendations 
From the findings, the following recommendations 
may be emphasized: 

 Informal microfinance institutions should be 
registered at the local government level and 
encouraged to keep good records in order to 
assess their impact. 

 Exploring savings-based or durable assets based 
collateral can ease difficulties faced by rural 
women in accessing a loan from a bank. Also, 
banks can educate rural women on procedures 
for opening accounts. 

 More MFBs should be established in all Local 
Government Areas (LGAs) in order to reach the 
rural dwellers, especially women, who should be 
targeted. 

 Commercial banks, which have established 
microfinance departments, should develop 
products that target rural self-employed women. 

 MFBs should be properly supervised to protect 
depositors’ funds and avoid a repetition of their   
experiences with failed Community Banks. 
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