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ABSTRACT

This article evaluates the role of microfinance services in addressing poverty in Malawi, focusing on FINCA Malawi. The study examined how microfinance
contributes to improving household income, business expansion, savings behaviour, and social welfare among clients.

Using a descriptive design and data collected from 30 respondents, both quantitative and qualitative methods were employed. Findings reveal that microfinance
services, particularly access to loans and financial literacy, have positively influenced income generation, improved standards of living, and promoted
entrepreneurship, with women forming the majority of beneficiaries. However, challenges such as limited loan sizes, rigid repayment schedules, and low financial
literacy remain. The article concludes that FINCA Malawi significantly contributes to poverty alleviation but recommends expansion of outreach, flexible loan
policies, and enhanced financial literacy training. These insights provide valuable implications for policymakers, microfinance institutions, and development
practitioners seeking to strengthen financial inclusion and sustainable development in Malawi.
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1.0 INTRODUCTION

Microfinance has emerged as a significant intervention in the global effort to reduce poverty, providing financial services such as microloans, savings,
and insurance to those excluded from traditional banking systems. In Malawi, poverty remains a major challenge, with more than half of the population
living below the poverty line (National Statistical Office [NSO], 2020).

Microfinance institutions (MFIs) such as FINCA Malawi have been instrumental in extending financial services to vulnerable groups, especially women
and youth, who are often excluded from mainstream financial institutions. This article evaluates the role of microfinance in poverty alleviation in Malawi,
focusing on FINCA Malawi as a case study.

1.1 BACKGROUND OF THE TOPIC

Poverty is a persistent developmental challenge in Malawi, with approximately 50.7% of Malawians living below the poverty line and rural areas being
the most severely affected (NSO, 2020). To address these challenges, MFIs have become critical actors in providing access to finance for low-income
households. Microfinance is designed to empower poor communities by enabling them to start or expand small businesses, improve household income,
and enhance living standards (Armendariz & Morduch, 2010; Ledgerwood, 2013). Established in 2002, FINCA Malawi has focused on providing financial
solutions that foster job creation, asset accumulation, and sustainable livelihoods (FINCA Malawi, 2021). Despite this, debates continue on whether
microfinance yields sustainable poverty alleviation or simply offers temporary relief (Banerjee et al., 2015; Bateman & Chang, 2012).

1.2 IMPORTANCE AND PURPOSE OF THE ARTICLE

This article is significant as it contributes to the discourse on the effectiveness of microfinance in poverty reduction, specifically in the Malawian context
where empirical evidence is limited.

It evaluates how FINCA Malawi’s services influence income generation, business development, and household welfare. The purpose of the article is to
provide insights into the successes and limitations of microfinance in addressing poverty while also offering practical recommendations for policy and
practice. Such findings are valuable to policymakers, non- governmental organizations, and development practitioners who seek evidence-based strategies
for poverty alleviation.
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1.3 OBJECTIVE OF RESEARCH
The main objective of this article is to evaluate the impact of microfinance services on poverty alleviation in Malawi, using FINCA Malawi as a case
study. Specifically, the article seeks to:
Assess the extent to which FINCA Malawi’s services contribute to income generation and asset accumulation.
e Examine the effects of microfinance on household welfare indicators such as education, health, and housing.
e Identify challenges faced by clients in accessing and utilizing microfinance services.

e Provide recommendations to enhance the effectiveness of microfinance in reducing poverty.
1.4 SCOPE OF THE DISCUSSION

The scope of this article is limited to FINCA Malawi and its clients, with data drawn from selected branches in both rural and urban settings. The analysis
considers key dimensions of poverty alleviation, including income, business growth, household welfare, and financial literacy. The discussion is confined
to the period between 2020 and 2024, aligning with the socio-economic conditions following the COVID-19 pandemic. Although the findings may not
be generalized to all MFls in Malawi, the insights provide a critical case study on the role of microfinance in poverty reduction and its potential for
replication and policy enhancement.

2.0 LITERATURE REVIEW
2.1 AN OVERVIEW OF PREVIOUS STUDIES OR RELEVANT RESEARCH

Studies around the world show that microfinance can help poor households by giving them access to credit, savings, and small loans. According to
Armendériz and Morduch (2010) and Yunus (2007), these services allow people to start businesses, increase income, and improve their families’ living
conditions. Karlan and Zinman (2010) also observed that microfinance can lead to business growth, although they noted that not all clients benefit equally.

In Africa, researchers have shown that microfinance supports self-employment and better income, but challenges such as high interest rates and repayment
difficulties limit its impact (Bateman & Chang, 2012). Kabeer (2005) found that microfinance plays an important role in empowering women and giving
them more decision-making power. However, Banerjee et al. (2015) pointed out that the overall impact on poverty reduction may sometimes be small.

In Malawi, Chirwa (2002) reported that microfinance helped increase household income and supported small-scale businesses, although problems like
small loan sizes and limited outreach remain. FINCA Malawi (2021) shows in its annual report that the institution has reached many clients, but there is
still debate about whether these services truly lift households out of poverty or only provide short-term help.

2.2 THEORETICAL FRAMEWORK

This study is guided by three main theories:

1.  Financial Intermediation Theory — This theory explains how financial institutions connect savers and borrowers. In Malawi, microfinance
institutions like FINCA help people who cannot access traditional banks by giving them loans and savings opportunities (Ledgerwood, 2013).

2. Empowerment Theory — Kabeer (2005) explains empowerment as the ability of people to make important life decisions. Microfinance
empowers clients, especially women, by giving them financial independence and more control over household decisions.

3. Poverty Reduction Theory — This theory argues that poverty can be reduced by giving people access to productive resources such as loans and
training. Microfinance allows households to increase income, build assets, and improve their living standards (Armendariz & Morduch, 2010;
Yunus, 2007)

3.0 MAIN CONTENT/ DISCUSSION

The research adopted a descriptive and explanatory design, relying on both quantitative and qualitative data. A total of 30 FINCA Malawi clients were
surveyed through structured questionnaires. The respondents represented diverse backgrounds in terms of gender, age, and business types, with women
and middle-aged individuals forming the majority. The findings show that loans were the most accessed service, followed by savings and financial literacy
programs. Loan utilization was concentrated on business expansion, school fees, and equipment purchase. Many clients experienced improvements in
income and living standards, though some reported stagnation or decline due to repayment difficulties or limited business opportunities. The analysis
confirms that microfinance provides both financial and non-financial benefits, such as empowerment, decision-making power, and financial literacy,
particularly for women.
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4.0 FINDINGS OR OBSERVATIONS

The study produced several key findings. First, microfinance services enhanced income generation, with most clients reporting significant or slight
increases in earnings. Second, loans supported business expansion and, in many cases, job creation, with over half of the respondents employing others
in their enterprises. Third, household welfare improved through better access to education, healthcare, and nutrition. However, challenges were identified,
including short repayment cycles, insufficient loan amounts, and disparities in outcomes depending on business type. Importantly, not all clients benefited
equally, demonstrating that the effectiveness of microfinance is mediated by contextual and individual factors.

5.0 CONCLUSION AND RECOMMENDATION
5.1 SUMMARY OF THE MAIN POINTS

This study set out to evaluate the impact of microfinance services on poverty alleviation in Malawi, using FINCA Malawi as a case study. The findings
show that microfinance plays an important role in supporting small businesses, increasing household income, and improving welfare through access to
education, healthcare, and better living conditions. Most beneficiaries, especially women, reported empowerment in decision-making and economic
independence. However, challenges such as limited loan amounts, strict repayment schedules, and low levels of financial literacy continue to reduce the
full potential of microfinance (Chirwa, 2002; FINCA Malawi, 2021). Overall, FINCA Malawi has contributed positively to poverty alleviation, though
the benefits are not equally distributed among all clients.

5.2 SUGGESTIONS FOR FUTURE RESEARCH AND ACTIONS

To strengthen the role of microfinance in poverty reduction, several steps are recommended:

e  Expand outreach to rural areas — Many poor households, particularly in remote communities, remain excluded from microfinance programs.
Increasing outreach would improve financial inclusion and help more families escape poverty.

. Increase loan sizes and flexibility — Current loans are often too small to support meaningful business growth. Adjusting loan amounts and
introducing flexible repayment terms would help clients invest productively and repay more sustainably (Ledgerwood, 2013).

e  Enhance financial literacy training — Training in budgeting, savings, and business management should be prioritized to ensure that clients use
loans effectively and improve their financial discipline (Kabeer, 2005).

e  Promote women-focused programs — Since women are the majority of clients and often the most vulnerable, programs tailored to their needs
can maximize the empowerment and poverty reduction effects of microfinance (Yunus, 2007).

. Integrate microfinance with other development initiatives — Combining financial services with agricultural support, skills development, and

social protection can create a stronger impact on poverty alleviation.
5.3 AREAS FOR FUTURE RESEARCH

Future studies should explore the long-term sustainability of microfinance benefits in Malawi, comparing multiple microfinance institutions beyond
FINCA. There is also a need for research on the effect of digital financial services in expanding outreach, as well as on the role of microfinance in coping
with shocks such as climate change and economic crises.
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