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Abstract 

Since the beginning of civilization, poverty has been an issue. It has sparked revolutions and brought down great 

empires. Most recent, credible estimates state that roughly over 3 billion people in the world live at or below the 

poverty line of $2.50 a day. This reality can be traced to various factors- war, social inequality, national debt, etc- 

and makes poverty one of the most pressing issues society faces. To address the former, many efforts have been 

made including microlending. In this paper, microlending and its effects will be analyzed in depth to determine 

whether it is viable and how its consequences impact cyclical poverty.  
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I. Introduction  

It is important to completely understand what poverty is; $1.90 a day is considered the poverty line. With this in 

mind, the World Bank published a 2013 report with the following: 

 

-  

According to this data, it can be seen that poverty impacts the Sub-Saharan Africa region at a much higher rate than 

the others.  
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Figure 0.3 illustrates the decrease in global poverty; however, at 767 million in 2013, it is still a significant problem. 

 

II. Microlending 

Microloans are small loans that are issued by individuals rather than banks or credit unions. These loans can be 

issued by a single individual or aggregated across a number of individuals who each contribute a portion of the total 

amount (Hayes 2018).  They are popular in developing countries where traditional loans from banks are unavailable. 

Often, microloans aren’t backed by collateral, which increases the risk of the lender in the case of default.  

 

Improved social welfare and ability to successfully end cyclical poverty from microlending depends not just on 

depth of outreach but also on worth to users, cost to users, breadth, length, and scope (Navajas Et Al 1998). In a 

study of Bolivian Micro Finance Organizations (MFO), Navajas Et Al 1998 established the Fulfillment of Basic 

Needs (IFBN) index as a way to measure the impact of a MFO with the following formula:  

 

 
The range of the ratio of K_J to K.lnorm depended on the range of answers in the nationwide assessment.  

https://www.investopedia.com/terms/c/creditunion.asp
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Figure 1 displays the IFBN distribution of 5 MFOs across the country of Bolivia. in a box-and-whisker plot. 

 
Mosley et al., (1998) also analyzed the effect of microlending. It estimated the impact of 13 microfinance 

institutions in seven developing countries on poverty and other target variables and attempted to relate such impact 

to the institutions’ design features. The study found that: 

 

 
 

“For each of the institutions studied, the impact of lending on the recipient household’s income tended to 

increase, at a decreasing rate, as the recipient’s income and asset position improved, a relationship which 

can easily be explained in terms of the greater preference of the poor for consumption loans, their greater 

vulnerability to asset sales forced by adverse income shocks and their limited range of investment 

opportunities…” Mosley Et Al (1998). 
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With this conclusion and the data from the Navajas study, it is seen clearly that microlending can benefit 

borrowers in poverty.  

 

III. Return on Investment  

Microloans are high risk investments for creditors; as mentioned earlier, they typically aren’t backed by 

collateral and so defaults rates are are high. To lower the risk, MSOs often diversify investments. With this 

in mind, the interest rates are relatively high: 6- 31.9 % (Hayes 2018). 

 

IV. Conclusions 

The advantages of peer-to-peer economics through microlending are evident: lenders can be uplifted out of poverty 

by using their loan to start a business, and creditors receive a high ROI. While default rates are slightly higher, the 

benefit is clear, and risk can be decreased through diversification.   
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