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 ABSTRACT 

This paper tries to present Micro-finance banking system as a panacea for poverty 

eradication and job creation; with a view to proffering solution against the daemon called 

poverty that has been plaguing the world and the third world countries, particularly Nigeria. 

In this making, the paper is divided into the following sub-headings:- micro-finance, the 

concept of poverty, poverty eradication in Nigeria, finance and banking, concept of micro-

finance banking, evolution and history of micro-finance banking, characteristics of micro-

finance bank, operations and effectiveness of micro-finance bank, micro-finance bank as 

instrument for poverty eradication, past government efforts on poverty eradication, strengths 

and limitations of micro-finance banks.  
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Microfinance  

Micro-finance is the provision of a broad range of financial services such as deposits, loans, 

savings, payment services, money transfers and insurance to the poor and low – income 

households and their micro – enterprises that are excluded from the formal financial systems. 

The terms micro-credit and micro – finance are often used interchangeably, but it is important 

to highlight the difference between them because both terms are often confused. Micro-credit 

refers to small loans, whereas micro – finance is appropriate where NGOs and micro – 

finance institutions supplement the loans with other financial services (savings, insurance, 

pension, payment services). Therefore, micro – credit is a component of micro – finance in 

that it involves providing credit to the poor, but micro – finance also involves additional 

noncredit financial services such as savings, insurance, pensions and payment services 

(Daradara, 2009).  

 

The Concept of Poverty   

There have been many different definitions of poverty. Each definition depends on the causes 

of poverty, the social, economic condition of different countries as well as the specific 

approach. Food and income are not enough for well being measurement because capacity and 

assets of the poor that help them access to resources are the root of poverty (Tuan, 2006). 

Therefore, poverty must be seen as the depreciation of basic capacities rather than merely as 

low income. In short poverty is that people have not met their basic needs yet; thus, main 

reasons that hinder them to access the basic needs must be focused on rather than only 

income.  

 

Poverty Eradication in Nigeria  

Until the inauguration of a Poverty Alleviation Programme Development Committee 

(PAPDC) by the Nigerian government in 1994, all efforts at poverty alleviation were 

essentially ad-hoc. It was generally the case that Poverty Alleviation Programmes and 

strategies were not crystallized and consolidated within the nation‟s overall development 

objectives. This view is borne out of a perusal of the various National Development Plans 

over 1962-85 period, and National Rolling Plans from 1990 Mike, 2008). The particular 

significance of the National Development/Rolling Plans hinges on the fact that they 

provided/provide much of the framework for the pursuit of development objectives since the 

attainment of political independence in 1960. 

It can be observed from the Plan documents that "the primary goal of economic planning in 

Nigeria is the attainment of rapid increase in the nation's productive capacity with a view to 

improving the living standards of the people" (Mike, 2007). This statement suggests some 

concern with poverty reduction which entails improved standard of living. However, poverty 

alleviation objectives were tangential and not explicit objectives of all the plans. The poverty-

related objectives during 1962-85 included: 

a. increase in per capita income; 

b. More even distribution of income; 

c. Reduction in the level of unemployment; and 

d. Increase in the supply of high level manpower. 

In a related vein, the First National Rolling Plan had, among other things, the objectives of: 

 Creating ample employment opportunities as a means of containing the 

unemployment problem; and 
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 Enhancing the level of socio-political awareness of the people and further 

strengthening the base for a market oriented economy and mitigating the adverse 

impact of the economic down-turn on the most affected groups (Nzerebe, 2006). 

There is a popular Chinese proverb that says; “give a man fish and you have fed him for a 

day but teach a man to fish and you have fed him for life”. To combat poverty and win, the 

government of Nigeria must harness the potential energy of the hundreds of thousands of 

promising small and micro entrepreneurs throughout Nigeria and put them to work to begin 

to grow the entire economy from all corners of the country, at the micro level. The idea is that 

these entrepreneurs will grow their ventures, become the little „engines‟ that drive their local 

economies, add real value to the national wealth and begin to create jobs for the other 60% of 

Nigerians who are not fully employed or totally jobless. What will be required to pull this off 

(within the usual planning rigmarole) are:  

1. A massive project of small and micro business coaching for entrepreneurs, 

including products, services and market development and 

2. Easy access to micro-credits or revolving loans for entrepreneurs through suitable 

outlets (Daradara, 2009).   

 

Finance and Banking        

Dara – Dara and Dara – Dara explains on finance and banking as follows: a substantial body 

of empirical work on finance and growth assess the impact of the operation of financial 

system on economic growth, whether the impact is economically large, and whether certain 

components of the financial system e.g. banks and stock markets play a particular important 

role in fostering growth at certain stages of economic development. A well developed 

financial system enhances investment by identifying and funding good business 

opportunities, mobilizes savings, enables the trading hedging and diversification of risk and 

facilitates the exchange of goods and services. These functions result in a more efficient 

allocation of resources, rapid and faster technological progress, which in turn results in 

economic growth. An efficient financial system is one of the foundation for building 

sustained economic growth and an open vibrant economic system (Daradar, 2009), 

(Daradara, 2008)  

 

Concept of Micro-Finance Banking  

CBN added that robust economic growth cannot be achieved without putting in place well 

focused programmes to reduce poverty through empowering people by increasing their 

access to factors of production, especially credit. The latent capacity of the poor for 

entrepreneurship would be significantly enhanced through the provision of micro – finance 

services to enable them engage in economic activities and be more self – reliant, increase 

employment opportunities enhance household income and create wealth. Microfinance is 

about providing financial services to the poor who are traditionally not served by the 

conventional financial institutions (CBN, 2005). These features distinguish microfinance 

from other formal financial products. These are: (i) the smallness of loans advanced and or 

saving collected, the absence of assets based collateral, and (iii) simplicity of operations. 

 

Evolution and History of Micro – Finance Banking System  

On the evolution and history of micro – finance banking system in Nigeria Nuhu has this to 

say. In the face of the glaring inability of formal service(s) of finance to meet the needs of 

these rural poor farmers, the informal sources took up the challenge. This is in form of the 
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participation of the non-governmental organizations (NGOs), in the agricultural credit 

market. The NGOs are notable in the area of micro – finance, which is a major anti – poverty 

strategy being supported by several international organizations. The practice of micro – 

finance in Nigeria is culturally rooted and dates back to several centuries. The traditional 

micro – finance institutions provide access to credit for rural and urban low – income earners. 

They are mainly of the informal self – help groups (SHGS) or rotating savings and credit 

associations (ROSCAS) types. Other providers of micro – finance services include savings 

collectors and cooperative societies (Nuhu, 2007). The informal financial institutions 

generally have limited outreach due primarily to paucity loan able funds.  

Subsequently, micro-finance is a new term in the development, prominently emerging in the 

1970s. From the 1950s to 1970s, the provision of financial services by donors or governments 

was mainly subsidized rural credit programmes. These programmes often resulted in high 

loan rural households. The 1980s Gramen Bank and Bank Yakyat Indonesia began to provide 

small loans and saving services profitability on a large scale. They had received no subsidies, 

but they could attain wide outreach to clients. Micro-credit insisted on repayment, on 

charging relevant interest rates that could cover credit provision costs and on focusing on the 

poor (Daradara, (2008). Therefore, micro credit could provide large – scale outreach 

profitably in the 1990s. The provision, just credit (micro credit) to the poor was not so 

effective that the provision of other financial services (micro – finance) as savings, insurance 

and pension met the demand of the poor. Tuan posits that the micro-credit summit in 1997 

again asserted the roles of micro – finance in the field of development. Furthermore, the 

objectives of the micro-credit summit 2005 were to serve 175 million of the world‟s poorest 

families, especially the women of those families, with credit for the self employed and other 

financial and business services by the end of 2015 (Tuan, 2008). In short, along with 

infrastructure construction and policies relating to serving the poor, micro finance has 

become more popular in the developing countries to attack poverty.  

 

Characteristics of Micro – Finance Bank  

Micro finance bank has the following characteristics:  

1. Microfinance bank has a minimum paid – up capital shareholders funds of N20 

million (to operate as a unit bank) and N1 billion, (to operate in a state) respectively.  

2. As a unit bank, microfinance bank operates within a local government area and not in 

sophisticated banking services, such as forex business and in a state (if licensed to 

operate in the state).  

3. Credit subject to a single interest limit of 1% for an individual/corporate entity and 

5% for a group.  

4. No limit on deposits from an individual or a company.  

5. Access to public sector deposits is permitted for only micro-credit programmes on a 

non – resources basis and for payment purposes.  

6. Cheque using is customized to the correspondent bank  

7. Geographical coverage of microfinance bank (as a unit bank) is in rural and urban 

areas, while that licensed to operate in a state must be in both rural and urban areas 

within a state in a proportion prescribed by the CBN(CBN, 2005) 

 

Operations and Effectiveness of Micro- Finance Bank  

CBN Micro-Finance Policy listed the following operations for micro finance bank:  
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i. Provision of diversified, affordable and dependable financial services to 

the active poor in a timely and competitive manners that would enable 

them to undertake and develop long term, sustainable entrepreneurial 

activities  

ii.  Mobilization of saving for intermediation 

iii. Creation of employment opportunities and increasing the productivity of 

the active poor in the country, thereby increasing their individual 

household income and uplifting their standard of living 

iv. Enhancing organized, systematic and focused participation of the poor in 

the socio-economic development and resource allocation process.  

v. Provision of equitable avenues for the administration of the micro-credit 

programmes of government and high net with individuals on a non-

recourse basis.  

vi. Rendering payment services, such as salaries, gratuities and pensions for 

various tiers of government (CBN, 2005) 

  

Micro-Finance Banks as Instrument for Poverty Eradication               

Robust economic growth cannot be achieved without putting in place well focused 

programmes to reduce poverty through empowering the people by increasing their access to 

factors of production, especially credit. The latent capacity of the poor for entrepreneurship 

would be significantly enhanced through the provision of micro finance services to enable 

them engage in economic activities and be more self-reliant, increase employment 

opportunities, enhance household income and create wealth. Microfinance is about providing 

financial services to the poor who are traditionally not served by the conventional financial 

institutions (CBN, 2005). 

The baseline economic survey of small and medium industries (SMIs) in Nigeria conducted 

in 2004 indicated that the 6,498 industries covered currently employ a little over one million 

workers. Considering the fact that about 18.5 million (28% of the available work force) 

Nigerians are unemployed, the employment objective/role of the SMIs is far from being 

reached. One of the hallmarks of the National Economic Empowerment and Development 

Strategy (NEEDS) is the empowerment of the poor and the private sector, through the 

provision of the needed financial services to enable them engage in or expand their present 

scope of economic activities and generate employment, delivering needed services as 

contained in the strategy would be remarkably enhanced through additional channels which 

the microfinance bank framework would provide. It would also assist the SMIs in raising 

their productive capacity and level of employment generation (CBN, 2005)  

 

Past Government Efforts on Poverty Eradication  

In order to enhance the flow of financial services to Nigeria‟s rural areas government has in 

the past, initiated a series of publically-financed micro/rural credit programmes and policies 

targeted at the poor between 1989 - 2000. Notable among such programmes were the rural 

banking programmes, sectoral allocation of credits, concessionary interest rate and the 

Agricultural Credit Guarantee Scheme (ACGS). Other institutional arrangements were the 

establishment of the Nigerian Agricultural and Co-operative Bank Limited (NACB), the 

National Directorate of Employment (NDE), the Nigerian Agricultural Insurance Corporation 

(NAIC), the Peoples Bank of Nigeria (PBN), the Community Banks (CBs) and the Family 

Economic Advancement Programme (FEAP). In year 2000, government merged the NACB 
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with the PBN and FEAP to form the Nigerian Agricultural Co-operative and Rural 

Development Bank Limited (NACRDBD) to enhance the provision of finance to the 

agricultural sector. It also created the National Poverty Eradication Programme (NAPEP) 

with the mandate of providing financial services to alleviate poverty (Nuhu, 2007).  

 

Strengths and Limitations of Micro – Finance Banks  

Strengths of Micro – Finance Banks  

The followings as some of the strengths of micro finance banks:-  

1. Development of grassroots enterprises  

2. Involvement of the less privileged individual in the development process.  

3. Poverty reduction  

4. Bringing about social security  

5. Mobilizing and developing the rural areas  

6. Providing family support facilities  

7. Women empowerment  

8. Bringing about ideal community development activities (Nuhu, 2007) 

 

Limitations of Micro – Finance Banks  

CBN Micro-Finance Policy has mentioned the following as limitations of micro finance 

banks:  

1. Incompetent management  

2. Weak internal controls  

3. Insufficient deposit insurance scheme  

4. Poor corporate governance  

5. Lack of well defined operations and restrictive, regulatory/supervisory requirements  

6. Weak capital base 

7. The existence of a huge un-served market (CBN, 2012) 

 

                                                   CONCLUSION 

Therefore, going with what has been discussed about micro-finance in this paper, it could be 

seen how it can help much in addressing the issue of poverty eradication and job creation. It 

could be said micro-finance is a guaranteed anti-poverty drug. 
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