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Abstract   
This literature study examines the relationship between microfinance programs 
and social welfare in poor communities through a systematic review of academic 
publications from 2005 to 2015. Using a qualitative literature review approach, 
the study synthesizes findings from various empirical studies to identify patterns 
of impact across multiple dimensions of social welfare, including economic 
outcomes, social capital, psychological well-being, and institutional access. The 
analysis reveals that microfinance can contribute positively to income 
generation and asset accumulation, particularly for recipients with adequate 
individual capacity and access to productive opportunities. Social and 
psychological dimensions show significant benefits through strengthened social 
networks, women's empowerment, and enhanced self-confidence, though risks 
of social pressure and psychological stress also emerge. Key mediating factors 
include individual capacity, social capital, and information access, while 
moderating factors encompass program characteristics, gender relations, and 
community conditions. Programs integrating financial services with mentoring, 
training, and other non-financial services demonstrate greater effectiveness 
compared to credit-only approaches. The study concludes that microfinance 
effectiveness depends substantially on program design aligned with recipient 
characteristics and local conditions. These findings have important 
implications for program design, evaluation methods, and policy development 
in microfinance for social welfare improvement. 

Keywords: microfinance, social welfare, community empowerment, poverty 
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Introduction 
Structural poverty in developing countries has been a major concern for 
policymakers and academics over the past few decades. Poor households in 
urban and rural areas are often trapped in a cycle of poverty that is difficult 
to break because of limited access to productive resources. This pattern of 
urban poverty is closely tied to rapid urbanization, which tends to 
concentrate low-income populations in areas with minimal access to 
economic resources and public services cultural assumptions about the poor, 
but requires attention to the structural conditions that keep them trapped 
in disadvantaged positions (Rojak, 2024). Financial capital is one of the 
greatest obstacles for poor households seeking to start a business or build 
sustainable economic activities. Formal financial institutions such as banks 
are generally reluctant to lend to low-income groups because of the perceived 
high credit risk and administrative costs that are disproportionate to the 
value of small loans (Afrin & Ahmed, 2019). This condition has driven the 
emergence of various alternative financial services for the poor, known as 
microfinance. Limited financial literacy also contributes to the difficulty 
poor households face in accessing and making effective use of formal 
financial services (Darmawan & Mardikaningsih, 2023). Microfinance 
offers access to credit, savings, insurance, and other financial services 
designed specifically to meet the needs of population segments long 
overlooked by the conventional banking system (Watkins, 2018). The basic 
premise of microfinance rests on the belief that poor people are capable of 
escaping poverty when given adequate opportunities to access business 
capital and financial services suited to their economic circumstances. This 
approach gained wide attention after various microfinance programs in 
South Asia and Latin America produced encouraging results in raising 
household income and reducing the economic vulnerability of poor groups. 
Nevertheless, academic debate on the effectiveness of microfinance in 
promoting empowerment continues to this day. 

Microfinance programs oriented toward empowerment have 
characteristics that differ from conventional microfinance programs, which 
focus solely on loan repayment and institutional sustainability (Afrin & 
Ahmed, 2019). The empowerment approach positions program recipients as 
active subjects in decision-making, rather than merely passive objects of 
intervention. Within this framework, microfinance is viewed as a tool for 
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strengthening individual and collective capacity so that poor people are able 
to determine the direction of their own economic and social development. 
Empowerment through microfinance encompasses improved access to 
productive resources, the development of business management skills, efforts 
to reduce gender and ethnic disparities within economic activities (Rojak & 
Darmawan, 2012), the strengthening of social networks, and increased 
confidence in participating in public life. Access to technology can either 
widen or narrow such gender gaps, depending on how equally it is distributed 
and used within economic activities (Darmawan, 2024). However, 
implementing the empowerment approach in microfinance practice faces 
various structural and cultural obstacles that are often overlooked by program 
designers. Social norms, gender relations, and local power structures can 
influence the extent to which poor people are able to make use of 
microfinance services for empowerment purposes. Policies aimed at 
improving people's welfare tend to be more effective when they take local 
cultural values into account rather than being imposed uniformly 
(Mardikaningsih & Darmawan, 2023). For example, in some settings, women 
loan recipients may face obstacles in controlling the use of loan funds because 
of a husband's dominance in household decision-making. Such conditions 
show that access to credit alone is not sufficient to guarantee empowerment; 
changes are also needed at the level of social relations and broader 
institutional structures. Institutional structures that are flexible and adaptive 
tend to be better able to accommodate these changing social relations than 
rigid ones (Darmawan & Mardikaningsih, 2023). 

Social welfare, as the ultimate goal of microfinance and empowerment 
programs, is a multidimensional concept that cannot be reduced to 
economic indicators alone. Social welfare encompasses the fulfillment of 
basic needs, a sense of security, involvement in social life, access to public 
services, and the capacity to live a life considered valuable according to 
culturally recognized standards (Patilkale et al., 2019). Fulfilling these 
welfare dimensions also requires policies capable of responding to social 
change so that the resulting arrangements remain just and relevant to the 
needs of the population they are meant to serve (Halizah & Mardikaningsih, 
2022). The subjective dimension of social welfare, such as life satisfaction 
and a sense of meaning, is just as important as objective dimensions such as 
income and asset ownership. Positive psychological factors, such as a sense 
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of engagement and commitment to one's activities, play an important role 
in shaping this subjective dimension of welfare (Darmawan & 
Mardikaningsih, 2022). Microfinance programs that succeed in improving 
social welfare generally show improvement across several of these 
dimensions at once, rather than in only one particular aspect. Rapid 
urbanization can also widen social inequality and weaken the social 
cohesion needed to sustain collective welfare (Mardikaningsih, 2021). 
Vulnerable groups tend to bear a disproportionate share of the negative 
impacts of urban development, which further limits their opportunities to 
achieve adequate welfare (Mardikaningsih et al., 2025). However, many 
microfinance program evaluations remain focused on easily measurable 
economic indicators and often overlook the social and psychological 
dimensions of welfare. This limitation results in an unbalanced 
understanding of the true value of microfinance for the poor. 

A literature analysis of microfinance and community empowerment 
requires an approach capable of capturing the complexity of the 
relationship between financial intervention and social change. A 
phenomenological approach to reviewing the literature allows researchers 
to understand how various studies describe the experiences of 
microfinance recipients in accessing financial services and using them to 
improve their welfare. By tracing patterns that emerge across a range of 
studies, a literature analysis can reveal the underlying structure of the 
relationship between microfinance and social welfare that may not be 
visible in a single study. This approach also allows for the identification of 
knowledge gaps and areas requiring further research. Strengthening the 
capacity to analyze data is an important part of this process, since sound 
decision-making about which microfinance approaches actually work 
depends on the ability to interpret evidence accurately (Khairi & 
Darmawan, 2022). Existing literature shows that the impact of 
microfinance on social welfare is heavily influenced by factors such as 
program design, loan disbursement mechanisms, mentoring support, and 
the socio-cultural characteristics of recipient communities. Understanding 
these factors is essential for designing microfinance programs that can 
genuinely drive empowerment and improve social welfare. Through a 
systematic and critical literature review, this study seeks to contribute to 
the development of knowledge in the field of microfinance and 
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community empowerment, particularly in understanding how 
microfinance programs can be designed and implemented to achieve 
optimal social impact for poor communities. 

In academic discourse on microfinance, there is tension between 
excessive optimism claiming that microfinance is a miracle solution to 
poverty and skepticism that doubts its ability to produce meaningful change 
in the lives of the poor (Cull & Morduch, 2017). This tension reflects the 
complexity of the relationship between financial access and social welfare 
that has not yet been fully understood by researchers and practitioners. One 
fundamental problem is the inconsistency of empirical findings regarding 
the impact of microfinance on various welfare indicators. 

The next problem concerns the theoretical assumptions underlying 
microfinance and empowerment programs. Many microfinance programs 
are built on the assumption that access to credit will automatically 
encourage productive activity and higher income, which will eventually 
lead to greater empowerment and social welfare. This assumption ignores 
the reality that poor households often face various structural constraints 
that cannot be resolved simply by providing financial access. Unequal 
access to markets, a lack of basic infrastructure, limited technical skills, and 
discrimination based on gender or ethnicity are among the factors that can 
limit the effectiveness of microfinance in driving empowerment. 
Empowerment tends to be more sustainable when credit is accompanied 
by practical training, such as basic bookkeeping and financial 
management, so that recipients are able to manage their own business 
finances (Darmawan et al., 2023). In addition, credit disbursement 
mechanisms that fail to account for the economic cycles of poor 
households can create debt burdens that actually worsen their socio-
economic condition. This problem points to the need for a more critical 
and comprehensive analytical framework for understanding the 
relationship between microfinance and empowerment. Such a framework 
must take into account power dynamics, institutional structures, and socio-
cultural factors that influence how poor people access and use financial 
services. Without an adequate understanding of this complexity, 
microfinance programs risk failing to achieve their intended goals of 
empowerment and social welfare. 
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Debate about microfinance and community empowerment has 
revived in recent years as more studies produce conflicting results. Without 
a clear understanding of what works and what does not, large-scale 
investment in microfinance programs risks wasting limited resources 
without generating meaningful social impact. Beyond academic 
considerations, global social and economic dynamics also make this topic 
highly relevant to examine at present. The pandemic, climate change, and 
global economic crises have increased the vulnerability of poor 
communities worldwide, making the need for social protection and 
economic empowerment instruments increasingly urgent. This heightened 
vulnerability affects not only economic conditions but also the 
psychological wellbeing of poor households, which needs to be considered 
when designing programs meant to support their resilience (Issalillah & 
Khayru, 2025). Microfinance is often promoted as an instrument that can 
help the poor withstand economic shocks and recover more quickly after 
a crisis (Calis et al., 2017). However, empirical evidence on the role of 
microfinance in building the resilience of poor communities against 
shocks remains limited and requires more systematic study. Meanwhile, 
the development of digital financial technology has opened new 
possibilities for delivering microfinance services more efficiently and 
reaching a wider population. This shift also demands adjustments in how 
financial institutions organize their work, given that the flexibility of 
digital-era work arrangements increasingly shapes how services are 
delivered to clients (Mardikaningsih, 2025).  

Fintech and peer-to-peer lending platforms offer faster and cheaper 
credit access compared to traditional microfinance institutions, but they also 
bring new risks such as weak consumer protection and the potential 
exploitation of borrowers. Weak consumer protection in digital lending is 
closely tied to unresolved issues surrounding the protection of borrowers' 
personal data, which remains a basic right that is often overlooked in the 
design of digital financial services (Issalillah & Hardyansah, 2024). 
Technological approaches such as blockchain offer a way to better safeguard 
user data within financial and organizational systems, though their adoption 
among small institutions remains limited (Costa et al., 2023). The success 
of digital microfinance also depends on recipients' confidence in using new 
financial technologies, since a low sense of self-efficacy toward technological 
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change can hinder their ability to make full use of these services 
(Mardikaningsih & Darmawan, 2022). Strengthening digital financial 
literacy among small business actors is therefore an important factor in 
ensuring that the benefits of digital microfinance can be optimally utilized 
(Bayhaqi et al., 2024). These developments call for a better understanding 
of how microfinance, both conventional and digital, can be designed to 
achieve empowerment and social welfare goals. A thorough review of the 
literature on this topic will provide a foundation for developing 
microfinance policies and practices that are more responsive to the needs of 
the poor and better able to drive sustainable social change. 

This research aims to synthesize findings from existing literature 
regarding the relationship between microfinance programs and social 
welfare in impoverished communities, by identifying consistent impact 
patterns and factors influencing outcome variations across studies. 
Specifically, this research seeks to examine how various dimensions of 
social welfare, including economic, social, psychological, and institutional 
aspects, are affected by participation in microfinance programs as well as 
the mechanisms explaining this relationship. 

  
Method 
This research employs a qualitative literature study approach as the 
primary method to examine the relationship between microfinance 
programs and social welfare in impoverished communities. This approach 
was chosen because it allows researchers to synthesize and interpret diverse 
findings from previously published studies without having to collect 
primary data through interviews or field observations. The qualitative 
literature study method differs from quantitative meta-analysis because it 
places greater emphasis on an in-depth understanding of meaning, social 
context, and the mechanisms explaining diverse empirical findings. As 
explained by Jesson et al. (2011), a qualitative literature study seeks to 
identify thematic patterns, integrate insights from various sources, and 
develop new interpretations that go beyond the findings of individual 
studies. This approach is highly suitable for the topic of microfinance and 
community empowerment because the literature in this field is very diverse 
in terms of scientific disciplines, methodologies, and research contexts. 
The literature search process was carried out systematically through 
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academic databases such as Scopus, Web of Science, Google Scholar, and 
JSTOR using a combination of relevant keywords. 

Literature inclusion and exclusion criteria were strictly applied to 
ensure that only relevant and high-quality studies were analyzed. The studies 
included are publications in peer-reviewed academic journals, books 
published by reputable academic publishers, and research reports from 
credible international organizations. In the selection process, preference is 
given to studies that use clear research methods, possess adequate samples, 
and present credible data analysis. Studies that consist merely of opinions, 
editorials, or anecdotal reports without a strong empirical basis were 
excluded from the analysis. In addition, studies that do not specifically 
discuss the relationship between microfinance and social welfare in 
impoverished communities were also omitted. The systematic steps in the 
literature search and selection follow the procedures recommended by 
Petticrew and Roberts (2006) to minimize bias and enhance the 
transparency of the process. Following the initial selection, approximately 
85 articles and book chapters were identified as primary literature to be 
analyzed, while other supporting literature was used to enrich and verify the 
findings from the primary literature. Data analysis in this literature study 
was conducted using the thematic analysis approach developed by Braun 
and Clarke (2006), which involves systematic coding, identification of 
recurring themes, and the development of coherent interpretations.  
 
Result and Discussion 
The Impact of Microfinance Programs on Dimensions of Social Welfare 
in Poor Communities 
Microfinance programs show varied effects on the economic dimension of 
social welfare, with outcomes highly dependent on recipient characteristics 
and program design. An increase in household income is the most 
frequently reported finding across studies, though the magnitude of this 
increase varies considerably between studies. In some settings, access to 
microcredit enables poor households to start small businesses or expand 
existing ones, ultimately generating a meaningful increase in income 
(Sinugbohan et al., 2025). Whether this additional income actually 
translates into a worthwhile return on investment depends heavily on how 
well the financed business performs, which is where sound financial 
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evaluation becomes important (Sinambela & Mauliyah, 2018). However, 
this income increase is often insufficient to permanently lift households 
out of poverty, particularly when loans are used to cover urgent 
consumption needs rather than productive investment. This pattern of 
loan use is strongly influenced by household economic conditions and the 
availability of business opportunities in the surrounding area. Relatively 
high borrowing costs and strict repayment schedules often reduce the net 
profit generated from business activities financed by microcredit. Clearer 
regulation of digital credit and lending practices is needed to keep 
borrowing costs and repayment terms fair for low-income borrowers 
(Yuristiawan et al.,  2024). This condition causes some households to 
struggle in meeting their loan repayment obligations, which can ultimately 
erode the economic welfare they had built. 

The dimension of asset accumulation shows a more complex pattern 
in relation to microfinance programs. Some studies find that participation 
in microfinance helps poor households accumulate productive assets such 
as business equipment, livestock, or agricultural land. This asset 
accumulation is important because it not only increases household 
productive capacity but also serves as a safety net against economic shocks. 
Accurate and transparent recording of household savings and loan 
repayments also supports this process, since well-managed financial 
information helps households track their progress toward accumulating 
assets (Sinambela & Mauliyah, 2016). However, the process of asset 
accumulation through microfinance is often slow and can take years to 
show significant results. Many loan recipients use most of their additional 
income to meet basic needs such as food, education, and health care, 
leaving little left over for asset investment (Miled & Rejeb, 2018). This 
pattern reflects the priorities of poor households, who tend to favor short-
term needs over long-term investment, a rational strategy under conditions 
of high economic uncertainty. Microfinance programs that include a 
mandatory savings or micro-insurance component show a more positive 
effect on asset accumulation than programs that provide credit alone. 
Assets accumulated in a sustainable manner are more likely to provide 
lasting benefit, so encouraging households to manage their resources with 
a longer-term perspective is an important part of program design 
(Mardikaningsih & Nuraini, 2022). Savings help poor households build 
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the discipline to save and create an emergency fund, while micro-insurance 
protects existing assets from the risk of loss due to disaster or misfortune. 

The social dimension of welfare, which includes participation in 
group activities, social cohesion, and access to social support networks, is 
also affected by microfinance programs. Through regular group meetings, 
members gain the opportunity to interact, share experiences, and support 
one another in facing business and everyday challenges. Access to such 
group-based support and mobility opportunities tends to differ between 
urban and rural settings, which shapes how much microfinance groups can 
actually help members move up economically (Amri & Khayru, 2021). The 
social networks formed through microfinance groups often go beyond their 
financial function and become a source of emotional support, information, 
and practical assistance for their members. How well these groups function 
is also shaped by the quality of leadership within them, since group leaders 
who foster a positive climate tend to encourage more voluntary cooperation 
and mutual support among members (Mardikaningsih et al., 2022). 
Women, in particular, show significant benefits from participating in 
microfinance groups, as they gain a social space outside the domestic sphere 
that has traditionally been limited for them. Group participation allows 
women to build an identity as economic actors and active community 
members, which subsequently raises their social status in the eyes of family 
and neighbors (Hansen et al., 2021). However, the strengthening of social 
capital through microfinance does not always proceed smoothly and can be 
accompanied by negative consequences such as internal group conflict, 
social pressure to repay loans, or the exclusion of members who fail to meet 
their obligations. Such social tension can damage group cohesion and 
reduce the social benefits of microfinance programs. 

Microfinance recipients often report increased self-confidence after 
successfully starting or expanding a business with the help of a loan (Adnan 
& Kumar, 2021). Successfully managing a loan and generating profit 
provides a positive experience that strengthens an individual's belief in their 
ability to overcome economic challenges. This experience is especially 
valuable for poor people who may previously have felt powerless and 
dependent on assistance from others. This increased self-efficacy often 
extends to other areas of life, such as household decision-making, future 
planning, and participation in social activities. However, this positive impact 
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on the psychological dimension does not occur automatically and depends 
heavily on program design and the quality of mentoring provided. Building 
recipients' knowledge and skills through ongoing mentoring tends to 
strengthen their sense of confidence and engagement more than credit 
provision alone (Darmawan, 2024). Programs that provide credit alone 
without mentoring or training tend to produce smaller psychological 
benefits than programs that integrate capacity-building components. The 
way recipients manage the flexibility and autonomy that come with running 
their own business can also affect their psychological well-being and 
relationships with those around them (Darmawan, 2023). In addition, the 
risk of default can cause significant psychological stress and undermine the 
self-confidence that has been built. Heavy debt burdens and pressure from 
debt collectors can trigger anxiety, depression, and feelings of shame, which 
in turn reduce the psychological welfare of program recipients. Balancing 
the provision of credit access with protection against psychological risk is an 
important factor in designing effective microfinance programs. 

The institutional dimension of social welfare, which encompasses 
access to public services, participation in community decision-making, and 
the recognition of basic rights, is also influenced by microfinance 
programs, albeit more indirectly. Access to formal financial services 
through microfinance can serve as an entry point for impoverished 
individuals to access other public services such as health insurance, 
education, and social protection programs. Several microfinance programs 
integrate non-financial services with business development, such as 
entrepreneurship training, financial literacy, and consumer rights 
advocacy, which indirectly enhance individuals' capacity to interact with 
public institutions. This capacity building enables program recipients to 
demand their rights and participate more actively in the decision-making 
processes that affect their lives. Experience interacting with formal 
financial institutions also provides lessons in administrative procedures, 
documentation, and negotiation that can be transferred to other realms, 
such as obtaining population documents, accessing healthcare services, or 
participating in government programs. Female program recipients 
demonstrate more significant improvements in the institutional 
dimension compared to males, as they frequently start from a lower 
baseline in terms of access to public institutions and the recognition of 
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basic rights. Nevertheless, the impact of microfinance on the institutional 
dimension remains very limited and has not been able to alter the broader 
power structures that determine the access of impoverished communities 
to resources and public services. 

The institutional dimension of social welfare, which includes access 
to public services, participation in community decision-making, and 
recognition of basic rights, is also influenced by microfinance programs, 
although in a more indirect way. Access to formal financial services 
through microfinance can serve as an entry point for poor people to access 
other public services such as health insurance, education, and social 
protection programs. This entry point becomes meaningful only when 
borrowers are adequately protected under clear legal rules governing 
online-based lending, since weak protection can undermine trust in formal 
financial services altogether (Faridi et al., 2023). Some microfinance 
programs integrate non-financial services with business development, such 
as entrepreneurship training, financial literacy, and consumer rights 
advocacy, which indirectly strengthen individuals' capacity to interact with 
public institutions. As transactions increasingly move into digital form, 
safeguarding the personal data shared with these institutions becomes an 
important part of protecting recipients from misuse or exploitation (Gardi 
& Eddine, 2023). A clear legal framework for protecting personal data in 
fintech services is likewise needed so that recipients' information is not 
exploited as digital financial services expand (Halizah & Mardikaningsih, 
2024). This increased capacity allows recipients to claim their rights and 
participate more actively in decision-making processes that affect their 
lives. Experience interacting with formal financial institutions also 
provides learning in administrative procedures, documentation, and 
negotiation that can be transferred to other domains, such as managing 
identity documents, accessing health services, or participating in 
government programs. This learning becomes more complex as lending 
increasingly relies on electronic contracts, which raises questions about 
how such agreements are validated and understood by recipients with 
limited legal literacy (Maulani et al., 2023). Women recipients show more 
significant improvement in the institutional dimension compared to men, 
as they often start from a lower baseline in terms of access to public 
institutions and recognition of basic rights. However, the impact of 
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microfinance on the institutional dimension remains very limited and has 
not been able to change the broader power structures that determine poor 
people's access to resources and public services. 

Households with different levels of income and assets show different 
responses to microfinance programs, indicating a differential effect based 
on recipients' initial characteristics (Cueva et al., 2024). Households on 
the edge of the poverty line, with slightly higher income and assets, tend 
to use loans more productively than households in extreme poverty. This 
ability to use loans productively is related to individual capacity, access to 
business opportunities, and broader social networks. Households in 
extreme poverty often use loans to meet basic needs or repay existing debt, 
which does not generate a long-term increase in income. This 
phenomenon suggests that microfinance may be more effective for groups 
at a moderate level of poverty than for the poorest groups. 

Geographic factors and local economic characteristics play an important 
role in determining the impact of microfinance programs on social welfare. 
Urban areas with good market access and diverse business opportunities show 
more positive results than remote rural areas with limited access to markets and 
infrastructure (Bharti, 2025). A fair local economic climate also matters here, 
since effective enforcement against unfair business practices helps ensure that 
small borrowers are not squeezed out of the markets they depend on 
(Firmansyah et al., 2023). In rural areas, microfinance programs often face 
challenges such as planting and harvest seasons that affect household cash flow, 
limited business opportunities outside the agricultural sector, and high 
transaction costs in reaching microfinance institutions. Geographic conditions 
also influence the type of business activity that can be developed with the help 
of microcredit, which ultimately determines the potential for income growth 
and welfare improvement. Areas with strong agricultural potential show better 
results for microfinance programs specifically designed for the agricultural 
sector, such as seasonal loans with flexible repayment schedules. In contrast, 
microfinance programs with a standard design that does not take local 
geographic and economic conditions into account tend to show less satisfactory 
results. Local economic characteristics such as unemployment rates, minimum 
wages, and market access also affect recipients' ability to use loans productively. 
In areas with high unemployment and low wages, profitable business 
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opportunities may be limited, reducing the potential positive impact of 
microfinance on social welfare. 

Microfinance programs that include mentoring and training 
components show a greater impact on social welfare than programs that 
provide credit access alone. Mentoring helps recipients develop business 
management skills, financial literacy, and planning abilities that are 
essential for successfully making use of a loan. Through mentoring, 
recipients learn about business financial management, transaction 
recording, cost calculation, and marketing strategies that they may not 
have previously mastered. This knowledge and these skills not only 
improve business efficiency but also help recipients make better business 
decisions and avoid costly mistakes. Building this kind of knowledge is 
itself a form of competitive advantage for the small businesses recipients 
run, since the ability to apply what is learned often determines whether a 
business can grow beyond a subsistence level (Darmawan, 2023). 
Encouraging recipients to develop their own creativity and innovation in 
managing their business, rather than merely following a fixed set of 
instructions, tends to make the impact of training more lasting 
(Darmawan, 2023). Training on financial literacy also helps recipients 
manage household finances more wisely, including expenditure planning, 
saving, and debt management. The combination of credit access and 
mentoring creates a synergy that strengthens the positive impact of each 
component on social welfare. How mentors and program staff conduct 
themselves also matters, since guidance carried out with integrity and 
fairness tends to build a more trusting relationship between institutions 
and recipients (Mardikaningsih et al., 2022). This balance between 
technological efficiency and attention to recipients as individuals is 
important to maintain, since programs that rely too heavily on 
standardized digital tools risk losing the human element that makes 
mentoring effective (Darmawan, 2023). However, mentoring programs 
require significant costs and often pose a challenge for microfinance 
institutions seeking to maintain their financial sustainability. As a result, 
many microfinance programs reduce the intensity of mentoring to cut 
costs, which ultimately diminishes program effectiveness in achieving 
empowerment and welfare improvement goals. 
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Gender differences in the impact of microfinance programs on 
social welfare show an interesting pattern that is important to understand 
in program design. Women recipients often show greater welfare 
improvement than men in the social and psychological dimensions, even 
though the economic impact may be smaller or comparable. Women's 
participation in microfinance programs provides an opportunity to earn 
their own income, which then strengthens their bargaining position in 
household decision-making. Income generated by women is often 
allocated to the needs of children and family, providing direct benefits to 
the welfare of vulnerable household members. However, the increased 
workload women face from the obligation to manage a business and repay 
a loan can create stress and role conflict that reduce the benefits of 
increased income. Women often face cultural barriers in accessing and 
controlling loans, such as requiring a husband's permission, restrictions on 
mobility, or social norms that limit women's role in economic activity. 
These barriers can reduce the effectiveness of microfinance programs in 
achieving the goals of women's empowerment and improved social welfare. 
Programs that deliberately design strategies to address gender barriers, such 
as gender-sensitive training, women-only groups, or approaches that 
involve other family members, show better results in women's 
empowerment and overall household welfare improvement. 

Microfinance programs integrated with other social services such 
as health, education, and social protection demonstrate broader and 
deeper impacts on social welfare. This integration enables program 
recipients to address various causes of poverty simultaneously, rather 
than being limited to financial aspects alone (Kasambala & Jianhua, 
2020). Programs combining microcredit with health training, early 
disease detection services, and access to clean water and sanitation show 
significant improvements in the health status of recipient families. 
Integration with educational programs such as scholarships for children 
or vocational skills training yields improvements in human resource 
quality and long-term prospects for escaping poverty. This integrated 
approach acknowledges that poverty is a multidimensional problem 
requiring multidimensional solutions, and that financial interventions 
alone are insufficient to address all aspects of poverty. Nevertheless, the 
implementation of integrated programs faces challenges in inter-agency 
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coordination, cost duplication, and greater management complexity 
compared to single-focus programs. The success of integrated programs 
also depends on community ownership and the active participation of 
program recipients in program design and execution, ensuring that the 
programs genuinely align with community needs and priorities. 

Credit disbursement mechanisms and loan repayment systems 
exert a significant influence on the impact of microfinance programs on 
social welfare, particularly regarding economic stability and household 
resilience. Gradual credit disbursement tailored to business cycles or 
planting seasons enables program recipients to better manage cash flow 
and avoid unnecessary financial pressure. Flexible repayment schedules, 
such as weekly or monthly payments with amounts adjusted to income, 
also assist households in meeting their obligations without sacrificing 
basic needs. Conversely, repayment schedules that are overly rigid and 
fail to account for income fluctuations can induce financial stress and 
even default, leading to the seizure of assets or collateral. The group-based 
lending or joint-liability system commonly utilized in microfinance 
programs generates dual effects on social welfare (Desai et al., 2025). This 
system strengthens social capital and repayment discipline, yet on the 
other hand, it can impose heavy psychological and social burdens on 
group members experiencing financial difficulties. Pressure from peer 
group members to repay loans can damage social relationships and create 
shame or stigma for those failing to meet their obligations. The design of 
disbursement and loan repayment mechanisms must balance the 
financial sustainability of microfinance institutions with the protection 
of program recipients' social welfare. 

Overall, the analysis of various dimensions of social welfare indicates 
that microfinance programs have the potential to make a positive 
contribution, yet their impacts vary greatly and depend on numerous 
factors. Income growth and asset accumulation occur among some 
program recipients, particularly those with sufficient business capacity and 
market access. The strengthening of social capital and women's 
empowerment are also evident in programs designed with a group-based 
approach and attention to gender equality. Positive impacts on the 
psychological dimension occur through the experience of successfully 
managing loans and businesses, yet the risks of stress and anxiety also loom 
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for those who default. Institutions and access to public services derive 
indirect benefits through capacity building and networks established via 
participation in microfinance programs. The most successful programs in 
enhancing social welfare are those that combine financial access with 
mentoring, training, and other social services, while paying attention to 
the long-term sustainability of impacts. 
 
Factors Moderating and Mediating the Relationship Between 
Microfinance and Social Welfare 
The individual capacity of program recipients is one of the most critical 
mediating factors determining whether access to microfinance translates 
into improvements in social welfare. Formal education levels, business 
experience, and financial management skills influence an individual's 
ability to utilize loans productively and manage risks associated with 
business activities. Recipients with higher education levels demonstrate 
a better capacity to formulate business plans, analyze markets, and make 
rational business decisions. They are also more capable of understanding 
loan terms and conditions, calculating costs and profits, and managing 
cash flow efficiently. This individual capacity serves as a strong mediating 
factor between participation in microfinance programs and increases in 
income and asset accumulation. Nevertheless, microfinance programs 
frequently fail to account for differences in recipients' individual 
capacities, causing those with lower capacities to derive smaller benefits 
from the programs (Matindike et al., 2024). Programs incorporating 
training and capacity-building components prior to loan disbursement 
can help bridge the gap in individual capacity and strengthen the 
mediating effect of this factor. Training in business management, 
financial literacy, and technical skills relevant to the targeted enterprise 
provides recipients with the necessary tools to utilize loans optimally. 
Furthermore, ongoing mentoring throughout the loan period assists 
recipients in overcoming emerging challenges and adapting business 
strategies to changing conditions. 

Social capital, which encompasses networks of relationships, norms 
of reciprocity, and trust within a community, functions as a significant 
moderating and mediating factor in the relationship between 
microfinance and social welfare (Toan, 2022). Program recipients 
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possessing broad and strong social networks tend to derive greater benefits 
from microfinance programs because they can access the information, 
resources, and support required to develop their businesses. Social 
networks provide channels for obtaining information regarding market 
opportunities, commodity prices, and new technologies capable of 
enhancing business productivity. Savings and loan group members 
frequently share experiences and knowledge, helping one another 
overcome problems encountered in business management. Strong norms 
of reciprocity within the community enable recipients to assist each other 
through emergency loans, business collaborations, or risk-sharing 
mechanisms that safeguard their social welfare. Trust among group 
members and between borrowers and microfinance institutions also plays 
a vital role in ensuring the smooth operational flow of programs and 
reducing transaction costs. Nevertheless, social capital that is overly 
homogenous or restricted to identical groups can constrain access to new 
information and resources necessary for business diversification and 
development. Microfinance programs that intentionally build and 
strengthen social capital through routine group meetings, collaborative 
training, and community activities demonstrate a greater impact on social 
welfare compared to programs focusing solely on financial transactions. 

Gender relations and power structures at the household and 
community level are a critical moderating factor in determining the impact 
of microfinance on social welfare, particularly for women. Women's 
control over loans and the income they generate is heavily shaped by 
cultural norms and practices governing women's role in economic 
decision-making. In communities with strong patriarchal norms, husbands 
or other male family members often take control of loans nominally held 
by women, so the benefits of microfinance programs are not fully enjoyed 
by the intended recipients. This phenomenon reduces the effectiveness of 
microfinance programs in achieving women's empowerment and 
improving the welfare of children and families. Access to online platforms 
for promoting a business can give women a way to generate income and 
reach customers with less dependence on physical mobility, which is often 
restricted for them (Infante & Mardikaningsih, 2022). Programs designed 
with attention to gender issues, such as loans provided exclusively to 
women through mechanisms that protect their control over the funds, 
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show a significant improvement in women's decision-making and resource 
allocation for family welfare. Change in gender relations often occurs 
gradually and requires program support in the form of gender equality 
training, advocacy for women's rights, and the involvement of other family 
members in the empowerment process. A stronger understanding of 
financial matters also helps women assess and make use of the investment 
opportunities that additional income can open up (Issalillah, 2024). This 
change affects not only economic welfare but also the social and 
psychological dimensions of welfare, including greater self-confidence and 
women's participation in public life. Programs that ignore the gender 
dimension risk reinforcing existing inequality and may even disadvantage 
women by increasing their workload without a corresponding increase in 
control over resources. 

The characteristics of microfinance programs, including interest 
rates, loan tenor, loan amount, and collateral requirements, act as 
moderating factors that determine whether participation in a program 
results in an increase or a decrease in social welfare. High interest rates 
reduce the net profit of business activities financed by microcredit and 
increase the risk of default. Many microfinance institutions charge very 
high interest rates to cover operational costs and credit risk, which 
ultimately burdens recipients and reduces the economic benefit of the loan 
(Fonseca et al., 2024). How responsibly and ethically these lending 
institutions are managed also shapes the fairness of the terms offered to 
borrowers (Putra & Arifin, 2023). A loan tenor that is too short is not 
suited to the cycle of micro and small businesses, which often need more 
time to generate profit. Short-term loans force borrowers to make 
repayments before the business generates sufficient income, which can 
lead to asset sales or the use of funds from other sources to repay the loan. 
A loan amount that is too small is insufficient to finance productive 
business activities, while an amount that is too large can create risk beyond 
the recipient's capacity. Burdensome collateral requirements can prevent 
poor people from accessing microfinance and increase the risk of asset loss 
for those who fail to meet their obligations. Product innovation, such as 
sharia-based financing schemes designed under sound managerial 
oversight, can offer terms better suited to recipients' needs and values 
(Putra et al., 2023). This is especially relevant as peer-to-peer lending 
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platforms grow, where clear legal safeguards are needed to manage the 
investment risk faced by both lenders and small borrowers (Sahid et al., 
2023). The way loan funds and repayments are disbursed also matters, 
since electronic payment methods can offer convenience but come with 
their own risks and limitations compared to cash (Sinambela & 
Darmawan, 2022). Programs designed with characteristics suited to 
recipients' needs and capacity, such as affordable interest rates, flexible 
tenor, and loan amounts proportional to business capacity, show a more 
positive impact on social welfare. Designing microfinance products that 
are responsive to recipients' needs is a key factor in maximizing the 
program's positive impact. 

The quality of mentoring and non-financial services provided by 
microfinance institutions serves as a moderating factor that strengthens 
the relationship between financial access and improved social welfare. 
Quality mentoring helps recipients overcome various obstacles faced in 
starting and developing a business, including limited knowledge, skills, 
and market access. Through individual or group mentoring, recipients 
receive guidance on business planning, financial management, marketing 
strategy, and risk management. Mentoring also helps recipients identify 
business opportunities suited to their conditions and capacity, and develop 
realistic plans to achieve their economic and social goals. Institutions that 
uphold ethical standards and sound governance in their lending practices, 
as seen in efforts to align Islamic banking with responsible finance 
principles, tend to build stronger trust with the recipients they serve (Putra 
et al., 2022). This trust also depends on how well institutions are protected 
from corrupt practices, since weak law enforcement in business and 
investment can undermine recipients' confidence in the programs meant 
to help them (Saputra et al., 2021). Non-financial services such as technical 
skills training, financial literacy, and business network development 
complement mentoring and provide the additional support needed for 
business success. This literacy component is particularly important given 
how differently people assess risk and make investment decisions, an area 
where recipients often need guidance to avoid costly mistakes 
(Mardikaningsih & Darmawan, 2023). Programs that closely integrate 
non-financial services with credit disbursement show a far greater impact 
on income growth and social welfare than programs that provide credit 



Microfinance Programs for Poor Communities and Their Association with Social Welfare 
(Ahmed Bello) 

 

SISI - Vol. 6 No. 1, 403-434 423 

 

alone without additional support. However, the quality of mentoring 
varies considerably between microfinance institutions and often depends 
on the availability of resources and the competence of mentoring staff. 
Microfinance institutions that invest in developing the capacity of their 
mentoring staff and allow sufficient time for interaction with recipients 
tend to show better results in achieving empowerment and welfare 
improvement goals. The frequency and intensity of mentoring also affect 
program effectiveness, with more frequent and intensive mentoring 
showing a greater impact on business success and recipient welfare. 

Community characteristics, including poverty levels, basic 
infrastructure, and market access, significantly moderate the relationship 
between microfinance programs and social welfare. Communities with 
very high poverty levels and limited resources often show a weaker 
response to microfinance programs because of scarce business 
opportunities and limited individual capacity. Programs also need to 
ensure that older members of the community are not left behind as 
microfinance services increasingly move toward digital platforms, since a 
lack of familiarity with such technology can leave them excluded from its 
benefits (Darmawan, 2023). Basic infrastructure such as roads, electricity, 
and clean water affects the cost and smooth operation of businesses 
financed by microcredit. Communities with good infrastructure allow 
micro and small businesses to operate at lower cost and reach wider 
markets, increasing the potential for profit and a positive impact on 
welfare. Access to markets, both for inputs and outputs, greatly determines 
recipients' ability to sell their products or services at a favorable price. 
Supply chains that are better organized and supported by digital tools can 
help small producers reach markets more efficiently and reduce the losses 
that come from poor coordination (Putra & Arifin, 2021). Remote 
communities with limited market access often face difficulty marketing 
their products, which reduces the profit from business activities and limits 
the impact of microfinance on income growth. Adopting more sustainable 
and socially responsible practices in production and distribution can also 
strengthen a small business's standing with buyers and partners over time 
(Barzani et al., 2022). Local institutions such as cooperatives, farmer 
groups, and business associations also affect the effectiveness of 
microfinance programs through the provision of collective services, price 
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negotiation, and advocacy for members' interests. Communities with 
strong local institutions show better results in using microfinance 
programs to improve social welfare compared to communities with weak 
institutions. Microfinance programs designed with attention to 
community characteristics and developed in cooperation with local 
institutions show higher effectiveness and a more sustainable impact. 

Macroeconomic factors and government policies also act as 
moderating factors that influence the relationship between microfinance 
and social welfare on a broader scale. Macroeconomic stability, inflation 
rates, and exchange rates affect public purchasing power and the 
profitability of micro and small business activities. High inflation erodes 
the value of savings and income, thereby diminishing the economic 
benefits of participating in microfinance programs. Government policies 
concerning the financial sector, business licensing, and consumer 
protection shape the operating environment for microfinance institutions 
and program recipients. Policies that support the development of micro 
and small enterprises, such as simplified licensing, market access, and legal 
protection, strengthen the positive impact of microfinance on social 
welfare. Conversely, burdensome or unsupportive policies can hinder 
program effectiveness and reduce benefits for recipients. Other poverty 
alleviation programs running concurrently with microfinance, such as 
social assistance, labor-intensive programs, or food subsidies, can either 
complement or conflict with microfinance in affecting social welfare 
(Sarkodie & Maloma, 2025). Inter-program coordination and policy 
consistency are crucial to maximizing positive impacts and minimizing 
negative effects from development interventions. Microfinance programs 
integrated with government policies and other development programs 
demonstrate superior results in enhancing social welfare compared to 
standalone programs lacking adequate coordination. 

Disbursement mechanisms and loan fund management function as 
mediating factors determining the extent to which access to microfinance 
translates into social welfare improvements. Fund disbursement via cash 
or bank account transfers affects how recipients utilize program funds, 
with bank account transfers tending to encourage productive use more 
than cash disbursements. Disbursement schedules tailored to business 
cycles or seasonal needs help recipients manage cash flows and avoid 
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unnecessary financial stress. Loan fund management at the group level, 
where members share joint liability for loan repayment, influences 
repayment behavior and program sustainability. The joint-liability system 
creates incentives for members to monitor and support each other in 
fulfilling payment obligations, thereby reducing default risks and 
enhancing program sustainability. Nevertheless, this system can also 
generate excessive social pressure and conflicts among group members if 
one of them encounters financial difficulties. The utilization of loan funds 
by recipients is heavily influenced by disbursement and management 
mechanisms, which ultimately determine the program's impact on income, 
assets, and overall social welfare. Programs offering flexible disbursement 
mechanisms and supporting productive fund management tend to exhibit 
greater impacts on social welfare compared to programs featuring rigid 
mechanisms unresponsive to recipient needs. 

Family support and the immediate social environment act as 
moderating factors influencing recipients' ability to utilize microfinance 
effectively and improve social welfare. Emotional, financial, and practical 
support from family members helps recipients overcome challenges in 
managing businesses and meeting loan repayment obligations. Supportive 
families provide space and time for recipients to develop enterprises, as 
well as assistance in business activities such as production, marketing, or 
financial management. Spousal support is especially vital for female 
recipients, who frequently encounter barriers in accessing and controlling 
loans without their husband's backing. Programs involving family 
members in the empowerment process, such as joint training or family 
counseling, demonstrate better outcomes in improving social welfare 
compared to programs focusing solely on individual recipients. The 
immediate social environment such as neighbors, friends, and relatives 
also influences recipient success by providing information, role models, 
and moral support. Recipients possessing a supportive social environment 
tend to be more confident, motivated, and capable of overcoming barriers 
encountered in business development. Conversely, unsupportive or 
obstructive social environments, such as social jealousy or unfair 
competition, can diminish the benefits derived from participating in 
microfinance programs. Programs that account for social and family 
dimensions in their design and implementation exhibit higher 
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effectiveness in achieving the goals of empowerment and social welfare 
enhancement. 

Access to information and technology also functions as an important 
mediating factor in the relationship between microfinance and social 
welfare. Program recipients who have access to information regarding 
market prices, new production techniques, and business opportunities 
demonstrate a better capacity to utilize loans productively and increase 
their incomes. Timely and accurate information enables program 
recipients to make superior business decisions and avoid losses stemming 
from incomplete or misleading data. Technologies such as mobile phones 
and internet access open up new opportunities for micro and small 
enterprises to expand market reach, access digital financial services, and 
enhance operational efficiency. The integration of technology into 
microfinance programs, such as loans via digital platforms or electronic 
payment systems, can also reduce transaction costs and improve access for 
communities in remote areas. Nevertheless, the digital divide among 
different societal groups can widen the inequality of benefits derived from 
microfinance programs. Recipients who are tech-savvy and possess access 
to digital devices tend to derive greater benefits compared to those lacking 
access or the ability to use technology. Programs providing technology 
training and access to digital devices for recipients can help bridge this 
divide and strengthen the mediating effect of information and technology 
access on social welfare. Technology integration in microfinance programs, 
when properly designed and accompanied by adequate mentoring, can 
enhance program effectiveness and expand positive impacts across various 
dimensions of social welfare. 

The timing and duration of participation in microfinance programs 
exert a significant influence as mediating factors on the program's impact 
on social welfare. The positive impacts of microfinance on income and 
asset accumulation often become apparent only after several years of 
participation, as micro and small enterprises require time to grow and 
generate significant profits (Layaoen & Takahashi, 2022). Length of 
participation allows for the accumulation of experience, skill development, 
and the building of business networks that support increased productivity 
and income. Recipients participating for longer periods also have the 
opportunity to access larger loans and other financial products such as 
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savings and insurance, which reinforce the positive impacts on social 
welfare. However, excessively long participation durations without 
business diversification or scaling up can lead to stagnation or even a 
decline in productivity due to market saturation or heightened 
competition. Programs encouraging recipients to develop businesses and 
scale up operations demonstrate more sustainable impacts than programs 
merely extending participation duration without changes in business 
characteristics. Repetitive loan cycles enable recipients to build a strong 
credit history and gain access to more diverse financial products, which 
ultimately enhances the economic and social benefits of participating in 
microfinance programs. 

Business risks, health risks, natural disaster risks, and 
macroeconomic risks all affect the ability of program recipients to manage 
loans and derive benefits from participation in microfinance programs. 
Recipients facing higher risks frequently use loans to fulfill consumption 
needs or pay off existing debts rather than for productive investments, 
which diminishes the program's impact on income growth and welfare 
(Gietzen, 2017). Microinsurance and other risk-management products 
provided by microfinance institutions can assist recipients in managing 
risks and protecting the assets they have built. Insurance products such as 
health insurance, life insurance, livestock insurance, or crop insurance 
help recipients survive shocks and prevent asset sales or borrowing from 
loan sharks that can erode welfare. Microfinance programs that integrate 
risk management with the provision of financial services demonstrate 
greater impacts on the economic stability and social welfare of program 
recipients. Business diversification strategies, emergency savings 
development, and participation in other social protection programs also 
help recipients manage risks and protect their welfare. Programs 
supporting recipients in developing effective risk-management strategies 
tend to exhibit superior outcomes in improving social welfare and 
reducing economic vulnerability. 

Individual capacity, social capital, gender relations, and program 
characteristics interact to influence the extent to which access to financial 
services translates into improvements in social welfare. These factors do 
not operate in isolation but influence one another in complex ways, 
meaning that interventions focusing on only a single factor are often 
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insufficient to achieve the desired impact. The most effective approach is 
one that considers all factors simultaneously and designs programs that are 
adaptive to local conditions and the specific needs of recipients. Successful 
programs demonstrate the ability to identify key factors in a given location 
and develop appropriate strategies to overcome obstacles and capitalize on 
existing opportunities. Learning from program successes and failures 
across various locations provides valuable insights for improving future 
program design and implementation. A better understanding of these 
mediating and moderating factors also helps researchers and practitioners 
design more accurate and meaningful program evaluations, as well as 
identify appropriate indicators to measure the impact of programs on 
social welfare. 
 
Conclusion 
Microfinance programs have the potential to influence social welfare in 
impoverished communities through various dimensions, yet their impacts 
vary greatly and depend on complex interactions among program 
characteristics, recipients, and the socioeconomic environment. Economic 
dimensions such as income growth and asset accumulation show positive 
results in some studies, particularly for program recipients with adequate 
individual capacity and access to productive business opportunities. Social 
and psychological dimensions demonstrate significant benefits through 
the strengthening of social capital, women's empowerment, and increased 
self-confidence, but they also carry risks in the form of social pressure and 
psychological stress for those experiencing repayment difficulties. 
Mediating factors such as individual capacity, social capital, and 
information access play a key role in determining the extent to which 
financial access translates into welfare improvements, while moderating 
factors such as program characteristics, gender relations, and community 
conditions influence the direction and magnitude of the impact. The most 
effective programs are those that combine financial access with mentoring, 
training, and other non-financial services, and are designed while 
considering the diversity of recipients' needs and conditions. 

The findings of this literature review have important implications 
for the design and implementation of future microfinance programs. 
Microfinance programs need to be designed using a recipient-centric 
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approach that takes into account individual capacity, specific needs, and 
the socioeconomic conditions in which the programs are implemented. A 
one-size-fits-all approach is ineffective and risks reinforcing existing 
inequalities, thus requiring flexibility in financial product design and 
delivery mechanisms that suit the characteristics of diverse recipient 
groups. The integration of financial and non-financial services is an 
essential component that cannot be ignored to maximize the positive 
impact of microfinance on social welfare. Mentoring, training, and access 
to market information need to be integral parts of the program rather than 
merely optional additions. Microfinance program evaluations need to 
utilize more comprehensive indicators encompassing various dimensions 
of social welfare—including economic, social, psychological, and 
institutional aspects—while paying attention to differential impacts across 
recipient groups. The strengthening of social capital and attention to 
gender equality need to be priorities in program design to ensure that the 
benefits of microfinance can be equitably experienced by all community 
members. Microfinance programs must be positioned as part of a broader 
development strategy encompassing infrastructure improvement, market 
access, and social protection to maximize their contribution to poverty 
reduction and social welfare enhancement. 

Microfinance institutions need to develop more diverse and flexible 
products and services tailored to the needs of various market segments, 
including products specifically designed for the agricultural sector, urban 
micro-enterprises, and vulnerable groups such as persons with disabilities 
and the elderly. Improving the quality of mentoring and training for 
program recipients must become a priority investment, as this component 
has proven to play a key role in program success. Cooperation between 
microfinance institutions, government bodies, civil society organizations, 
and the private sector needs to be strengthened to create an ecosystem that 
supports the development of micro and small enterprises while enhancing 
access to social services and protection for impoverished communities.  
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