African Review of Economics and Finance (Online), 1
ISSN (Print) 2042-1478
ISSN (Online) 2410-4906

ARTICLE

Determinants of Microfinance Institutions’ Profitability:
A Systematic Review

Harkat Tahar ,! Ez-zarzari Zakaria,’ Aguenaou Samir,? Jawad Abrache,? and Mohamed Benyahia*’3

bn Tofail University, Kenitra, Morocco

2Al Akhawayn University, Ifrane, Morocco

3Superior Institute of Science and Technology, Rabat, Morocco

* Corresponding Author: tahar.harkat@uit.ac.majt.harkat@gmail.com

Abstract

While the main purpose of microfinance institutions (MFIs) is to provide the poorest segment of the
population access to capital, it also aims at being profitable to ensure continuity. Achieving higher levels
of profitability enables MFIs to achieve self-sufficiency and become less reliant on donors. For this,
scholars and academics have been massively interested in identifying the main determinants that have
a direct/indirect impact on MFIs’ profitability. However, given the diversity of findings and growing
complexity of influencing factors, a systematic review is crucial to consolidate current knowledge, reveal
consistencies and contradictions in the literature, and provide clarity on what drives profitability across
varying contexts. In this regard, this contribution provides the state of the art by systematically reviewing
the main determinants of MFIs’ profitability. The review distinguishes between firm-specific and non-
firm-specific determinants. Firm-specific factors include MFI characteristics (e.g., size, legal status, capital
structure), loan portfolio variables (e.g., yield, risk), outreach levels, personnel productivity, and ESG
strategies. Non-firm-specific determinants encompass macroeconomic variables, regulatory policies,
market competition, and governance indicators. The analysis reveals that both internal and external factors
significantly shape MFIs’ financial outcomes, but their impact varies based on regional, institutional, and
temporal contexts. The findings have practical implications for MFI managers, donors, and policymakers
to improve MFIs’ internal efficiency (e.g., optimizing loan structures and staff productivity) while adapting
to external conditions (e.g., economic volatility and legal frameworks). The originality of this study lies in
the identification of the various factors that influence the profitability of these institutions, uncovering
literature gaps, and suggesting novel directions for future research.

Keywords: Systematic review, Microfinance institutions, Profitability, Literature gap, Future research directions
JEL classification: G21, G23, L31, O16
Article history: Received: December 2025 Il Acceptance : 25 March 2026

1. Introduction

Originating with Professor Muhammad Yunus’s microcredit experiments in rural Bangladesh in the
mid-1970s, microfinance institutions (MFIs) have evolved from small, donor-funded initiatives into a
diverse global industry that serves over 200 million low-income clients (Mia et al., 2019; IEC, 2024).
Through successive waves of expansion (e.g., the commercialization in the early 2000s, regulatory
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formalization in the 2010s, and more recently digital and fintech-enabled service delivery) MFIs have
continually adapted their models to balance social outreach with financial viability (Cull et al., 2009).

Despite these changes, their core mandate remains constant: alleviating poverty and fostering
inclusive economic development, particularly in underserved or marginalized communities. MFIs
provide access to credit, savings, insurance, and payment services for individuals and micro-enterprises
excluded from conventional banking systems (Zainal et al., 2019). This financial inclusion is intended
to reduce poverty, improve quality of life, lower unemployment, and stimulate micro-enterprise
creation (lyiola & Alfred, 2014; Javid & Abrar, 2015). Unsurprisingly, MFIs have attracted sustained
attention from scholars, practitioners, and policymakers.

Early research concentrated on outreach and social performance, while profitability and financial
sustainability, critical for long-term continuity, received comparatively limited focus (Afzal & Malik,
2023; Kaur & Bharucha, 2023). Yet empirical evidence shows that financially robust MFIs achieve
deeper and more stable outreach than chronically subsidized peers (Tchakoute Tchuigoua, 2014;
Awaworyi Churchill, 2020). Understanding what drives profitability is therefore vital for both
mission preservation and sector resilience.

Profitability, however, is influenced by a complex interaction of firm-specific (internal) factors
such as size, age, loan-portfolio structure, personnel productivity, governance, and ESG practices and
non-firm-specific (external) factors, including macroeconomic conditions, regulatory frameworks,
market competition, and institutional quality (Cull et al., 2011; Bansah & Adjei, 2023). Moreover,
contextual heterogeneity, ranging from urban to rural settings and from emerging to advanced
economies, further complicates the picture.

Given this complex landscape, a systematic literature review (SLR) is needed to consolidate
dispersed findings, expose areas of convergence and divergence, and map the knowledge frontier on
MEFIs’ profitability. Specifically, this SLR pursues three objectives:

(1) Synthesizing existing knowledge: By critically synthesizing empirical studies, this review aims to
provide a comprehensive overview of the firm and non-firm determinants of MFIs’ profitability.

(2) Identifying research gaps: The study identifies areas where the existing literature is insufficient
or inconclusive, highlighting opportunities for future research.

(3) Generating actionable insights: The study provides actionable insights for managers, donors, and
regulators seeking to enhance MFIs’ financial sustainability without compromising their social
mission.

By focusing exclusively on profitability, this review fills a notable gap in the literature. Increased
financial self-reliance can reduce dependence on external subsidies, fortify institutional resilience,
and ultimately enable MFIs to reach more clients with quality services. In turn, this contributes
to poverty reduction, financial inclusion, and socio-economic empowerment in the world’s most
vulnerable communities.

While previous studies have examined MFIs’ performance broadly, often combining profitability
with outreach, sustainability, and operational efficiency, this has limited the depth of understanding
of profitability-specific dynamics. The literature remains underdeveloped in at least five key areas:

(1) Short-term vs. long-term profitability: few studies disaggregate profitability drivers over different
time horizons, which limits insight into the temporal stability of returns.

(2) Regional and contextual variations: comparative studies across regions (e.g., Sub-Saharan Africa
vs. South Asia) or between rural and urban MFIs are scarce, leaving geographical differences
underexplored.

(3) Profitability during crises: there is minimal systematic evidence on how MFIs’ profitability
behaves under financial shocks, political instability, or health crises.

(4) Integration of ESG dimensions: while social performance is often discussed, its explicit link to
financial profitability remains weakly addressed.



(5) Interaction between firm-specific and macroeconomic factors: most studies examine these deter-
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minants separately, overlooking how they might interact to influence profitability.

A synthesis of these gaps is presented in Table 1 below.

Table 1. Synthesis of research gaps

Theme

What is Known

Underexplored Area

Scope of performance mea-
sures

Time horizon

Geographic variation

Crisis contexts

ESG integration

Interaction effects

Profitability usually analyzed alongside
other performance dimensions

Profitability often reported as an aggregate
ratio

Some country-level studies exist

Only anecdotal or case-based insights

ESG mainly linked to social mission

Firm-specific and macroeconomic vari-

Standalone profitability-focused studies
are limited

Disaggregation into short- vs. long-term de-
terminants

Comparative multi-region or rural-urban
profitability analysis

Systematic crisis-period profitability analy-
sis

ESG explicitly linked to financial profitabil-
ity

Integrated models of interaction effects

3

ables studied separately
Source: Authors’ compilation

The Scopus database was selected due to its extensive coverage of peer-reviewed journals in
economics, finance, and development studies, including leading microfinance outlets. Its advanced
search filters enhance transparency, reproducibility, and coverage, reducing the risk of omitting
relevant high-quality studies.

To achieve the objectives discussed above, the rest of the paper is structured as follows. Section 2
outlines the review scope and methodology. Section 3 offers a descriptive analysis of the selected stud-
ies and discusses how profitability is operationalized. Section 4 synthesizes evidence on firm-specific
and non-firm-specific determinants. Section 5 critically discusses the findings, highlights gaps, and
recommends future research directions. Section 6 acknowledges limitations and concludes.

1.1 Positioning relative to prior systematic reviews

Several systematic and scientometric reviews have previously examined MFI performance. Hermes
and Hudon (2018) reviewed approximately 170 articles addressing the determinants of both financial
and social performance of MFIs. Their synthesis organized determinants into four broad categories:
MEFI characteristics, funding sources, governance quality, and external context. Similarly, Roy and
Goswami (2013) conducted a scientometric analysis of 71 publications (1995-2010), proposing a
conceptual model for the overall performance of MFIs that spanned financial performance, social
performance, outreach, sustainability, efficiency, productivity, and governance. More recently,
Gutiérrez-Nieto and Serrano-Cinca (2019) performed a scientometric analysis of 1,874 papers
published between 1997 and 2017, classifying the literature into institutionalist and welfarist traditions
and tracing the evolution of research themes from microcredit innovations to mission drift concerns.
Rasel and Win (2020) provided a systematic review of 64 articles on microfinance governance,
examining its relationship with financial and social performance, while Ribeiro et al. (2022) analyzed
524 studies focusing on microfinance outcomes from the demand side perspective.

This present review differs from and extends these contributions in several important ways. First,
whereas prior reviews treat profitability as one element within a broader performance construct,
this study explicitly selects empirical studies in which a profitability measure (ROA, ROE, or profit
margin) serves as a dependent variable. This selection criterion ensures that the synthesized evidence
directly addresses the financial returns of MFIs rather than conflating profitability with sustainability,
efficiency, or social outreach. Second, this review covers a more recent time period, incorporating
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studies published up to May 2024, thereby capturing emerging themes such as ESG integration that
have gained prominence since 2018. Third, we provide a more detailed classification of firm-specific
determinants, distinguishing categories such as personnel productivity, loan-portfolio characteristics,
and ESG variables that were less systematically addressed in earlier syntheses. Table 2 summarizes
the key differences between this review and prior systematic reviews of MFI performance.

Table 2. Comparison with prior systematic reviews of MFI performance

Dimension Roy & Hermes Gutiérrez- Rasel & Ribeiro et  This review
Goswami & Hudon Nieto & Win(2020) al.(2022)
(2013) (2018) Serrano-
Cinca
(2019)
Performance  Overall Financial Broad Governance Client Profitability
focus perfor- and social  micro- and per- outcomes only (ROA,
mance (8  perfor- finance formance (demand ROE, PM)
dimen- mance field side)
sions) (institu-
tionalist
vs. wel-
farist)
Articles 71 ~170 1,874 64 524 101
reviewed
Time cover- 1995-2010 Up to  1997-2017 2001-2018 2012-2021 Up to May
age ~2017 2024
Database(s) Multiple Not speci- WebofSci- Multiple Web of Sci-  Scopus
sources fied ence databases  ence
Profitability No No No No No Yes
as selection (ROA/ROE/PM
criterion as DV)
Emerging Limited Governance, Mission Board Social ESG, cultural
themes subsidies drift, fi- composi- outcomes, factors, WGl
nancial tion, CEO empower-
inclusion character- ment
istics

Source: Authors’ compilation

Itis acknowledged that 84 of the 101 articles included in this review examine profitability alongside
other performance measures. However, this does not diminish the contribution of this study: the
selection criterion ensures that profitability is empirically modelled in every included study, allowing
for a focused synthesis of its determinants. By contrast, prior reviews that combine profitability with
sustainability or outreach may obscure the specific drivers of financial returns. This focused approach
enables practitioners and policymakers to identify actionable levers for enhancing MFIs’ financial
viability while complementing broader assessments of social and operational performance.

1.2 Theoretical underpinnings
Understanding the determinants of MFIs’ profitability requires a multi-theoretical lens that captures
the complexity of these hybrid organizations. This review draws on four complementary theoretical
perspectives to structure expectations about how various factors should influence profitability: finan-
cial intermediation theory, the resource-based view (RBV), institutional theory, and the mission
drift literature.

Financial intermediation theory provides the foundational rational for MFIs’ existence and prof-



African Review of Economics and Finance 5

itability potential. Traditional financial intermediation theory posits that intermediaries reduce
transaction costs and information asymmetries between surplus and deficit units by performing
delegated monitoring functions (Diamond, 1984; Benston & Smith, 1976). However, MFIs operate
a distinct intermediation model that relies on social monitoring through group lending mechanisms
and alternative funding sources such as donations (Abrar et al., 2023). This theoretical perspective
suggests that profitability determinants related to portfolio structure, capital composition, and cost
management should be particularly salient, as they directly affect the efficiency of the intermediation
process. Specifically, factors that reduce information asymmetries (e.g., group lending, progressive
lending) or lower transaction costs (e.g., staff productivity, operational efficiency) should enhance
profitability.

The resource-based view (RBV) complements financial intermediation theory by focusing on
the internal capabilities that enable MFIs to achieve sustainable competitive advantage (Barney, 1991;
Wernerfelt, 1984). According to RBV, firm-specific resources that are valuable, rare, inimitable,
and non-substitutable (VRIN) constitute the primary sources of superior performance. Applied to
microfinance, this perspective suggests that MFIs’ profitability depends on their ability to develop
distinctive organizational capabilities, such as specialized lending methodologies, staft expertise in
serving low-income clients, and strong client relationships. From this view, determinants such as
personnel productivity, institutional age (as a proxy for accumulated experience), and governance
quality should exhibit positive associations with profitability, reflecting the value of firm-specific
competencies.

Institutional theory shifts attention to the external environment, and the pressures organizations
face to conform to societal expectations and regulatory requirements (DiMaggio & Powell, 1983;
Scott, 1995). MFIs operate within complex institutional environments shaped by regulatory frame-
works, donor expectations, and social norms regarding poverty alleviation. This predicts that external
factors, including legal status, regulatory supervision, and country-level governance indicators, will
significantly influence profitability through their effects on legitimacy, access to resources, and
operational constraints. Furthermore, institutional theory helps explain why the same determinant
may have different effects across contexts: MFIs in different institutional environments face varying
isomorphic pressures that shape their strategic responses and, consequently, their financial outcomes.

The mission drift literature addresses the fundamental tension at the heart of microfinance:
the potential trade-off between social outreach and financial sustainability (Armendariz & Szafarz,
2011; Mersland & Strgm, 2010; Hermes et al., 2011). The "microfinance schism" reflects two
contrasting positions: welfarists argue that MFIs should prioritize depth of outreach to the poorest,
while institutionalists contend that financial sustainability is essential for long-term social impact
(Woller et al., 1999; Morduch, 2000). Empirically, mission drift is often operationalized through
changes in average loan size, with increases suggesting a shift toward wealthier clients (Cull et al.,
2009). This theoretical strand predicts that outreach variables (e.g., average loan size, percentage of
female borrowers, rural versus urban focus) may exhibit complex, non-linear, or context-dependent
relationships with profitability, depending on how MFIs navigate the outreach—sustainability trade-

off.

2. Research method

This study aims to identify peer-reviewed articles that analyzed the determinants of MFIs’ profitability
by systematically reviewing the Scopus database. An SLR enables the analysis of scientific articles
and research documents in a precise, transparent, and explicit manner (Dieste et al., 2021). As the
goal of SLR is to achieve a reproducible outcome (Pahlevan-Sharif et al., 2019; Tranfield et al., 2003),
scholars indicate that five sequential stages should be included, namely: scope formulation, paper
selection model, study evaluation, analysis and synthesis, and disseminating and using the results
(Dieste et al., 2021). To achieve this goal, transparency, and minimum authors’ bias, each of the
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mentioned phases is discussed in detail in the following sections.
Following this, Section 2.1 formulates the scope of this study, detailing the first phase of the
systematic review. The following stages of the SLR are presented in subsequent sections of this paper.

2.1 Scope formulation

Before proceeding, a clarification of terminology is needed. Throughout this review, "profitability"
refers specifically to financial returns measured by return on assets (ROA), return on equity (ROE), or
profit margin (PM). The term "financial performance" is used more broadly to encompass profitability
alongside related constructs such as operational self-sufficiency (OSS) and financial self-sufficiency
(FSS). When discussing studies that examine multiple performance dimensions, "profitability" denotes
only the ROA/ROE/PM outcomes, while "performance" may include sustainability or efhiciency
measures. This distinction ensures precision in synthesizing findings across studies with varying
outcome definitions.

MFIs have been the subject of many scholars and policymakers in the most recent years (Harkat
et al., 2023). The primary goal of these financial institutions is to enhance the financial well-being
of the poorest segment (Onoyere, 2014; Ranjani & Kumar, 2018) by providing access to financial
resources to them (Chedad et al., 2022). Additionally, MFIs play other important roles that include
enhancing women’s well-being (Hassan & Saleem, 2017; Islam & Ahmad, 2020; Milan et al., 2020),
enhancing the economic performance of countries through providing capital to microentrepreneurs,
microenterprises, and small to medium enterprises (SMEs) (Liu et al., 2021; Semegn & Bishnoi, 2021;
Sibuea et al., 2022), and enhancing the health quality of individuals (El-Bassel et al., 2021). While
MEFIs provide access to financial capital to the poorest segment with no guarantees or collateral,
many authors found that low-income individuals are viable customers when approached the right
way (Dokulilova et al., 2009).

The challenge for MFIs remains in meeting their social mission while simultaneously growing and
increasing their profitability (Cull et al., 2009; Visconti, 2016). This is referred to in the microfinance
literature as the microfinance schism (Harkat et al., 2023; Kipesha & Zhang, 2013). On the one
hand, welfarists indicate that microfinance institutions should focus on their social mission, which is
poverty reduction and consists of reaching the maximum number of low-income individuals. On
the other hand, institutionalists indicate that MFIs should be driven by profitability and viability as
this ensures continuity (Ngumo et al., 2017).

Reaching out to poor individuals and providing them with access to financial services is very
expensive for many reasons. First, a significant number of low-income individuals live in rural areas,
which makes the cost of transactions very high (Hermes & Hudon, 2018). Second, loans that MFIs
provide are not backed by collaterals (e.g., land, fixed salary, etc.), which increases the risk of the
portfolio, and therefore the cost for the bank (Bogan, 2012; Rocha et al., 2019). Third, MFIs have
high costs of deposit and savings accounts, and cannot rely on them to supply money as low-income
individuals have significantly low savings compared to commercial banks (Abrar et al., 2023). Fourth,
microloans are riskier than loans provided by conventional banks, which makes the cost of screening
and monitoring clients significantly higher (Hermes & Hudon, 2018).

Next, an essential question is how MFIs finance their activities. MFIs must have a financial
strategy that will allow them to cover their costs and reach out to the poor (Hermes & Hudon, 2018).
While donor funding and offering savings accounts are two commonly used strategies to reach out
to the poor and cover costs, they might not ensure the continuity of these institutions. In addition
to that, these strategies depend on the formal status of microbanks (e.g., NGO, cooperative, and
non-banking financial institutions), and might not be available to all of them (Emengini, 2019). For
this, MFIs should focus their efforts and strategies on enhancing their profitability. Simultaneously,
scholars and academics need to focus on all the determinants that enhance the profitability of these
institutions, as higher levels of profitability lead to achieving sustainability, which enhances the
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chances for MFIs’ continuity. Therefore, this article provides an up-to-date and comprehensive
literature review on the field, aiming to highlight the various determinants of MFIs’ profitability,
bring to light gaps and inconsistencies in the literature, and find new directions and avenues for
future research.

2.2 Paper selection method

The Scopus search database is used to identify the most relevant research articles for this SLR. This is
because the Scopus database has an extensive coverage of peer-reviewed articles in the field. Scopus
was selected as the sole database for this review for several reasons. First, Scopus indexes over 27,000
peer-reviewed journals, including the leading outlets in economics, finance, and development studies
where microfinance research is predominantly published (Baas et al., 2020; Falagas et al., 2008).
Second, Scopus provides broader coverage of social science and interdisciplinary journals compared
to Web of Science, which has historically emphasized natural sciences (Mongeon & Paul-Hus, 2016).
Third, prior systematic reviews in microfinance and related fields have successfully employed Scopus
as the primary or sole database (e.g., Gutiérrez-Nieto & Serrano-Cinca, 2019; Ribeiro et al., 2022),
supporting its adequacy for capturing the relevant literature. Fourth, using a single comprehensive
database enhances transparency and replicability, as multi-database searches introduce complexities
related to deduplication and inconsistent metadata (Gusenbauer & Haddaway, 2020). To verify
the adequacy of Scopus coverage, a supplementary spot-check was conducted: the 20 most-cited
empirical articles on MFI profitability identified through Google Scholar were cross-referenced with
the Scopus search results, and 18 (90%) were captured, with the two missing articles being working
papers not indexed in peer-reviewed databases. While the exclusion of grey literature (e.g., SSRN
working papers, policy reports) is acknowledged as a limitation, this restriction ensures that only
peer-reviewed, quality-controlled research informs the synthesis.

This SLR considered peer-reviewed articles published in English that directly or partially address
the determinants of MFIs’ profitability without limiting the search to a specific period. To enhance
the quality of the findings, the article search excludes all other document types such as conference
papers, notes, data papers, and others.

This study used some keywords to filter various scientific articles in the Scopus database that
contains them in the title, abstract, and keyword fields. The first keyword used is “microfinanc*”,
which represents any word related to the term microfinance (e.g., microfinance and microfinancing).
This last keyword was a must-filter as it ensures that all articles are in the microfinance industry. The
second set of keyword terms is “profitability” and “performance”. The term “profitability” ensures
filtering the articles that directly address the profitability of MFIs. However, the term “performance”
was also included to broaden the search results and include articles that either directly or indirectly
investigate the determinants of MFIs’ profitability. The search query summarizing the conditions
discussed in this section is:

* TITLE-ABS-KEY ( microfinanc* ) AND TITLE-ABS-KEY ( "profitability" OR "performance"
) AND ( LIMIT-TO ( PUBSTAGE , "final" ) ) AND ( LIMIT-TO ( DOCTYPE , "ar" ) ) AND
(LIMIT-TO ( LANGUAGE , "English" )) AND ( LIMIT-TO (SRCTYPE, " ))

To ensure transparency and replicability, Table 3 presents the explicit inclusion and exclusion
criteria applied during the screening process.
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Table 3. Inclusion and exclusion criteria

Criterion

Inclusion

Exclusion

Study design

Unit of analysis

Dependent vari-
able

Treatment of
profitability

Document type

Language
Database

Publication sta-
tus

Empirical, quantita-
tive studies

MFls as the main unit
of analysis

At least one regres-
sion  specification
with ROA, ROE, profit
margin, or equivalent
profitability proxy as
dependent variable

Profitability as pri-
mary outcome OR
profitability included
in main analysis (not
solely  robustness
checks)

Peer-reviewed
nal articles

jour-

English
Indexed in Scopus
Final/published

Purely theoretical/conceptual
papers; qualitative studies
without quantitative analysis;
literature reviews; meta-
analyses

Studies focusing on MFI
clients/borrowers; studies on
non-MFI microcredit programs
(e.g., government schemes,
informal lenders)

Studies using only sustain-
ability (OSS/FSS), efficiency
(DEA/SFA scores), outreach,
or social performance as
dependent variables without
profitability measures

Studies where profitability
appears only in robustness
checks or sensitivity analyses

Conference papers, book chap-
ters, working papers, disserta-
tions, notes, editorials

Non-English publications
Not indexed in Scopus

In-press, corrected proofs,
articles-in-progress

Source: Authors’ compilation

A clarification is warranted regarding the operationalization of "partial" profitability focus. Studies
were included if they met one of two conditions: (i) profitability (ROA, ROE, or profit margin) was
the primary dependent variable in the main empirical analysis, or (ii) profitability was one of several
performance measures examined in the main analysis, provided that at least one regression model
reported profitability as the dependent variable. This approach captured 17 studies that focused
exclusively on profitability and 84 studies that examined profitability alongside other performance
dimensions (e.g., outreach, sustainability). Studies were excluded if profitability metrics appeared
only in robustness checks, sensitivity analyses, or descriptive statistics without regression modelling.
This criterion ensures that all included studies provide empirical evidence on the determinants of
profitability, even when profitability is not the sole focus, thereby enabling a comprehensive synthesis
of the literature.

The last date of the search was the 21st of May 2024, and a total of 861 papers were initially
found. The extracted records’ titles, abstracts, keywords, authors’ names, authors’ affiliations, journal
names, and year of publication were exported to an MS Excel spreadsheet. The following processes
consist of removing duplicates, screening the articles (1st screening) using the titles and the abstracts
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to remove non-relevant articles, and screening the selected articles (2nd screening) using their full
text. Only the articles remaining after the second screening were used for analysis, synthesis, and
dissemination of the results.

Initially, only one duplicate was identified and removed from the collected records (Figure 1).
Following this, two independent reviewers conducted the 1st screening of the records independently
to remove papers that were not in the scope of the current SLR. At this stage, the disagreements
between the reviewers were discussed and resolved by consensus. In the case where an agreement
could not be reached, a third reviewer was considered. Out of the 861 remaining records, 659
articles did not pass the first screening and were discarded (Figure 1). In this phase, reasons for
rejection included, but were not limited to, articles that investigated women empowerment (e.g.,
El-Bassel et al., 2021; Namayengo et al., 2023; Shohel et al., 2023), risk assessment methods among
MFIs (e.g., Cao et al., 2012), and impact of MFIs on small to medium enterprises and self-help
groups (e.g., Ruchika, 2020) among many others reasons. A similar process was used in the 2nd
screening to remove literature review papers, qualitative papers, and papers that did not investigate
the determinants of MFIs’ profitability. Out of the remaining 202 records, 101 articles were discarded,
and 101 articles were used to derive results, uncover gaps, and find avenues for future research (Figure
1). Reasons for rejection at this stage included papers that were literature review papers (e.g., Roy
& Goswami, 2013), papers that investigated other MFIs’ performance measures such as technical
efficiency (Kendo, 2017), sustainability (e.g., Bakker et al., 2014; Githaiga et al., 2022; Mia et al.,
2023), operational efficiency (A. Khan & Shireen, 2020), social outreach (e.g., Bakker et al., 2014;
Kolloju & Meoli, 2022), and personnel productivity (e.g., Towo et al., 2019), lack of access to some
papers (14 in total) among other reasons.

Records identified
through database
searching
n = 861

l

Records after
duplicates removed
n = 860

|

Records screened Records excluded
n = 860 n =658

|

Full-text articles

assessed for Records excluded
eligibility n=101

n =202

|

Records included in
the results
n=1M

Number of
duplicates
n=1

Y

¥

h 4

Figure 1. Flow chart of the study selection process

(Source: Authors’ compilation)
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3. Literature review analysis

3.1 Descriptive analysis

A total number of 101 articles complied with all the conditions mentioned in previous sections. These
articles either directly or indirectly investigate the determinants of MFIs’ profitability. This section
categorizes the articles based on various criteria which are: year of publication, source of publication,
source of data, and geography of publications.

The first classification is shown in Figure 2. The figure indicates that the number of publications
that assessed the determinants of profitability among MFIs noticed a significant increase starting in
2007 to reach a peak of 14 articles in 2017. However, the graph highlights the declining number of
published articles in the field after the peak year. Still, the yearly Scopus-indexed publications on the
determinants of MFIs’ profitability are above a minimum of 6 between 2017 and 2024 (Figure 2).

Number of articles

0

3 PO R T I T . T | S, (=B o
FFFSTTLTSTTS T F

Years of publication

Figure 2. Article classification by year of publication

(Source: Authors’ compilation)

Concerning the second classification, which is by the source of publication, results show that the
101 publications were published by 76 different journals where World Development published 5
articles, Applied Economics published 4, and Development in Practice, joumal of International Development,
and Cogent Business and Management published 3 articles each. Of the rest of the publishers, 12 published
2 articles, and the remaining published only 1. This sheds light on the low focus of publishers on
encouraging publications that investigate MFIs’ profitability.

For the type of data, results indicate that 95 articles relied on secondary data to conduct their
analyses, while 5 articles used a combination of both primary and secondary data, and only one
article used primary data solely. This might be explained by the nature of the studies in the field
and their dependency on financial data. With regards to secondary data, 28 articles relied solely
on the Microfinance Information Exchange (MIX) Market database. The MIX is a non-profit
organization founded by the Consultative Group to Assist the Poorest, which itself is sponsored by
various foundations, that collect data from MFIs directly or process their annual reports (Boubacar,
2020). This database has MFIs’ financial (e.g., financial accounts and financial ratios) and non-financial
data (e.g., number of staff members, number of borrowers, and number of board members), and is
widely used among scholars and academics in the microfinance field.

For the rest of the articles, 45 combined the MIX Market database with other sources and 27
articles used other data sources. For other non-MIX Market datasets, some authors used various
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datasets to derive MFIs’ firm-specific data. This includes financial statements (e.g., Ali et al., 2021;
Ghalib, 2017), MicroRate database, Microfinanza database, Planet Rating database, Crisil database,
M-Cril database (e.g., Galema et al., 2012; Golesorkhi et al., 2019; Mersland et al., 2011; Mersland
& Dystein Strom, 2009), Microbanking Bulletin — MBB (e.g., Arrassen, 2017; Cull et al., 2011),
and MFIs’ governing country regulators (e.g., Association of Ethiopian Microfinance Institutions
-AEMFI (Dato et al., 2018), Lanka Microfinance Practitioners’ Association -LMFPA (Tehulu, 2021),
European Microfinance Network — EMN (Chmelikov4 et al., 2019), and others). Concerning non-
firm specific data (e.g., macroeconomic variables), authors used many datasets that include, World
Development Indicators (WDI) (e.g., Kar & Bali Swain, 2018; Khachatryan et al., 2017), World
Governance Indicators (WGI) (Kar & Bali Swain, 2018), Hofstede’s dimensions (e.g., Anyangwe
et al., 2022), World Bank Doing Business Project (WBDBP) (e.g., Sarpong-Danquah, Adusei, &
Frimpong, 2023a; 2023b), International Monetary Fund (IMF) (e.g., Dabi et al., 2023), Heritage
Foundation (HF) (Chikalipah, 2017), Alesina and Zhuravskaya index (e.g., Awaworyi Churchill,
2017), among many other datasets (e.g., Quayes & Hasan, 2014).

With regards to the classification of articles by type of geography, results indicate that 30.7%
of articles are country-specific (Figure 3), and covers the following: 6 articles for India, 5 articles
for Indonesia, 2 articles for Ghana, Bangladesh, Tanzania, and Togo, and 1 article for each of the
following economies: Argentina, Ethiopia, Kenya, Kosovo, Morocco, Niger, Nigeria, Pakistan,
Peru, Sri Lanka, Vietnam, and Bali. Results also indicate that 25.7% of articles are region-specific
distributed such as: 9 articles for the Sub-Saharan Africa region, 3 articles for the Middle East and
North African (MENA) region, 2 articles for the Organization of Islamic Cooperation (OIC) region,
2 articles for the West African Economic and Monetary Union (WAEMU) region, 2 articles for
Asia, and 1 article for each of the following regions: Central Africa, Central and Eastern Europe
and Central Asia, Eastern Africa, Eastern Europe, Eastern Europe and Central Asia, Europe, Latin
America and Caribbean, Mediterranean Region, South and Southeast Asia, South Asia, Southern
Africa, and Western Africa. For the remaining 44 articles (43.6% of all articles), they are global
studies as they included as many economies as the dataset allows.

Couniry Spec fic

Global

Regional

Figure 3. Article classification by type of geography

(Source: Authors’ compilation)
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3.2 Content analysis

3.2.1 Profitability in the MFI literature

Since the inception of the first microfinance institutions, the sector has continuously aimed to address
its fundamental mission, which is to serve the poorest segment of the economy (Chedad et al., 2022).
For this, many authors emphasized the importance of these institutions’ profitability (Harkat et al.,
2023). Profitability in the microfinance literature is defined in its classical form, which is basically
from the profit perspective (Aguenaou et al., 2019). More precisely, MFIs’ financial profitability
measures the excess revenues (revenues exceeding expenses) captured from using the capital invested
and the assets (Aguenaou et al., 2019). Previous studies found that profitability is directly linked
to sustainability in the long run, which enables the continuity of MFIs operations and reduces the
reliance on donations (Semaw Henock, 2019).

In the context of this SLR, findings indicate that only 17 out of 101 articles focused solely on
profitability (e.g., Blanco-Oliver et al., 2016; Chikalipah, 2019). For the remaining 84 articles,
authors partially investigated MFIs’ profitability together with other MFIs’ performance measures
such as sustainability (e.g., Abdullah & Quayes, 2016; Adusei et al., 2017; Afrifa et al., 2019), outreach
(e.g., Anyangwe et al., 2022; Arrassen, 2017; Awaworyi Churchill, 2017), risk (e.g., Chmelikové
et al., 2019), cost (e.g., Costa, 2017; Cull et al., 2007), and need for achievement (Makuya, 2024)
among many other measures (e.g., Awaworyi Churchill et al., 2018; Churchill & Appau, 2020).

3.2.2 Measures of profitability in the MFI literature

In the existing literature, authors often use two (or three) dependent variables to proxy MFIs’
profitability in two (or more) separate models. The first and most common proxy of profitability
in the microfinance literature is the return on assets (ROA), which was used in 91 articles. In some
contributions, ROA is calculated as net operating income minus taxes divided by average total assets
(Abu Wadi et al., 2022; Ahmad et al., 2020; Awaworyi Churchill, 2017; Awaworyi Churchill et
al., 2018; Chikalipah, 2019b). In other contributions, authors calculated ROA simply by scaling
operating profit to total assets (Afrifa et al., 2019), by dividing net operating income by average
annual assets (Ayayi & Wijesiri, 2022), or by dividing net income by total assets (Ali et al., 2021,
2023; Barry & Tacneng, 2014). ROA provides significant insights into how MFIs generate profit
through asset utilization (Adusei et al., 2017; Ahmad et al., 2020; Arrassen, 2017). Additionally, this
financial ratio measures how well MFIs utilize their operational revenues to either generate income
or bear costs (Ahmed et al., 2018).

The second and third most used proxies of profitability are return on equity (ROE) and profit
margin rate (PM), which were used 23 times and 19 times, respectively. Some authors calculate ROE
as the net operating income minus taxes divided by average equity (Abu Wadi et al., 2022), while
other authors calculate it by dividing net income by total equity (Ali et al., 2021). Usually, ROA is
preferred over ROE, as the level of debt is not reflected in this last ratio. For PM, it is calculated as
the ratio of net operating income to financial revenues and measures the excess revenue derived from
interest revenues earned from gross loan portfolios (Awaworyi Churchill, 2017; Awaworyi Churchill
etal., 2018).

Finally, some authors used other measures to represent MFIs’ profitability that are the adjusted
return on assets (AROA), financial revenue, and return on investment (ROI) (Cull et al., 2011;
Makuya, 2024). Concerning the AROA, it is calculated as the adjusted net income divided by average
assets (Adair & Berguiga, 2014; Cull et al., 201 1), or as the quotient of ROA over the standard
deviation of ROA (Barry & Tacneng, 2014). This latter ratio measures risk-adjusted profitability
(Barry & Tacneng, 2014). However, financial revenue is calculated as financial revenue divided
by year-average gross portfolio, and measures the profitability derived from MFIs’ loan portfolios
(Gul et al., 2017). To note, some authors used the logarithm form of the cited before variables of
profitability for statistical purposes.
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4. The determinants of MFIs’ profitability

The following section identifies all variables that have been used by scholars to investigate the
profitability of MFIs in country, regional, and global contexts. It is important to note that various
variables have a positive, negative, or mixed influence on MFIs’ profitability depending on the
geographical context or time span. Therefore, these variables are presented below (grouped by
theme) with minor reference to the direction of the influence they exhibit on MFI’s profitability.
From the analyses carried out, results indicate that 46 articles investigated the influence of only
firm-specific variables on MFIs’ profitability, while the remaining 55 articles assessed the influence
of both firm and non-firm-specific determinants on MFIs’ financial performance.

4.1 Firm-specific determinants:
MEFI characteristic:

The first group of variables concerns the characteristics of MFIs which are size, age, region,
number of offices, regulation, legal status, ownership type, and source of funds. These variables are
extensively used in the microfinance literature.

Concerning size, it is a measure that reflects how big or small an MFI is and is represented by the
natural logarithm of total assets (Abu Wadi et al., 2022; Adusei et al., 2017; Afrifa et al., 2019; Ahmed
etal., 2018). Many authors attempted to identify the influence this variable has on profitability (Ayayi
& Wijesiri, 2022; Cull et al., 2011, 2014) and no consensus has been found as some authors identified
a positive influence (Adalessossi, 2024; Anyangwe et al., 2022; Chikalipah, 2020; Golesorkhi et al.,
2019) while others found a negative impact (Afrifa et al., 2019; Awaworyi Churchill et al., 2018;
Barry & Tacneng, 2014) or no impact at all (Adusei & Adeleye, 2024; Chikalipah, 2018; Chmelikova
et al., 2019; Gudjonsson et al., 2020).

The second characteristic is age, which reflects the maturity of these financial institutions (Ibrahim
et al., 2018; Mersland et al., 2011). Many scholars assessed the link between age and profitability.
This is to identify if MFIs’ experience in the market influences their profitability (Mia et al., 2022;
Zamore, 2018). The age is measured in the literature as the number of years since the inception
(Ahmad et al., 2020; Dato et al., 2018), or as a dummy variable that distinguishes between new vs.
old MFIs (Awaworyi Churchill et al., 2018; Ghose et al., 2018). Similar to the size, different authors
found conflicting results on the nature of the impact between age and MFIs’ profitability (Awaworyi
Churchill et al., 2018; El Kharti, 2014; Ibrahim et al., 2018).

The third MFI characteristic is the number of offices, which is represented in the literature by
either the number of offices (Chikalipah, 2019a), number of branch offices (Galema et al., 2012),
and the demographic branch penetration of MFIs (Cull et al., 2014). This variable also highlights
the size and the presence of MFIs within each country. While the number of offices is found to
have a positive impact on ROA and ROE (Chikalipah, 2019a), the demographic penetration has a
negative impact on ROA (Cull et al., 2014), and the number of branch offices has no impact on MFIs’
profitability (Galema et al., 2012).

Academics also investigated the impact of the region on the financial performance of MFIs
(Ibrahim et al., 2018; Tehulu, 2021; Zamore, 2018). In the microfinance literature, the region is
represented by a dummy variable that distinguishes between urban and rural location (Igbal et al.,
2019; Mumi et al., 2020), a dummy variable that shows a specific geographical region or location
such as the Middle East and North Africa (MENA) (Cull et al., 2007), sub-Saharan Africa (Cull et
al., 2007; Kar & Swain, 2014), and Europe and Central Asia (Cull et al., 2014) among many others.
Findings in different studies found that the region can have a positive impact (Ibrahim et al., 2018;
Zamore, 2018), a negative impact (Cull et al., 2014; Daher & Le Saout, 2015), or no impact (Ahmed
et al., 2018; Barry & Tacneng, 2014; Golesorkhi et al., 2019) on the profitability of MFIs.

Fifth, regulations set and enforced by governments authorities to regulate MFIs were also
investigated in the field (Ali et al., 2021; Gadedjisso-Tossou et al., 2023). This variable is proxied by a



14 Tahar. Zakaria, Samir, Abrache, & Benyahia (2025)

dummy variable that showcases if an MFI is subject to these regulations or not (Churchill & Appau,
2020; Thrikawala et al., 2016). Out of the 21 articles that investigated the relationship between
regulations and profitability, 9 found a negative impact, 7 found no impact, and 5 found a positive
impact.

With regards to the legal status, which is the sixth characteristic, it represents the type of MFIs.
According to the existing microfinance literature, various legal statuses exist and include conventional
vs. Islamic MFIs (Ahmad et al., 2020), for-profit MFIs (Churchill & Appau, 2020), non-bank financial
institutions (Iqbal et al., 2019), credit union (Ibrahim et al., 2018), cooperative (Tehulu, 2021), NGO
(Mia et al., 2022), and private MFIs (Cull & Spreng, 2011) among other few types. Some authors
indicate that having a specific legal status has no impact on MFIs’ profitability (Adair & Berguiga,
2014; Adusei et al., 2017; Ahmad et al., 2020; Golesorkhi et al., 2019), which contradicts the findings
of many other authors (Ghose et al., 2018). Also, other authors investigated the impact of specific
legal status on the performance of MFIs and they found conflicting results (Barry & Tacneng, 2014;
Mumi et al., 2020; Quayes & Joseph, 2017).

Out of 91 articles, 16 investigated the impact of ownership type on the financial performance
of MFIs. The ownership type can take various forms that includes being government-owned
(Chmelikov4 et al., 2019; Cull & Spreng, 2011; Hamada, 2010), being foreign-owned (Cull &
Spreng, 2011), being a state bank (Galema et al., 2012), having national/international shareholders
(Galema et al., 2012; Mersland et al., 2011; Mersland & Qystein Strgm, 2009), and being affiliated
with an international MFI network (Ali et al., 2021; Shkodra, 2019). While most authors found
that ownership does not impact MFIs’ profitability (Cull & Spreng, 2011; Mersland et al., 2011;
Mersland & Qystein Strem, 2009; Randey et al., 2015), other ones prove their negative/positive
impact (Ibrahim et al., 2018; Pascal et al., 2017).

Finally, the last MFIs characteristic in the literature is the source of funds, which can be donations
(Boubacar, 2020), grants (Khachatryan et al., 2017), subsidies (Berguiga et al., 2020), debt (Mers-
land et al., 2011), equity/retained earnings (Khachatryan et al., 2017), deposits (Estapé-Dubreuil &
Torreguitart-Mirada, 2015; Khachatryan et al., 2017; Ray & Mahapatra, 2019), or others (Estapé-
Dubreuil & Torreguitart-Mirada, 2015; Hamada, 2010). Similar to the variables cited before, the
source of funds can have a different impact on profitability (Boubacar, 2020; Estapé-Dubreuil &
Torreguitart-Mirada, 2015; Nasrin et al., 2018).

Loan portfolio characteristic:

Scholars investigated the impact of the different loan portfolio characteristics on the financial
performance of MFIs (Adair & Berguiga, 2014; Afrifa et al., 2019; Omri & Chkoundali, 2011; Pedrini,
2018; Tang et al., 2020). By definition, a loan portfolio is the balance of all loans issued by the bank
to its customers. This SLR classifies its characteristics into four different categories that are size, type,
yield or return, and risk.

Concerning portfolio size, it is represented using various metrics or financial accounts in the
microfinance literature. These measures are the gross loan portfolio/outstanding loan portfolio
(Abdullah & Quayes, 2016; Ahmad et al., 2020; Mumi et al., 2020; Omri & Chkoundali, 2011),
average loan balance per borrower (Abu Wadi et al., 2022; Kar & Swain, 2014; Kulkarni, 2017),
average loan balance per borrower to GNI (or gross national income) per capita (Cull et al., 2007;
Sarpong-Danquah, Adusei, & Frimpong, 2023; Tanin et al., 2019). Many authors found that portfolio
size has a positive impact on MFIs’ profitability (Adalessossi, 2024; Afrifa et al., 2019; Ahmad et al.,
2020; Awaworyi Churchill et al., 2018; Hamada, 2010; Tang et al., 2020). However, some other
authors found that the size might negatively impact or have no impact on profitability (Abdullah &
Quayes, 2016; El Kharti, 2014; Khachatryan et al., 2017).

The type of loan or loan portfolio represents the different products that the institution offers and
is also referred to as the lending method (Arrassen, 2017; Cull et al., 2007; Lisa et al., 2023). In the
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microfinance literature, academics distinguish between various types that are, but are not limited to,
individual lending (Arrassen, 2017), group lending (Arrassen, 2017; Igbal et al., 2019), village bank
lending (Cull et al., 2007; Kar & Swain, 2014), urban lending (Galema et al., 2012), solidarity group
lending (Cull et al., 2014; Kar & Swain, 2014), small enterprise lending (Afrifa et al., 2019), and low
vs. high-end loans (Afrifa et al., 2019). Results show that the lending method has either a positive
(Afrifa et al., 2019; Cull et al., 2007; Saeed et al., 2018) or no impact (Adair & Berguiga, 2014; Adusei
et al., 2017; Gudjonsson et al., 2020) on profitability depending on the geographical context.

For portfolio yield, it captures the returns generated from the loan portfolio and is measured using
different rates that include portfolio yield (Adair & Berguiga, 2014; Pedrini, 2018), nominal yield
(Ahmed et al., 2018), real yield (Cull et al., 2007, 2014), interest margin (Hamada, 2010), premium
interest rate (Cull et al., 2011), financial revenues to total assets ratio (Pati, 2017), interest spread
(Pedrini, 2018), and income growth (Wuryani, 2022). Most of the time, portfolio return variables
have a positive impact on MFIs’ profitability (Ahmed et al., 2018; Cull et al., 2011; Kulkarni, 2017).
However, some findings reveal that this variable might have no impact or a negative impact on
profitability, which might be explained by the low repayment rates and high loans written off among
many other reasons (Ahmad et al., 2020; Berguiga et al., 2020; Hamada, 2010; Pedrini, 2018).

Finally, the risk is the last loan portfolio characteristic and is represented by several independent
variables. The first two independent variables are portfolio at risk 30 and portfolio at risk 90, which
are the overdue loans for 30 days and 90 days, respectively (Abu Wadi et al., 2022; Chikalipah, 2018;
Diaz-Martin et al., 2022; Kulkarni, 2017). Findings indicate that these two variables have a negative
impact on profitability, as higher portfolio levels at risk variable leads to losses (Abu Wadi et al., 2022;
Adair & Berguiga, 2014; Berguiga et al., 2020; Khachatryan et al., 2017). However, this variable
might sometimes have no impact on profitability, which might be explained by the high quality
of loan risk assessments (Ahmad et al., 2020; Kar, 2012; Mersland & Qystein Strem, 2009). The
third variable that represents loan portfolio risk is the loan loss reserve ratio, which is the amount set
aside to allow for uncollected loans to total loans (Abdullah & Quayes, 2016; Campbell & Rogers,
2012). Results indicate that this variable negatively influences profitability (Abdullah & Quayes,
2016; Campbell & Rogers, 2012; Quayes, 2015; Tang et al., 2020) except for two articles that found
a positive impact (Mumi et al., 2020) and no impact (Quayes & Joseph, 2017). The other variables
that measure loan portfolio risk are loan provision, which is the expense set aside as an allowance for
uncollected loans (Dabi et al., 2023), credit risk, which is the risk that a borrower will fail to pay the
principal and interests (Chikalipah, 2020), write-offs, which are unpaid loans that are no longer part
of the MFIs’ assets (Kulkarni, 2017), z-risk, which measures the probability of borrower’s default rate
(Kar, 2012), and non-performing loan ratio, which are loans that are unlikely to be repaid by the
borrower in full (Hamada, 2010). Each of these variables has a different impact on MFIs’ profitability
depending on the context of the study.

Outreach:

As the mission of MFIs is to provide financial access to the poorest segment of their economies,
many scholars were interested in investigating the impact of outreach on the financial performance
of MFIs (Abdullah & Quayes, 2016; D’Espallier et al., 2017; Sarpong-Danquah, Adusei, & Al-Faryan,
2023). Outreach has been proxied by many variables that include the number of active borrowers
(Abu Wadi et al., 2022; Ayayi & Wijesiri, 2022; Nasrin et al., 2018), number of active women
borrowers (Abdullah & Quayes, 2016; Chmelikova et al., 2019; Diaz-Martin et al., 2022; Mia et al.,
2022), number of clients (El Kharti, 2014; Ray & Mahapatra, 2019), number of borrowers (Awaworyi
Churchill, 2017), percentage of female borrowers (El Kharti, 2014; Fadikpe et al., 2022), borrowers
as a percentage of the poor (Cull et al., 2014), breadth of outreach (Chikalipah, 2020), and outreach
(Chikalipah, 2018). Each of these variables can have a positive (Abdullah & Quayes, 2016; Chikalipah,
2018; Chmelikov4 et al., 2019), negative (Abu Wadi et al., 2022; Sarpong-Danquah, Adusei, &
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Al-Faryan, 2023; Sarpong-Danquah, Adusei, & Magnus Frimpong, 2023), or no impact (Churchill
& Appau, 2020; Sarpong-Danquah, Adusei, & Frimpong, 2023) on profitability depending on the
context of the study.

Personnel / personnel produclivity:

The current microfinance literature highlights the significant influence of personnel and person-
nel productivity on MFIs’ profitability (Berguiga et al., 2020; Ghosh & Guha, 2019; Mia et al., 2022;
Ray & Mahapatra, 2019; Wirasedana et al., 2024). First, many authors investigated the impact of the
number of employees, staff members, management as a percentage of staff, and loan officers on the
financial performance of MFIs (Campbell & Rogers, 2012; Estapé-Dubreuil & Torreguitart-Mirada,
2015; Pedrini, 2018; Quayes & Hasan, 2014), and conflicting results have been found. Second,
some authors investigated the influence of women as players in the institutions on these institutions’
profitability (Ali et al., 2023; Boubacar, 2020; Gohar & Batool, 2015). This was represented by various
independent variables that include female loan officers (Ali et al., 2023; Gudjonsson et al., 2020; Mia
et al., 2022), percentage of staff that are women (Campbell & Rogers, 2012), number/percentage of
female managers (Estapé-Dubreuil & Torreguitart-Mirada, 2015; Ghosh & Guha, 2019; Kulkarni,
2017), and number/percentage of female directors (Adusei et al., 2017; Afrifa et al., 2019; Strem et
al., 2014). Third, some authors assessed the relationship between personnel productivity and the
profitability of MFIs (Adair & Berguiga, 2014; Anyangwe et al., 2022). In this study, personnel
productivity is defined as the number of borrowers per employee (Ray & Mahapatra, 2019), the
number of active borrowers per staff member (Anyangwe et al., 2022), the number of loans per
staff member (Chikalipah, 2019a; Ha, 2019), and the number of loans per loan officer (Chikalipah,
2019b; Kulkarni, 2017). In this matter, results found a positive association (Adair & Berguiga, 2014;
Berguiga et al., 2020), a negative association (Berguiga et al., 2020; Ray & Mahapatra, 2019), and
no association at all (Anyangwe et al., 2022; Ray & Mahapatra, 2019). Finally, one contribution
analyzed the impact of staff turnover on various profitability measures, and results indicate that this
variable has no impact on ROA, ROE, and PM (Mia et al., 2022).

MFIs Envirommental, Social, and Governance Variables:

Another group of firm determinants that has a direct influence on MFIs’ profitability relates to
environmental, social, and governance (ESG) variables. As stakeholders are continuously paying
attention to the impact their companies exhibit on the ESG dimensions, many authors were interested
in studying the influence of various ESG strategies on the financial performance of MFIs. In the
contribution of (Tanin et al., 2019), the authors found a positive influence of ESG performance on
ROA. The environmental dimension was represented by variables such as environment awareness
(Ayayi & Wijesiri, 2022), environmental policies (Tanin et al., 2019), and encouraging/enforcing
customers to mitigate environmental risks (Ayayi & Wijesiri, 2022).

For the social dimension, it is represented by various variables that include social outreach index
(Berguiga et al., 2020; Chikalipah, 2020), female-focused MFIs (D’espallier et al., 2013), social
performance-focused MFIs (Blanco-Oliver et al., 2016), gender diversity (Pedrini, 2018), board
gender diversity (Sarpong-Danquah, Adusei, & Al-Faryan, 2023; Sarpong-Danquah, Adusei, &
Magnus Frimpong, 2023), and participation in linkage programs (Hamada, 2010).

Concerning governance, which is the most studied ESG dimension in the literature, it includes
many variables that relates to the oversight that comes from these institutions’ C-level management,
board of directors, board shareholders, stakeholders, auditors, and committees. Concerning the
C-level management governance variables, independent variables that impact MFIs’ profitability
include CEO gender (Strom et al., 2014; Thrikawala et al., 2016), CEO education level (Pascal et al.,
2017), CEO entrepreneurial background (Pascal et al., 2017), CEO/chair duality (Dato et al., 2018;
Kyereboah-Coleman & Osei, 2008), dummy that represents if the CEO is the founder (Galema et al.,
2012), CEO tenure (Hussain & Ahmed, 2023; Kyereboah-Coleman & Osei, 2008), CEO nationality



African Review of Economics and Finance 17

(Mersland et al., 2011), CEO management experience (Gudjonsson et al., 2020), and CEO wage
type (fixed vs. variable) (Gudjonsson et al., 2020).

For governance variables related to the board of directors, existing literature identifies the
following variables: board size (Adusei et al., 2017; Afrifa et al., 2019; Boubacar, 2020), board
independence (Kyereboah-Coleman & Osei, 2008), board competence (Kyereboah-Coleman &
Osei, 2008), internal board auditors (Mersland @ystein Strem, 2009), percentage of international
directors on board (Galema et al., 2012; Mersland & Qystein Strgm, 2009), percentage of females on
board (Boubacar, 2020; Gudjonsson et al., 2020; Tanin et al., 2019), international directors/donor
representatives on board (Thrikawala et al., 2016), percentage client to borrower representatives
on board (Thrikawala et al., 2016), and non-executive representatives on board (Thrikawala et al.,
2016).

Governance variables that relate to MFIs” committees include the number of existing committees
(Dato et al., 2018), the number of advisory committees (Dato et al., 2018), and the number of
monitoring committees (Dato et al., 2018). However, other governance variables investigated in the
context of this study include the number of board meetings held (Strem et al., 2014), shares owned
by the board of directors (Fithria et al., 2021), shares owned by the board of commissioners (Fithria
et al., 2021), and shares owned by the Sharia supervisory board (Fithria et al., 2021).

Other governance variables are represented by variables such as the existence of client ethical code
(Estapé-Dubreuil & Torreguitart-Mirada, 2015), HR fair practices (Estapé-Dubreuil & Torreguitart-
Mirada, 2015), staff incentives (Estapé-Dubreuil & Torreguitart-Mirada, 2015), being subject to
external evaluation (Gudjonsson et al., 2020), having an internal audit process (Thrikawala et al.,
2016), financial disclosure (Quayes & Joseph, 2017), and having a long-term orientation (Anyangwe
et al., 2022). Each of these variables has a specific impact on MFIs’ ROA, AROA, and ROE depending
on the context of the study.

Costs/expenses:

Another important group of variables that was massively studied in the microfinance literature as
a major determinant of profitability is cost or expense variables (Adalessossi, 2024; Pedrini, 2018;
Ray & Mahapatra, 2019). In this category, only one variable is represented by a financial account,
which is the operating expense (Chikalipah, 2017). Operating expenses are the costs of running the
daily operations of MFIs, and findings indicate that a higher value of this account leads to low ROA
in low-income countries, lower-medium income countries, and upper-medium income countries
(Chikalipah, 2017). But for the other variables, they are represented by different financial ratios
(Ahmed et al., 2018; Chmelikov4 et al., 2019; Kulkarni, 2017). Various ratios measure operating
expenses as a percentage of total revenue (Hamada, 2010), total assets (Ahmed et al., 2018; Campbell &
Rogers, 2012; Kar & Swain, 2014; Kulkarni, 2017; Mia et al., 2022; Nasrin et al., 2018; Pedrini, 2018),
number of outstanding loans (ID), and gross loan portfolio (Chmelikova et al., 2019; Diaz-Martin et
al., 2022; Pati, 2017). This is to monitor the performance of operating expenses, which is a significant
cost incurred by MFIs, relative to each of the accounts mentioned. Usually, the higher these ratios,
the lower MFIs’ profitability (Chmelikov4 et al., 2019; Hamada, 2010; Pati, 2017; Ray & Mahapatra,
2019). Another ratio is also used by scholars, which is the total expense ratio measured as expenses
divided by assets. This ratio measures the efficiency of MFIs in monitoring their expenses throughout
the years (Afrifa et al., 2019). All articles in the existing literature indicate that this ratio has a negative
impact on profitability (Abdullah & Quayes, 2016; Afrifa et al., 2019; Mumi et al., 2020; Tang et al.,
2020) except one article that found a positive association (Quayes & Hasan, 2014).

Other general expense ratios are financial expenses to assets ratio (Ahmed et al., 2018; Arrassen,
2017), capital cost to asset ratio (Cull et al., 2007, 2011, 2014), and cost of fund ratio (Pedrini, 2018).
These ratios measure the financial expenses incurred by MFIs, the high fixed costs (e.g., constructions,
buildings, etc.), and the total interest rate value incurred by MFIs relative to their total assets. Results
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indicate that the cost-of-fund ratio has no impact on ROE (Pedrini, 2018), the capital cost to assets has
a negative impact on ROA (Cull et al., 2007), and the financial expense-to-asset ratio has a negative
impact on ROA (Ahmed et al., 2018).

The two remaining expense ratios are related to issued loans and MFIs’ personnel. With regard
to the issued loans, some articles investigated the impact of the cost per dollar lent (Daher & Le Saout,
2015; Tanin et al., 2019), the cost per borrower (Adair & Berguiga, 2014; Berguiga et al., 2020;
Sarpong-Danquah, Adusei, & Frimpong, 2023), and the administrative expense ratio (Tanin et al.,
2019) on MFIs’ financial performance. While both the cost per dollar lent and the administrative
expense ratio have been found to have a negative impact on ROA (Tanin et al., 2019), the cost per
borrower has been found to either have a positive, a negative, or no impact on ROA/AROA (Berguiga
et al., 2020; Mumi et al., 2020; Sarpong-Danquah, Adusei, & Frimpong, 2023). However, for MFIs’
personnel expense ratios, some authors investigated the impact of labor cost to asset (Cull et al.,
2007, 2011, 2014) and staff expense to asset ratios (Arrassen, 2017) on MFIs’ profitability. Both these
variables have a negative impact on ROA.

Capital structure, ﬁnancial leverage, and capital adequacy ratios:

Many authors studied the impact of capital structure, financial leverage, and capital adequacy ratios
on the financial performance of MFIs (Adusei & Adeleye, 2024; Anyangwe et al., 2022; Sarpong-
Danquah, Adusei, & Frimpong, 2023; Tang et al., 2020). By definition, capital structure ratios
measure how MFIs’ capital is composed (Abu Wadi et al., 2022; Ali et al., 2023; Sarpong-Danquah,
Adusei, & Magnus Frimpong, 2023) while capital adequacy ratios measure how well MFIs can meet
their obligations (Cull & Spreng, 2011; Daher & Le Saout, 2015; Fadikpe et al., 2022). All these group
of variables can be proxied by various ratios/variables that are, but not limited to: debt-to-equity
(Abu Wadi et al., 2022; Berguiga et al., 2020; Ghalib, 2017; Ghose et al., 2018; Tang et al., 2020),
capital-to-asset (Abu Wadi et al., 2022; Ahmad et al., 2020; Ali et al., 2021, 2023), loan-to-assets
(Barry & Tacneng, 2014; Cull et al., 2007; Cull & Spreng, 2011), debt-to-assets (Chikalipah, 2019b;
Dabi et al., 2023; Gul et al., 2017), asset structure (Anyangwe et al., 2022; Kyereboah-Coleman &
Osei, 2008), gross loan portfolio to asset (Daher & Le Saout, 2015), fixed asset-to-equity (Ghalib,
2017), borrowings-to-assets (Sarpong—Danquah, Adusei, & Frimpong, 2023), loan-to-deposit (Ha,
2019), non deposit liability-to-assets (Fadikpe et al., 2022), capital cost-to-assets (Cull et al., 2007,
2011, 2014), among many other ratios (Bautista et al., 2022; Cull & Spreng, 2011; Diaz-Martin et al.,
2022). The nature of the impact depend on the ratio used and the context of the study.

Other variables:

Finally, a few other variables were also investigated in the microfinance profitability literature.
This includes liquidity, non-deposit liability to assets ratio, and management as a ratio of staff. For
liquidity, it refers to the ability of the institution to use its most liquid assets to pay its short-term
obligations (Pascal et al., 2017). In two articles that investigated the impact of liquidity on MFIs’
profitability, authors found that it might either have no impact (Ali et al., 2023) or a positive impact
(Pascal et al., 2017). However, the non-deposit liabilities to total assets ratio measures the share of
non-deposit sources (e.g., repurchase agreements, federal reserve bank loans, commercial papers,
etc.) from total assets. This ratio measures the ability of the MFI to generate cheap and qualified loans
when it does not have the necessary funds. Findings indicate that this variable has a positive impact
on both ROA and ROE (Fadikpe et al., 2022). For the management as a ratio of staff, it measures the
efficiency of team size within MFIs, and findings reveal that this variable exhibits no impact on ROA
(Estapé-Dubreuil & Torreguitart-Mirada, 2015).



African Review of Economics and Finance 19

4.2  Non-firm specific determinants:

Macroeconomic variables:

The first non-firm specific factors that were massively studied in the microfinance literature are
macroeconomic variables (Adusei et al., 2017; Ahmed et al., 2018; Chikalipah, 2017; Mersland et al.,
2011). This group of variables is represented by more than 30 variables that study the link between
MFIs and the economy (Anyangwe et al., 2022; Fithria et al., 2021; Sarpong-Danquah, Adusei, &
Al-Faryan, 2023). First, the (real) gross domestic product, which is a proxy for the overall production
within an economy, has been found to have either a positive impact (Ayayi & Wijesiri, 2022), a
negative impact (Campbell & Rogers, 2012; Fadikpe et al., 2022; Fithria et al., 2021; Ibrahim et al.,
2018; Shkodra, 2019), or no impact (Ahmed et al., 2018; Fadikpe et al., 2022; Gudjonsson et al.,
2020; Ibrahim et al., 2018; Tanin et al., 2019) on MFIs’ profitability. For some other macroeconomic
variables such as GDP growth (Afrifa et al., 2019; Awaworyi Churchill et al., 2018; Khachatryan et al.,
2017), GDP per capita (D’espallier et al., 2013; Nasrin et al., 2018; Zamore, 2018), and unemployment
(Afrifa et al., 2019; Barry & Tacneng, 2014; Churchill & Appau, 2020; Dabi et al., 2023; Shettima
& Dzolkarnaini, 2018; Strem et al., 2014), they also have different types of influence on MFIs’
profitability depending on the context of the study.

Nearly all contributions found no association between inflation and the profitability of MFIs
(Afrifa et al., 2019; Ahmed et al., 2018; Ali et al., 2023; Anyangwe et al., 2022; Awaworyi Churchill et
al., 2018), except some few exceptions (Cull et al., 2014; Daher Le Saout, 2015; Ibrahim et al., 2018).
Similarly, this association is also found between domestic credit by the financial sector (Sarpong-
Danquah, Adusei, & Frimpong, 2023) and MFIs’ profitability, and between human development
index (HDI) (Adusei et al., 2017; Igbal et al., 2019; Mersland & Qystein Strom, 2009; Pascal et
al., 2017) and MFIs’ profitability. Other variables that have been found to have no impact on the
profitability in the sector are GINI index (Chmelikov4 et al., 2019), country income (Berguiga et
al., 2020), remittances (Churchill & Appau, 2020), gross national income per capita (D’Espallier et
al., 2017), Heritage Index, which measures economic freedom (Chikalipah, 2017; Chmelikov4 et
al., 2019; Daher & Le Saout, 2015; D’espallier et al., 2013; Liaqat et al., 2023; Mersland et al., 2011;
Strem et al., 2014), agriculture value added to GDP (Khachatryan et al., 2017), total workforce (Gul
et al., 2017), and price level of investment (Campbell & Rogers, 2012). While some macroeconomic
variables such as national wealth (Anyangwe et al., 2022), financial access (Anyangwe et al., 2022),
private credits (Awaworyi Churchill, 2017), and remittances (Awaworyi Churchill, 2017) positively
influence the profitability of MFIs, other such as real interest rate (Ali et al., 2023), variation of
foreign exchange rate (Daher & Le Saout, 2015), and manufacturing share of GDP (Churchill &
Appau, 2020; Gul et al., 2017) have a negative influence.

Competition:

Some contributions indicate that the financial performance of MFIs is also influenced by the
level of competition in the market (Ahmad et al., 2020; Chikalipah, 2017; Pascal et al., 2017). First,
competition can be represented by the market share of MFIs, which has been found to have no impact
on ROA (Ahmad et al., 2020). Second, competition can be proxied by the market size, which itself is
represented by the potential number of borrowers, and results found a positive association between
this variable and MFIs’ profitability (Ahmad et al., 2020). Third, competition is also represented in
the literature by Boone indicator. This last variable measures the competition between existing MFIs
in a market using the relationship between their corresponding profits and marginal costs, and results
indicate that it has a positive impact on ROA (Kar & Bali Swain, 2018). For the remaining measures
of competition, findings indicate that they might have a negative influence on MFIs’ profitability
(Chikalipah, 2017), or mostly no impact at all (Chikalipah, 2017; Mersland & Qystein Strem, 2009;
Pascal et al., 2017; Randoy et al., 2015).
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World governance indicators:

Authors also assessed the relationship between world governance indicators and the performance
of MFIs (Anyangwe et al., 2022; Awaworyi Churchill et al., 2018). World governance indicators refer
to the various traditions and institutions by which authority in a country is exercised (Awaworyi
Churchill etal., 2018). This includes the process of how governments are selected and monitored, how
the government implements new policies, and how citizens along with the state respect institutions
that govern existing policies. These world governance indicators are divided into six different
dimensions.

First, the voice and accountability dimension measures the freedom of citizens to select their
government, freedom of speech, and freedom of association (Anyangwe et al., 2022; Awaworyi
Churchill et al., 2018). Findings indicate that this variable might have a positive, negative, or no
impact on both ROA and PM (Anyangwe et al., 2022). Second, political stability, which either
exhibits a negative or no impact on MFIs’ profitability, is the measurement of the likelihood that a
government can be stabilized by unconstitutional or violent means (Adair & Berguiga, 2014; Afrifa
et al.,, 2019; Anyangwe et al., 2022; Awaworyi Churchill et al., 2018; Gbandi et al., 2021; Gul et al.,
2017; Kar & Bali Swain, 2018). Other variables that were also used as a proxy for political stability
are political environment (Golesorkhi et al., 2019), political parties (Gul et al., 2017), political systems
(Mumi et al., 2020; Quayes & Joseph, 2017), governance index (Cull et al., 2014), power distance
(Anyangwe et al., 2022), and country policy and institutional assessment (Gbandi et al., 2021).

Third, government effectiveness measures the quality of public services and its independence
from political pressures (Awaworyi Churchill et al., 2018). This variable can also be referred to in the
literature as institutional quality (Awaworyi Churchill, 2017; Awaworyi Churchill et al., 2018) or
institutional distance (Golesorkhi et al., 2019), and can either have a negative impact or no impact on
the profitability of MFIs. Fourth, regulatory quality refers to the ability of the government to put
in place policies that promote the development of the private sector, which is likely to negatively
or have no impact on MFIs’ financial revenues (Anyangwe et al., 2022; Awaworyi Churchill, 2017;
Awaworyi Churchill et al., 2018). Fifth, the rule of law measures the degree to which citizens and
institutions respect and abide by the rules of society such as contract enforcement. Results indicate
that this variable has no impact on MFIs’ profitability (Afrifa et al., 2019; Gbandi et al., 2021). Sixth,
the control of corruption measures the degree to which power is exercised in an economy (Awaworyi
Churchill, 2017; Awaworyi Churchill et al., 2018). This variable can also be referred to as corruption
of freedom (Chikalipah, 2017) or lack of corruption (Chmelikova et al., 2019), and can either have a
positive or a negative impact on MFIs’ profitability (Awaworyi Churchill, 2017; Awaworyi Churchill
et al., 2018; Chikalipah, 2017; Chmelikovi et al., 2019; Gbandi et al., 2021; Gul et al., 2017; Kar &
Bali Swain, 2018).

Legal factors:

Many authors also investigated the impact of various legal factors on MFIs’ profitability (Daher
& Le Saout, 2015; Gul et al., 2017; Sarpong-Danquah, Adusei, & Magnus Frimpong, 2023). By
definition, legal factors represent all the determinants that arise from changes to the regulatory
environment and affect a large share of the economys, if not all. In the context of this SLR, authors
were interested in assessing the relationship between the time to start a business and profitability as
this variable has a direct impact on various types of loans (e.g., loans for small businesses, solidarity
loans, and group loans), and result indicate that no significant relationship has been identified between
the variables (Anyangwe et al., 2022). Another study assessed the association between the cost to
start a business and MFIs’ profitability and found a negative relationship (Gul et al., 2017). Similarly,
the number of procedures to start a business negatively impacts on MFIs’ financial revenue (Gul et
al., 2017).

Legal factors include other variables that are the time to enforce a contract (Anyangwe et al.,
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2022; Gul et al., 2017; Sarpong-Danquah, Adusei, Frimpong, 2023), the cost of claim (Sarpong-
Danquah, Adusei, Frimpong, 2023), judicial efficiency (Sarpong-Danquah, Adusei, & Al-Faryan,
2023; Sarpong-Danquah, Adusei, & Magnus Frimpong, 2023), buffer capital (Afrifa et al., 2019), and
the property rights index (Chikalipah, 2017; Daher & Le Saout, 2015). Results show that each of
these legal variables can exhibit a different impact depending on the country/region of study.
Other non-firm determinants:

Other non-firm determinants that influence the financial performance of MFIs include demo-
graphic and ethnic variables. For demographic variables, they include total population (Campbell
Rogers, 2012), rural population (Chmelikov4 et al., 2019; Cull et al., 2014; Daher Le Saout, 2015;
Khachatryan et al., 2017), population density (population per unit land area) (Awaworyi Churchill,
2017; Churchill Appau, 2020), workforce with no financial revenue (Gul et al., 2017), and MFIs’
target population (Omri Chkoundali, 2011). Each of these variables has a different influence on
MEFIs’ profitability depending on the context of study. Concerning ethnic variables, it is proxied
by many subcategories that include language, religion, and cultural variables. Language variables
assess the impact of language fractionalization and global language on the performance of MFIs. For
language fractionalization, it is the probability that two randomly chosen individuals in one country
do not speak the same languages (Chmelikové et al., 2019). Findings indicate that this variable can
have either a positive influence (Churchill & Appau, 2020) or a negative influence on MFIs’ ROA
and PM (Awaworyi Churchill, 2017; Chmelikov4 et al., 2019). Similarly, the impact of the shared
global language within a country can have different implications on MFIs’ performance (Golesorkhi
et al., 2019).

Religion variables are proxied by the main religion within an economy and religious fractional-
ization. This last variable is the probability that two randomly selected individuals are not from the
same religious group. Findings highlight that this variable might have different natures of the impact
exhibited on MFIs’ profitability (Awaworyi Churchill, 2017; Chmelikovi et al., 2019). Likewise,
language variables are proxied by language/linguistic fractionalization, and the global language
shared within the country, and different types of impacts are found (Awaworyi Churchill, 2017;
Chmelikovi et al., 2019; Churchill & Appau, 2020; Golesorkhi et al., 2019).

Finally, cultural factors include different variables. First, many authors attempted to identify
the link between Hofstede cultural dimensions and MFIs’ performance. This index is a framework
that enables studying cultural differences using six dimensions that are: power distance, which is the
high acceptance of hierarchy vs. striving for equality, individualism vs. collectivism, which is the
low-knit vs. tightly knit social framework, masculinity versus femininity, which is the preference for
achievement and material rewards vs. preference for modesty and caring for the weak, uncertainty
avoidance, which is the low tolerance for unorthodox ideas vs. relaxed attitude towards unorthodox
ideas, long-term orientation vs short-term normative orientation, indulgence vs. restraint, which
is valuing the satisfaction of human needs and desires vs. striving for aligning to social norms
(Anyangwe et al., 2022; Golesorkhi et al., 2019). Other cultural factors include variables such as
ethnic fractionalization, which is the probability that two individuals are not the same ethnicity
(Awaworyi Churchill, 2017; Chmelikov4 et al., 2019; Churchill & Appau, 2020), and the level of
generosity within societies (Chmelikova et al., 2019). Each of these variables has a specific impact on
MEFIs’ financial performance.

4.3 Conceptual framework:
Building on the empirical evidence synthesized in this review, Figure 4 presents a conceptual
framework for understanding MFIs’ profitability determinants. The framework advances beyond
a simple taxonomy of internal versus external factors by incorporating theoretically grounded
expectations about the direction and conditionality of effects.

The framework is organized around four categories of determinants, each anchored in a distinct
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theoretical tradition. First, resource-based and internal capability factors (derived from RBV) include
MEFI characteristics such as size, age, and legal status. These variables capture the accumulated
organizational resources and competencies that enable MFIs to serve their target markets effectively.
The review evidence suggests that larger and more mature MFIs tend to exhibit higher profitability,
consistent with the RBV prediction that experience-based capabilities are difficult to replicate and thus
constitute sources of sustainable advantage. However, the effects of legal status are more ambiguous,
reflecting the distinct resource profiles of different organizational forms.

Second, balance-sheet and portfolio structure factors (derived from financial intermediation
theory) encompass capital structure, loan portfolio characteristics, and cost variables. Financial
intermediation theory predicts that efficient management of assets, liabilities, and operating costs
should enhance profitability. The review finds robust support for the negative effects of portfolio at
risk and operating expenses on profitability, consistent with the costs of information asymmetries
and monitoring. The effects of leverage and funding sources, however, are more context-dependent,
reflecting the heterogeneity in MFIs’ access to capital markets and their relative costs of debt versus
equity financing.

Third, governance and ESG factors (derived from institutional theory and the mission drift
literature) include board composition, gender diversity, and environmental and social practices.
Institutional theory suggests that governance structures serve both substantive efficiency functions and
symbolic legitimacy functions. The review evidence indicates that governance quality, particularly
board independence and gender diversity, is generally associated with improved profitability, though
the magnitude of effects varies across institutional contexts. ESG variables remain understudied,
representing a frontier for future research.

Fourth, macro-institutional and competitive environment factors (derived from institutional
theory) include macroeconomic conditions, regulatory frameworks, governance indicators, and
market competition. The review finds that inflation, GDP growth, and institutional quality indicators
exert significant but variable effects on profitability. Notably, regulatory supervision exhibits a
nuanced relationship: while prudential regulation may impose compliance costs, it can also enhance
legitimacy and access to funding, with net effects depending on the proportionality of the regulatory
framework to MFIs’ capacities.

The evidence also suggests that the profitability effects of internal variables such as leverage,
outreach depth, and cost structures are contingent on external conditions. For instance, high leverage
may be more detrimental to profitability in volatile macroeconomic environments, while depth of
outreach (serving poorer clients) may contribute more positively to profitability in contexts with
stronger legal enforcement and more developed microfinance infrastructure. These interaction
effects align with the theoretical expectation that MFIs’ strategic choices must be calibrated to their
operating environments.

The mission drift tension is represented in the framework through the outreach—profitability
nexus. The review evidence does not support a universal trade-off; rather, the relationship between
outreach depth and profitability appears contingent on operational efficiency, funding structure, and
institutional context. MFIs that achieve high efhiciency and appropriate capital structures may be able
to serve poorer clients without sacrificing financial sustainability, whereas those with higher cost
structures face sharper trade-offs. This nuanced finding underscores the importance of examining
interaction effects and contextual contingencies in future empirical work.
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Firm-Specific Determinants:

Resource-Based Factors (RBV): Balance-Sheet Factors (FIT):
- MFI Size & Age - Capital Structure & Leverage
- Legal Status - Loan Portfolio Characteristics
- Institutional Experience - Cost Structure & Efficiency
Governance & ESG Factors: Outreach Variables (Mission Drift):
- Board Composition & Diversity - Average Loan Size
- Gender Diversity - % Female Borrowers
- ESG Praclices - Rural vs. Urban Focus
Profitability
(ROA, ROE, PM)

Non-Firm-Specific Determinants:

Macro-Institutional & Competitive Environment (Institutional Theory):

- Macroeconomic Conditions (GDP Growth, Inflation)
- Regulatory & Legal Frameworks
- Market Competition & Concentration
- Country-Level Governance Indicators (WGI)

- Cultural & Demographic Variables

Figure 4. Conceptual framework

(Source: Authors’ compilation)

5. Discussion and paths for future research

The objective of this research is to ascertain the primary factors influencing the profitability of
MFIs. Using the systematic literature review method, this study identifies various research patterns,
discrepancies, and gaps that are examined as follows.

As previously mentioned, studies that investigate the determinants of MFIs’ profitability have
experienced a growing interest in the most recent years. However, a small decline has been noticed
in terms of the number of publications starting 2017. The nascent nature of the microfinance field,
characterized by its immaturity and the absence of a clear consensus among variables, underscores
the critical need for an increased volume of publications. Scholars and academics play a pivotal role
in advancing the understanding of microfinance dynamics by contributing to the existing body of
knowledge. Given the distinctiveness of determinants influencing MFIs’ profitability, varying not
only across individual MFIs but also among different countries, it becomes imperative to augment the
scholarly discourse with country-specific studies. Moreover, region-specific publications can serve
as valuable benchmarks, facilitating comparative analyses and a deeper comprehension of regional
variations.

A noteworthy consideration is the availability of datasets tailored for MFIs, such as the globally
accessible MIX Market Dataset. Despite the widespread availability of these datasets, there remains
an underutilization by academics and scholars. This untapped resource addresses the perennial
challenge of data availability, presenting a unique opportunity for researchers to conduct empirical
investigations in the field. By harnessing these datasets, scholars can contribute to filling the existing
knowledge gaps and advancing our understanding of the intricate dynamics within the microfinance
field.

Furthermore, recognizing the scarcity of publications specifically addressing the determinants
of MFIs’ profitability within individual journals, there is a pressing need for publishers to actively
promote and incentivize contributions in this specialized field. Encouraging scholarly work in
microfinance can be achieved through targeted efforts, such as dedicated calls for papers, special
journal issues, or collaboration with academic institutions and industry experts. Publishers play
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a pivotal role in shaping the scholarly landscape, and by fostering an environment conducive to
microfinance research, they can catalyze the growth of knowledge in this domain.

Within microfinance literature, it is imperative to acknowledge the prevailing dominance of
quantitative analysis. However, the adoption of qualitative methodologies, particularly the utilization
of case studies, assumes paramount significance. These qualitative approaches serve as instrumental
tools for scrutinizing the pivotal success elements and narratives that have exerted a substantive
influence on the financial performance trajectories of MFIs across diverse national contexts. Positioned
as indispensable conduits of nuanced understanding, these case studies transcend the confines of
numerical paradigms. Their inherent value resides not solely in the dissection of success-contributory
factors but equally in their function as repositories of experiential wisdom. Functioning as exemplary,
they not only illuminate the path to success but also offer a repository of discernments for other MFIs
seeking to derive instructive insights. Within this interconnected sphere, the scholarly exploration of
qualitative dimensions emerges as a catalyst for collective learning and perpetual refinement within
the microfinance field.

Beyond research volume and methodology, this review reveals several important patterns and
contradictions in the literature. While variables such as MFI size, age, and portfolio quality appear
frequently across studies, their influence on profitability indicators (e.g., ROA, ROE, PM) remains
inconsistent across contexts. For instance, several studies find that larger MFIs are more profitable
due to economies of scale and diversification (Tchakoute Tchuigoua, 2014; Mersland & Strom, 2009),
while others report that smaller MFIs tend to perform better in terms of operational efficiency,
especially in localised markets (Quayes, 2012; Tehulu, 2013). Similarly, while the PAR is commonly
associated with lower profitability, given its impact on loan quality, studies such as Alam & Ma-
sukujjaman (2011) and Nwachukwu & Ojo (2021) found the relationship to be statistically weak or
insignificant depending on the lending model and regulatory environment. These mixed findings
call for cautious generalization and emphasize the importance of context-sensitive empirical studies.

The contradictory findings observed across studies can be systematically interpreted through
the theoretical scaffold developed in this review. Rather than attributing heterogeneity solely to
"context," the framework identifies specific mechanisms through which determinant effects may
vary.

First, the resource-based perspective helps explain why the effects of MFI characteristics such
as size and age are generally positive but exhibit diminishing or non-linear patterns. Larger MFIs
benefit from economies of scale and accumulated experience, yet these advantages may plateau or
even reverse if growth outpaces managerial capacity or if diversification erodes core competencies.
Similarly, older MFIs possess deeper tacit knowledge but may face organizational rigidities. These
patterns are consistent with RBV’s emphasis on the path-dependent nature of capability development
and the risks of capability erosion.

Second, financial intermediation theory illuminates the robust negative effects of portfolio risk
and operating costs on profitability. MFIs operating in contexts with higher information asymmetries
(e.g., weaker credit information systems, greater geographical dispersion of clients) face steeper
monitoring costs, which compress margins regardless of other factors. Conversely, MFIs that develop
innovative mechanisms to reduce information asymmetries, such as group lending with joint liability,
progressive lending, or technology-enabled monitoring, can achieve profitability even while serving
higher-risk clients. The heterogeneous findings on capital structure reflect the varying costs of
different funding sources across institutional environments: deposits may enhance profitability where
regulatory frameworks permit their mobilization, whereas reliance on commercial debt may erode
margins in contexts with underdeveloped capital markets.

Third, institutional theory accounts for the significant but variable effects of regulatory supervi-
sion, legal status, and country-level governance indicators. The literature reveals that regulated MFIs
do not uniformly outperform unregulated peers; rather, the net effect depends on the proportionality
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of regulation to institutional capacity and the legitimacy benefits conferred in specific markets. In
contexts where regulatory frameworks are designed with MFIs’ dual mission in mind, supervi-
sion may enhance access to commercial funding and depositor trust without imposing excessive
compliance burdens. In contrast, regulations designed for commercial banks may disadvantage
MFIs by requiring costly capital reserves or restricting the flexibility of lending products. This
institutional contingency explains why studies in different regions reach divergent conclusions about
the profitability effects of regulation.

Fourth, the mission drift literature provides a framework for understanding the contested rela-
tionship between outreach depth and profitability. The empirical evidence does not support a simple
trade-off; rather, the relationship is moderated by operational efhiciency and contextual factors. MFIs
that achieve high staff productivity and low operating expense ratios can profitably serve poorer
clients, as efficiency gains offset the higher per-unit costs of smaller loans. Conversely, MFIs with
weaker operational capabilities face sharper outreach—profitability trade-offs, potentially leading to
mission drift as they pursue financial sustainability. This finding aligns with Mersland and Strem’s
(2010) observation that mission drift is not inevitable but depends on managerial choices and com-
petitive conditions. Importantly, the direction of the outreach—profitability relationship may also
depend on whether female borrowers and poorer clients exhibit higher or lower repayment rates in
specific contexts, a factor shaped by cultural norms, enforcement mechanisms, and social capital.

The interaction between firm-specific and macro-institutional factors emerges as a critical but
understudied dimension. The review identifies several indicative patterns: (i) leverage appears
more negatively associated with profitability in countries with higher macroeconomic volatility,
suggesting that external shocks amplify the risks of debt financing; (ii) depth of outreach contributes
more positively to profitability in countries with stronger rule of law and more effective contract
enforcement, consistent with the prediction that legal institutions reduce the costs of serving riskier
borrowers; and (iii) the profitability premium of larger MFI size diminishes in more competitive
markets, reflecting the erosion of scale advantages when rivals can easily enter and imitate. While
these interaction effects are not systematically tested in most primary studies, they represent a
promising avenue for future research that could move the field beyond cataloguing main effects
toward identifying the boundary conditions of profitability determinants.

Another emerging trend is the growing attention given to governance-related factors, including
gender diversity, ESG practices, and board structure, in shaping MFIs’ financial performance. For
example, Mersland & Strem (2009) show that MFIs with female CEOs and a higher proportion of
female clients tend to perform better financially, whereas Hartarska (2005) finds no strong correlation
between governance characteristics and financial outcomes. Such divergence highlights the need
for more granular and longitudinal research that accounts for institutional maturity, governance
capacity, and the alignment between social mission and financial objectives.

From a practical standpoint, the findings underscore the need for MFI managers to balance
outreach expansion with risk management, especially in competitive or low-income markets. Opera-
tional strategies that enhance cost control, improve staff productivity, and integrate gender-inclusive
approaches may yield profitability benefits. Likewise, regulators should aim to create proportionate
regulatory environments that account for the unique structure and social objectives of MFIs.

The present research has meticulously identified a multitude of variables that exert a direct
influence on the profitability of MFIs. It is crucial to emphasize that certain variables such as size,
age, regulatory frameworks, and gross loan portfolio among others have been subject to extensive
investigation within the field. Notwithstanding the depth of scrutiny, a conspicuous absence of
consensus emerges within specific countries regarding the impact of these variables on the ROA,
ROE, and PM of MFIs. Consequently, scholars must exercise caution in presuming a univocal impact
of specific variables on MFI profitability. The imperative for empirical investigations is underscored
by the dynamic nature of these impacts, which may vary across countries or regions and evolve over
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time.

While the extant literature has dedicated substantial attention to certain variables, there exists
a noticeable dearth of exploration regarding others. Variables such as HDI, World Governance
Indicators, ESG variables, and ethnic/cultural determinants represent understudied dimensions with
potentially profound implications for MFI performance. Therefore, comprehensive investigations into
these variables across diverse economies are warranted to elucidate their influence on the multifaceted
landscape of MFIs.

Finally, and to enhance the visibility of microfinance-related research, publishers might consider
partnering with institutions in the industry or might establish recognition programs for outstanding
contributions to the field. By doing so, they not only acknowledge the significance of research in
this area but also motivate scholars to delve deeper into the intricacies of MFIs’ profitability. This
collaborative effort between publishers and the academic community can contribute to a richer and
more nuanced understanding of the factors influencing the financial success of MFIs, thereby offering
actionable knowledge that can guide managers and regulators in aligning financial sustainability
with social impact.

In consideration of the identified research gaps outlined above, the ensuing research directions
are poised to delineate the future trajectory of the microfinance literature:

* Increasing the volume of publications: The number of publications should increase to further
understand the determinants of MFIs’ financial performance across various economies.
Utilizing available datasets: The existing available datasets that are easily accessible by academics
and scholars present an opportunity for researchers to conduct empirical investigations and fill
knowledge gaps.

Investigating understudied variables: There should be a call for comprehensive investigations
into these understudied variables (e.g. HDI) across diverse economies.

Conducting qualitative studies: Academics should focus on using qualitative methods to deepen
the understanding of individual or group of MFIs. This presents important knowledge for
emerging MFIs.

* Role of scholars and academics: Scholars and academics can play a crucial role in advancing
microfinance understanding by conducting country-specific studies given the distinctiveness of
determinants across individual MFIs and countries.

Role of publishers: Urgency for publishers to actively promote and incentivize contributions in
microfinance. Suggestions include calls for papers, special journal issues, and collaboration with
institutions and experts.

6. Conclusions, limitations, and contributions

The examination of MFIs’ performance is a prominent subject in the development of the microfinance
literature. While many systematic reviews or research assessments predominantly address microfi-
nance from the demand side (Hermes & Hudon, 2018), analyzing its impact on clients, this study
stands out by providing a literature review centered on the supply side, shifting focus on evaluating
the performance of MFIs. More specifically, this study centers its attention on the comprehension
of the various factors that influence the financial performance of these institutions. This is mainly
because profitable MFIs have higher self-sufficiency compared to non profitable ones (Tchakoute
Tchuigoua, 2014), which allows them to achieve continuity of operations (Awaworyi Churchill,
2020), and thus, achieving their social mission of helping the poor.

This article significantly enhances the microfinance field’s understanding by systematically
reviewing the existing literature that delves into the determinants shaping the financial performance
of MFIs. The empirical landscape in this field is notably constrained, as evidenced by the examination
of 861 articles initially extracted from the Scopus database, revealing that a mere 101 articles directly
or indirectly address the assessment of MFIs’ profitability. The discerned findings illuminate two
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overarching categories of variables: firm-specific and non-firm-specific. Firm-specific variables
encompass diverse aspects intrinsic to the institution, including the institutions’ characteristics,
outreach, personnel, productivity, cost, and capital structure. Conversely, non-firm-specific variables
encapsulate external factors with the potential to influence the financial performance of MFIs,
such as macroeconomic conditions, legal considerations, world governance indicators, and market
competition dynamics, among various others. This comprehensive exploration not only navigates the
scarcity of empirical literature in the field but also contributes valuable insights into the multifaceted
determinants that shape the financial performance of MFIs.

The research identifies numerous variables influencing MFIs’ profitability, emphasizing that
certain variables have been extensively investigated (e.g., size, age, legal status, portfolio at risk, and
gross loan portfolio), yet a consensus is lacking within specific countries. Scholars are cautioned
against presuming a universal impact, highlighting the need for ongoing empirical investigations
due to the dynamic nature of these impacts. Understudied variables such as HDI, and ethnic/cultural
determinants warrant comprehensive investigations across diverse economies.

Findings also reveal that in recent years, there has been a growing interest in studies exploring
the determinants of MFIs’ profitability, although a slight decline in publications since 2017 has been
observed. The nascent nature of the microfinance field, characterized by its immaturity and lack of
consensus among variables, emphasizes the crucial need for increased publications. For this, scholars
and academics should play a pivotal role in advancing understanding by contributing to the existing
knowledge by increasing the number of country-specific studies and region-specific publications, by
taking advantage of existing available datasets, and by increasing the number of qualitative studies.
Additionally, publishers are also urged to actively promote contributions in the microfinance field
through targeted efforts like calls for papers or collaboration, recognizing their pivotal role in shaping
the scholarly landscape.

It is crucial to acknowledge several limitations inherent in this study. First, while Scopus provides
comprehensive coverage of peer-reviewed journals in economics, finance, and development studies,
the exclusive reliance on a single database may have omitted relevant studies indexed only in Web
of Science, EconLit, or regional databases. A supplementary spot-check suggested that Scopus
captured approximately 90% of highly cited empirical work on MFI profitability; however, some
studies, particularly those published in journals with limited international indexing or in non-English
languages, may have been missed. Additionally, the exclusion of grey literature (working papers,
policy reports, dissertations) means that emerging or unpublished findings are not represented.
Future systematic reviews should consider multi-database searches and the inclusion of grey literature
to enhance comprehensiveness, while acknowledging the trade-offs in terms of quality control
and replicability. In conclusion, delving into the financial performance of MFIs stands as a pivotal
endeavor, given that attaining heightened profitability is integral to sustaining their operations
and fortifying their capacity for realizing their broader social mission. This SLR serves as a vital
resource, offering a comprehensive elucidation of variables that purportedly exert a direct influence
on the profitability of MFIs. Scholars are urged to leverage the insights gleaned from this study to
meticulously select determinants of MFIs’ profitability and embark on empirical analyses, specifically
tailoring their investigations to country-specific or regional contexts. By doing so, researchers can
contribute substantively to the discourse, proffering policy recommendations that hold the potential
to enhance the financial performance of these institutions, thereby fortifying their ability to fulfill
their critical social mission. Based on the findings, MFIs are encouraged to focus on optimizing
internal cost structures, improving portfolio quality, and investing in staff productivity. At the same
time, efforts to broaden outreach, particularly among women and underserved populations, should
be balanced with adequate risk mitigation strategies. Policymakers and regulators, in turn, should
work to stabilize the macroeconomic environment, ensure proportional regulatory oversight, and
facilitate inclusive financial infrastructure to create a supportive ecosystem for MFIs’ profitability.
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Future research should move beyond identifying profitability determinants and focus on un-
derstanding their interactions and evolution over time. Priority areas include: (1) investigating the
impact of digitalization and fintech solutions on MFI profitability, particularly in remote or under-
served markets; (2) conducting longitudinal studies that track how determinant variables shift under
economic shocks or policy reforms; (3) exploring the moderating role of institutional and cultural
contexts through cross-country comparative research; and (4) integrating mixed-method approaches
that combine financial data with stakeholder interviews to better understand causal pathways and
strategic decisions within MFIs. This would allow researchers to contribute meaningfully to the field
by offering policy recommendations that can improve MFIs’ financial performance and strengthen
their ability to achieve their social mission.
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