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ABSTRACT 

	
Aims: The study aimed to investigate the effects of credit risk on the profitability and sustainability of micro-financial institutions (MFIs) in Sub-Saharan Africa. Given the critical role that MFIs play in financial inclusion and economic development, understanding how credit risk affects their operational efficiency is essential for ensuring long-term financial stability.
Study design: This research adopted a mixed-methods approach, integrating both explanatory and descriptive research designs to explore the causal relationship between credit risk and MFI performance, while also offering contextual insights into how these risks manifest in practice.
Place and Duration of Study: The study was conducted across 12 selected countries in Sub-Saharan Africa representing approximately 25% of the region’s nations and spanning West, East, and Southern Africa. Data collection took place between August 2024 and March 2025.
Methodology: The study utilized both primary and secondary data sources. Primary data were gathered through online surveys and semi-structured interviews with MFI employees and managers. A sample of 385 participants was selected using stratified random and purposive sampling techniques. Descriptive statistics were conducted using SPSS to analyze survey data, while thematic analysis was used for qualitative interview data. Regression analysis was employed to test the hypothesis regarding the influence of credit risk on profitability and sustainability.
Results: The study found that credit risk has a significant negative effect on the profitability and sustainability of MFIs. Regression analysis revealed a coefficient of -0.318 (t = -3.457, p = 0.001), indicating that higher credit risk is associated with lower profitability and reduced operational stability. Descriptive statistics showed moderate to high concern for credit risk (mean = 3.68) alongside modest profitability (mean = 3.45) and sustainability (mean = 3.52), while interviews confirmed that loan defaults and non-performing loans continue to compromise financial performance despite robust risk assessment efforts.
Conclusion: Credit risk is a central challenge undermining both the financial performance and long-term sustainability of MFIs in Sub-Saharan Africa. Even with existing mitigation strategies, persistent defaults continue to erode profitability and operational stability. MFIs should strengthen credit appraisal using both financial and non-financial indicators, invest in staff training on risk assessment and monitoring, leverage digital tools for real-time borrower tracking, and align credit decisions with their risk appetite. Additionally, engagement with policymakers to enhance regulatory frameworks, combined with scenario analysis and stress testing, will support more resilient and sustainable operations.
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1. INTRODUCTION 

1.1 Background of the Study
Globally, microfinance institutions (MFIs) have emerged as critical players in advancing financial inclusion and poverty alleviation, particularly among low-income populations excluded from traditional banking services (Cull & Hartarska, 2023). They provide essential services such as microloans, savings, and insurance, thereby fostering entrepreneurship and community development. However, despite their potential, MFIs face persistent challenges in managing financial risks, especially credit risk the likelihood of borrower default which directly affects their profitability and long-term sustainability. Empirical studies from various regions underscore this relationship. For instance, in Peru, high credit risk was found to negatively influence profitability, largely due to increased loan loss provisions and restrictions on capital inflows (Matos Bautista, Martinez Luna & Ninanya Carnejo, 2022). Similar evidence from Bosnia and Herzegovina revealed that elevated credit risk during post-conflict reconstruction undermined MFI sustainability (Smolo, 2023), while research in Eastern Europe highlighted how weak credit risk frameworks reduced returns on assets and increased default rates in countries like Romania and Bulgaria (Kanellopoulos, 2022). In contrast, Germany demonstrated that stronger regulatory environments and robust credit risk assessment models significantly improved portfolio quality and financial outcomes. These global insights illustrate that effective credit risk management is universally linked to the financial health and sustainability of MFIs.
At the continental level, African MFIs face even greater exposure to credit risk due to economic volatility, limited regulatory enforcement, and challenges in borrower assessment (Dube & Kwenda, 2023). Empirical evidence consistently shows that weak credit risk management practices erode profitability and financial sustainability. In Southern Africa, particularly Zimbabwe and South Africa, poor borrower assessments and rising default rates have severely constrained institutional viability (Dube & Kwenda, 2023). In Nigeria, insufficient credit appraisal mechanisms have been identified as major contributors to institutional losses and declining sustainability (Jachi et al., 2021). Similarly, Kenyan microfinance banks have reported significant declines in profitability due to financial risks, with credit risk being the most prominent (Chepngetich, 2022). Importantly, several studies point to operational efficiency, staff training, and strong internal controls as vital strategies for mitigating these risks and safeguarding institutional performance (Omowole, Urefe, Mokogwu & Ewim, 2024; Nyirenda, 2024). These findings highlight that across Africa, credit risk management is not only a financial concern but also a developmental imperative, given the role MFIs play in poverty reduction and inclusive growth.
Focusing specifically on the Sub-Saharan African context, credit risk remains one of the most significant determinants of MFI profitability and sustainability. Studies in Kenya, Uganda, and Ghana demonstrate that institutions with robust credit risk frameworks such as effective loan screening, reliable credit scoring, and stringent collection procedures are more profitable and resilient in the face of defaults (Omowole et al., 2024; Nyirenda, 2024; Omokhoa, Odionu, Azubuike & Sule, 2024). Conversely, MFIs that lack these mechanisms face high non-performing loans (NPLs), diminished profitability, and in extreme cases, collapse. This context is particularly pressing in Sub-Saharan Africa, where financial inclusion is central to development goals, yet economic instability, unemployment, and weak infrastructure exacerbate borrower risk profiles. Understanding how credit risk affects both profitability and sustainability is therefore essential to ensuring that MFIs can continue to fulfill their developmental mandate while maintaining financial viability. Against this backdrop, this study investigates the effects of credit risk on the profitability and sustainability of MFIs within the Sub-Saharan region. Situating the research within global, continental, and local perspectives allows it to contribute to scholarly discourse while offering practical insights for policymakers, regulators, and financial institutions seeking to strengthen risk management frameworks and promote sustainable financial inclusion.
1.2 Problem Statement 
Effective credit risk management should serve as a cornerstone for strengthening the profitability and long-term sustainability of MFIs, enabling them to expand financial inclusion and support socio-economic development in Sub-Saharan Africa. When properly implemented, robust credit risk frameworks minimize non-performing loans, build investor confidence, and enhance institutional resilience. However, in practice, many MFIs in the region continue to struggle with weak credit risk management, resulting in rising default rates, reduced profitability, and, in some cases, institutional collapse. Although global and regional studies have established the critical role of credit risk in shaping MFI performance, there remains a significant gap in context-specific research within Sub-Saharan Africa, where unique economic, regulatory, and operational conditions pose additional challenges. Much of the existing literature has focused on national-level analyses for example, in Kenya or Nigeria without providing a broader regional perspective that captures common trends and contextual variations across countries (Omowole et al., 2024). Furthermore, while liquidity risk has received considerable scholarly attention, comparatively less research has examined the impact of credit risk on both profitability and sustainability at a cross-country level. This study seeks to address these gaps by investigating the effects of credit risk on the financial performance of selected MFIs in Sub-Saharan Africa, offering a comparative analysis that reflects both shared challenges and diverse practices. In doing so, it aims to generate empirical insights that inform stronger credit risk management strategies and policy interventions to support the long-term sustainability of MFIs in the region.

1.3 Research Question
In what ways does credit risk affect the profitability and sustainability of micro-financial institutions in Sub-Saharan Africa?

1.4 Research Objective 
To evaluate the effects of credit risk on profitability and sustainability among Sub-Saharan micro-financial institutions.

1.5 Hypothesis of the Study
H₀₁: Credit risk has no significant effect on the profitability and sustainability of micro-financial institutions in Sub-Saharan Africa.
1.6 Conceptual Framework
The conceptual framework illustrates the relationship between credit risk (independent variable) and profitability and sustainability of Sub-Saharan micro-financial institutions (dependent variable), with profitability and sustainability serving as the key dimensions of performance.

Figure 1 :Conceptual framework 
Independent variable                                                                               Dependent variable 
Credit Risk
· Non-Performing Loans (NPL) ratio
· Collection rate 
· Loan loss ratio
· Portfolio at Risk- PAR30
· Portfolio at Risk-PAR90
· 

Profitability and Sustainability 
· Profitability metrics (Return on Assets, Return on Equity, Operational Self-Sufficiency).
· Sustainability metrics (client retention, capital adequacy, ability to cover operational costs without subsidies).














Source: Author’s own configuration

High levels of credit risk (e.g., high NPLs or default rates) are expected to negatively affect MFIs’ profitability by reducing interest income and increasing provisioning costs. Over time, persistent credit risk may undermine sustainability by eroding capital, restricting lending capacity, and damaging institutional credibility. Conversely, effective credit risk management should enhance profitability and ensure the long-term sustainability of MFIs.

2. BRIEF LITERATURE REVIEW
This literature review examines how credit risk shapes the profitability and sustainability of MFIs in Sub-Saharan Africa, where MFIs are central to financial inclusion yet remain vulnerable to risk-induced performance pressures. The review is organized into three parts. The conceptual review clarifies the core constructs credit risk, profitability, sustainability, and micro-financial institutions to establish consistent definitions and measurement perspectives. Theoretical review then surveys the principal frameworks that underpin these concepts and explain their interrelationships, providing a lens for interpreting MFI performance under varying risk conditions. The empirical review synthesizes prior studies relevant to the region and topic, highlighting methodological approaches, key findings, and unresolved gaps that motivate the present investigation. This structure ensures a clear progression from concept definition, to explanatory theory, to evidence, culminating in a focused agenda for the current study.
2.1 Conceptual Review 
2.1.1 Credit Risk
Credit risk, defined as the potential financial loss resulting from a borrower’s inability or unwillingness to meet repayment obligations, is widely recognized as the most critical risk facing financial institutions (Yanenkova et al., 2021; Mpofu & Nikolaidou, 2018). While banks also contend with operational, interest rate, exchange rate, and fraud risks, credit risk poses the greatest threat to their stability, as defaults can deplete capital reserves and erode profitability. For MFIs, which primarily extend credit to underserved communities, this risk is even more pronounced given their clientele’s vulnerability to economic fluctuations and personal financial hardships (Siwale & Godfroid, 2022).
The implications of poor credit risk management are severe, often leading to liquidity challenges, reduced cash flow, and overall financial distress. Studies show that credit failures are a major contributor to the collapse of financial institutions, as observed in Nigeria where loan recovery problems significantly contributed to banking sector failures (Owojori, Akintoye & Adidu, 2011). Similarly, MFIs that fail to manage credit risk effectively face high levels of non-performing loans, threatening their sustainability and weakening investor confidence. Scholars such as Masavu (2022) and Lelgo & Obwogi (2018) highlight that borrower defaults and declining credit quality represent some of the most significant dangers to MFI performance and long-term survival.
To safeguard financial stability, MFIs must adopt comprehensive credit risk management strategies. These include thorough loan screening processes, effective monitoring, adequate collateral assessment, portfolio diversification, and appropriate loan pricing mechanisms (Naili & Lahrichi, 2022). Implementing such measures enables MFIs to reduce default rates and maintain sustainability while continuing their developmental mission of serving low-income and financially excluded populations. The capacity to balance risk management with financial inclusion objectives remains central to their profitability, resilience, and overall contribution to socio-economic development in Sub-Saharan Africa.
2.1.2 Profitability
Profitability is a core measure of business performance, reflecting an institution’s ability to generate income relative to its expenses. For MFIs in Sub-Saharan Africa, profitability is not only essential for sustainability but also for scaling financial inclusion efforts. Studies show that effective risk management practices such as strong loan recovery mechanisms and efficient asset utilization contribute significantly to profitability by reducing default rates and operational inefficiencies (Adelopo et al., 2018; Altavilla et al., 2018; Singh et al., 2021). Moreover, profitable MFIs are better positioned to expand their outreach to underserved populations, thereby reinforcing their dual mandate of financial performance and social impact.
Profitability, however, is highly sensitive to financial risks, particularly credit risk, liquidity risk, market risk, and interest rate risk. Credit risk remains the most critical, as borrower defaults directly erode revenue streams and capital reserves, especially in economically fragile contexts (Dimitropoulos et al., 2010; Lekhelebana, 2022). Interest rate risk also poses challenges when mismatches occur between lending and deposit rates, compressing margins and limiting earnings potential (Dimitropoulos et al., 2010). Exchange rate fluctuations further complicate profitability for MFIs engaged in foreign borrowing or cross-border transactions, with local currency depreciation leading to higher repayment costs and potential financial instability (Pradhan & Hiremath, 2020). Thus, understanding and mitigating these risks is vital for safeguarding the financial health of MFIs.
Assessing profitability in MFIs typically relies on financial performance ratios similar to those used in traditional banking. Common measures include return on equity (ROE) and return on assets (ROA), which capture earnings relative to equity and assets respectively, as well as financial leverage ratios that indicate the institution’s reliance on debt financing (Leite et al., 2019; Dardac & Barbu, 2015). Research highlights that MFIs with higher equity ratios tend to generate stronger returns, as profitability reflects both operational efficiency and resilience to shocks (Ceylan et al., 2014; Parvin et al., 2020). Ultimately, profitability serves as a key indicator of institutional viability, enabling MFIs to balance financial sustainability with their mission of advancing financial inclusion. 
2.1.3 Sustainability 
Sustainability in MFIs refers to the ability to maintain operations over the long term while balancing financial performance with social objectives (Cull & Hartarska, 2023). It encompasses not only financial viability but also institutional resilience, client outreach, and the capacity to withstand economic shocks. In the context of Sub-Saharan Africa, sustainability is crucial as MFIs operate in environments characterized by economic volatility, regulatory inconsistencies, and high poverty levels, which increase operational risk (Tadele, Roberts & Whiting, 2022). Achieving sustainability ensures that MFIs can continue providing financial services to underserved populations without relying excessively on external subsidies.
Financial sustainability, a key dimension of overall sustainability, is closely linked to profitability and effective risk management. Studies indicate that MFIs with strong financial management practices, including rigorous credit assessment and portfolio diversification, are better able to sustain operations over time (Omowole et al.,2024). Poor management of financial risks, particularly credit risk, can undermine both short-term profitability and long-term sustainability, leading to high non-performing loan ratios and reduced investor confidence (Atichasari et al.,2023). Sustainability, therefore, depends on striking a balance between social outreach objectives and financial discipline.
2.1.4 Micro-Financial Institutions (MFIs)
MFIs are specialized financial entities that provide credit, savings, and other financial services to low-income and underserved populations who typically lack access to conventional banking (Omowole et al.,2024). MFIs play a vital role in promoting financial inclusion, poverty reduction, and local economic development, particularly in Sub-Saharan Africa, where access to formal financial services remains limited (Kanellopoulos, 2022). By offering small loans, savings accounts, and insurance products, MFIs enable clients to invest in income-generating activities, manage risks, and improve household welfare. The operational model of MFIs differs from traditional banks, as they often focus on group lending, community-based assessment, and social collateral to mitigate credit risk (Jachi et al. 2021). These institutions typically serve clients with limited financial literacy, informal income streams, and high vulnerability to economic shocks, which amplifies the importance of robust risk management practices. Research shows that MFIs with structured credit assessment procedures, borrower education programs, and strong internal controls achieve higher repayment rates and improved financial performance (Smolo, 2023).
MFIs face unique challenges in balancing social objectives with financial sustainability. While their mission emphasizes poverty alleviation and financial inclusion, they must also generate sufficient revenue to cover operational costs and maintain solvency (Matos et al.,2022). In Sub-Saharan Africa, MFIs contend with high default rates, regulatory variability, limited capital access, and fluctuating macroeconomic conditions, which can threaten both profitability and sustainability (Dube & Kwenda, 2023). Consequently, the success of MFIs depends on their ability to integrate effective credit risk management, sound financial planning, and adaptive operational strategies to serve clients while remaining viable over the long term.
2.2 Theoretical Review 
2.2.1 Stakeholder Theory
Stakeholder theory, first articulated by Freeman (1984), emphasizes that organizations should consider the interests of all stakeholders not just shareholders to achieve long-term success. This approach highlights the importance of aligning the efforts of employees, clients, communities, business partners, and other relevant parties to mitigate risks that may affect performance (Mahajan et al., 2023). In the context of MFIs in Sub-Saharan Africa, stakeholder theory supports this study by illustrating how effective credit risk management requires coordination among managers, borrowers, regulators, and investors. Integrating stakeholder interests enables MFIs to reduce defaults, ensure compliance, and strengthen institutional sustainability, thereby enhancing both profitability and long-term viability (de Araújo Lima, Crema & Verbano, 2020).
2.2.2 Agency Theory
Agency theory, introduced by Jensen and Meckling (1976), addresses conflicts of interest between owners (shareholders) and managers, which may lead to suboptimal risk-taking and misallocation of resources (Smith, 1987; Morrell & Heracleous, 2015). Within MFIs, agency problems arise when management decisions on lending, risk exposure, or hedging do not align with shareholder objectives, potentially undermining profitability and sustainability (Ahmed, Fairchild & Guney, 2020; Mutugi, 2022). This theory underpins the study by highlighting the need for structured credit risk management practices and governance mechanisms that align managerial incentives with organizational goals, ensuring effective decision-making and value creation in MFIs (Sumantri, Kusnawan & Anggraeni, 2021; Conlon & Huan, 2019).
2.2.3 Financial Economic Theory
The Financial Economic theory, grounded in the Modigliani-Miller framework, posits that hedging and risk management reduce cash flow volatility and stabilize firm value, potentially enhancing overall financial performance (Ingrao & Sardoni, 2019). Applied to MFIs, this theory justifies the implementation of credit risk mitigation strategies, as reducing the variability of loan repayment and income streams can improve both profitability and sustainability (Iwedi, Anderson, Barisua & Zaagha, 2020). Providing a formal economic rationale for risk management, the theory underpins the study’s examination of how credit risk management mediates the relationship between credit risk exposure and business performance in Sub-Saharan MFIs.
2.3 Empirical Review
Kahihu (2021) exploration into the impact of credit risk on the sustainability of MFIs in Kenya reveals critical insights into how financial health is intertwined with operational viability. Their mixed-methods approach, which integrates quantitative data analysis with qualitative interviews from various stakeholders, provides a comprehensive view of the challenges faced by MFIs. The findings indicate that high levels of non-performing loans (NPLs) significantly hinder both profitability and sustainability, as these loans lead to increased financial strain and reduced operational capacity for MFIs. This situation creates a vicious cycle where diminished profitability restricts the ability to lend further, thereby limiting growth opportunities and potentially jeopardizing the mission of providing financial services to underserved populations. Furthermore, while the study effectively highlights current issues within the sector, it also identifies a notable gap: the absence of longitudinal data. Without such data, it becomes challenging to assess long-term trends and make informed predictions about future sustainability in light of fluctuating credit risks. This limitation suggests that further research incorporating longitudinal studies would be beneficial for understanding how credit risk evolves over time and its broader implications for MFIs in Kenya.
The research conducted on Ghanaian MFIs provides valuable insights into the relationship between credit risk management and financial performance (Kaldorf, 2022). This study highlights a significant correlation between robust credit risk assessment practices and enhanced profitability metrics. The researchers suggest that when MFIs implement effective strategies to evaluate and manage credit risk, they are likely to experience improved financial outcomes, such as higher returns on assets and equity. However, it is crucial to note that the study’s findings may be limited due to its exclusion of external economic factors that can also influence these financial metrics. For instance, macroeconomic conditions such as inflation rates, interest rates, and overall economic growth can significantly affect the lending environment and repayment behaviors of borrowers. Therefore, while the internal practices of MFIs play a critical role in their financial stability and growth prospects, understanding the broader economic context is essential for a comprehensive evaluation of their performance.
Hassan et al. (2022) comprehensive review of credit risk management strategies across several Sub-Saharan African countries provides critical insights into how these strategies impact the performance of MFIs. Their research indicates that the implementation of robust credit policies is positively correlated with enhanced profitability for MFIs. This suggests that when institutions adopt stringent credit risk management practices, they are likely to experience better financial outcomes. However, the authors also highlight significant regional disparities in the effectiveness of these strategies, which can be attributed to varying regulatory environments across different countries in the region. For instance, some nations may have more supportive regulatory frameworks that facilitate better enforcement of credit policies, while others may face challenges such as inadequate legal structures or lack of institutional support. These disparities underscore a critical weakness in the generalizability of their findings; what works effectively in one country or context may not yield similar results elsewhere due to these differing conditions. Thus, while robust credit policies are essential for improving MFI performance, their success is contingent upon the broader regulatory landscape and local contextual factors.
Study by Agbana, Bukoye and Arinze-Emefo (2023) delves into the intricate relationship between credit risk management practices and the financial performance of MFIs in Nigeria. The authors employed a quantitative research methodology, meticulously analyzing data collected from various MFIs over a five-year span. This extensive timeframe allowed for a comprehensive examination of trends and patterns in credit risk management and its impact on profitability. The findings revealed that effective credit risk management is crucial for enhancing the profitability of MFIs, primarily because it leads to reduced default rates among borrowers. MFIs can significantly improve their loan recovery processes, thereby ensuring a steady flow of income and sustainability in their operations by implementing robust credit assessment procedures and monitoring mechanisms. However, the study acknowledges a critical limitation: its exclusive focus on Nigeria may not provide insights applicable to other countries within Sub-Saharan Africa. This geographical constraint raises questions about the generalizability of the findings, as different countries may exhibit varying economic conditions, regulatory environments, and borrower behaviors that could influence the effectiveness of credit risk management strategies.
Munyasia (2023) latest investigation into Kenyan MFIs provides a comprehensive analysis of how technology adoption plays a crucial role in managing credit risks effectively while simultaneously enhancing overall business performance metrics, particularly return on assets (ROA). The study utilized quantitative methods to assess the impact of technological tools on risk assessment processes within these institutions. Their findings revealed a statistically significant positive relationship between the integration of technology and improved financial outcomes, suggesting that MFIs that leverage advanced technological solutions are better equipped to evaluate creditworthiness and mitigate potential defaults. This technological adoption not only streamlines operations but also contributes to more informed decision-making, ultimately leading to enhanced profitability as indicated by increased ROA. However, Munyasia (2023) also recognized limitations in their research, particularly concerning the diversity of their sample size across different regions within Kenya. This limitation raises questions about the generalizability of their findings and suggests that further research with a more diverse sample could provide deeper insights into the varying impacts of technology adoption across different contexts within the microfinance sector.
In their study, Mwakujonga and Komba (2024) focused on the critical relationship between credit risk management and operational efficiency within MFIs in Tanzania. They employed a case study methodology that involved conducting interviews with key personnel at selected MFIs to gather qualitative data on how credit assessment processes impact profitability. Their findings indicated that inadequate credit assessment procedures lead to higher rates of loan defaults, which in turn adversely affect the financial performance of these institutions. The implications of their research highlight the necessity for robust credit evaluation mechanisms to mitigate risks associated with lending practices. However, it is important to note that their qualitative approach may introduce biases due to the subjective nature of interview responses. This limitation can restrict the generalizability of their conclusions across different contexts or regions, as personal experiences and perceptions may not accurately reflect broader industry trends or challenges faced by all MFIs in Tanzania.
Bekele (2025) research provides valuable insights into how Ethiopian MFIs navigated credit risk challenges during the economic downturns triggered by external shocks. Their use of econometric modeling techniques allowed for a robust analysis of the financial behaviors and strategies employed by these institutions in response to unprecedented economic pressures. The findings indicated that MFIs that adopted proactive credit management strategies were significantly more capable of sustaining profitability compared to those that lacked such measures. This suggests a critical link between strategic foresight in credit management and financial resilience during crises. However, the temporal focus of this study raises pertinent questions regarding its applicability in the post-pandemic landscape. As economies begin to recover and adapt to new realities, it is essential to consider whether the strategies identified as effective during the pandemic remain relevant or need adaptation in light of evolving market conditions and consumer behaviors. The dynamic nature of economic environments necessitates ongoing research to evaluate how MFIs can continue to innovate their credit management practices to mitigate future risks effectively.
The relationship between credit risk management practices and profitability among MFIs in Sub-Saharan Africa is a critical area of study that has garnered attention due to its implications for financial stability and economic development. Various studies have highlighted the importance of effective credit risk management as a determinant of profitability, indicating that MFIs with robust risk assessment frameworks tend to perform better financially. However, these studies also reveal significant gaps that must be addressed to gain a comprehensive understanding of this relationship. One major limitation is geographical; many existing studies focus on specific countries or regions within Sub-Saharan Africa, which may not provide a holistic view applicable across diverse contexts. Additionally, there is often a lack of longitudinal analyses that track the performance of MFIs over time, making it difficult to ascertain the long-term effects of credit risk management practices on profitability. Furthermore, qualitative methodologies can introduce biases that affect the reliability of findings, as they may rely heavily on subjective interpretations rather than objective data. Emerging challenges posed by technological advancements also complicate the landscape for MFIs. The rise of digital finance and fintech solutions presents both opportunities and risks that traditional credit risk management practices may not adequately address. As technology continues to evolve, MFIs must adapt their strategies to mitigate new forms of credit risk while leveraging technological innovations to enhance their profitability.
The current study focusing on 12 countries in Sub-Saharan Africa, could significantly contribute to filling these gaps. Encompassing a broader geographical scope, would allow this research for comparative analyses across different national contexts, thereby enhancing the generalizability of findings. This study will also utilize mixed-methods approaches that combine quantitative data with qualitative insights, thus minimizing biases associated with purely qualitative methodologies. Addressing these gaps through comprehensive research will not only advance academic understanding but also provide practical guidance for MFIs striving to enhance their profitability through improved credit risk management practices.

3. methodology 

This study adopted a mixed-methods approach, integrating both explanatory and descriptive research designs to investigate the effects of credit risk on the profitability and sustainability of MFIs in Sub-Saharan Africa. The explanatory component employed quantitative data and statistical techniques to analyze the causal relationships between credit risk and business performance, while the descriptive component used qualitative methods including semi-structured interviews and focus group discussions with key stakeholders to explore how financial risks arise and affect institutional operations (Williams, 2021). A representative sample of MFIs from 12 strategically selected countries across West, East, and Southern Africa was chosen, encompassing diverse operational contexts, sizes, and service offerings. The sample size was determined using the standard formula for unknown populations (Cochran, 1977):

The formula used is:
 n=
Where:
· n = required sample size
· Z = Z-value (A common confidence level used in social sciences is 95%, corresponding to a Z-value of approximately 1.96).
· p = estimated proportion of the population that has the attribute of interest (if unknown, 0.5 is often used as it provides the maximum sample size)
· E = margin of error (0.05)
n=
n=
n=
n=384.16

Since it is not possible to have a fraction of a participant, the calculated sample size was rounded up to 385. Participants were selected using a combination of stratified random sampling across the three regions and purposive sampling for 12 key informants with expertise in microfinance.

To construct the credit risk variable, multiple indicators were combined, including Non-Performing Loans (NPL) ratio, loan default rates, loan loss provisions, and Portfolio at Risk (PAR). These indicators were normalized and aggregated into a single composite measure representing overall credit risk exposure, consistent with approaches used by Mpofu and Nikolaidou (2018) and Yanenkova et al. (2021). Similarly, the efficient business performance variable was created by integrating profitability metrics (Return on Assets, Return on Equity, Operational Self-Sufficiency) and sustainability metrics (client retention, capital adequacy, and the ability to cover operational costs without subsidies). Quantitative data were analyzed using SPSS to compute descriptive statistics and explore correlations, while qualitative data from interviews were examined using thematic analysis to identify patterns and contextual insights (Clarke & Braun, 2017; Field, 2024). Combining these approaches allowed for a robust assessment of how credit risk impacts both the financial performance and long-term sustainability of MFIs in Sub-Saharan Africa
4. results and discussion

4.1 Response Rate

The response rate represents the percentage of the selected sample that actively participated in the study by completing the research instruments. It is calculated by comparing the number of completed responses to the total number of individuals invited to participate. 

Figure 2 : Response Rate



Source: Primary data (2025)

As shown in Fig. 2, this study surveyed 385 microfinance employees across 12 countries in Sub-Saharan Africa and achieved a 55% response rate, with 210 questionnaires fully completed. According to Wu, Zhao, and FilsAime (2022), a response rate of 50% is considered adequate, while 60% is deemed good, positioning this study's rate within an acceptable range. Data collection was facilitated through a combination of Google Forms and the pick-and-drop method, enhancing accessibility and efficiency. In addition to the survey, 12 key informant interviews were conducted one in each country achieving a 100% response rate for the qualitative component. This full participation enhances the study’s validity and reliability by ensuring diverse perspectives on financial risk management were captured (Bell, Harley & Bryman, 2022). The robust response levels contribute significantly to the credibility and depth of the study’s findings on financial risk practices within MFIs in the region.

4.2 Respondents Demographic Profiles 

4.2.1 Gender 

The gender composition within MFIs plays a vital role in shaping key aspects of financial management, risk perception, and overall organizational performance. Analyzing gender representation helps to highlight the roles and contributions of different genders within these institutions, offering valuable insights that can inform more inclusive and empowering financial strategies. A clear understanding of gender dynamics can also support the development of targeted initiatives aimed at promoting financial inclusion and gender equity. The study’s findings on gender distribution are illustrated in Fig. 3.

Figure 3 : Gender 



Source: Primary data (2025)

The study identified a notable gender imbalance within the workforce of MFIs in Sub-Saharan Africa, with women comprising 60% and men 40% of employees. This higher representation of female staff aligns with broader societal shifts and policy efforts aimed at promoting gender equality in the workplace (Zhang, 2020). Research suggests that gender diversity can enhance organizational performance by introducing a range of perspectives, which is particularly valuable in strengthening relationships with female clients who often form the core customer base of MFIs (Hossain, Mia & Dalla Pellegrina, 2024). Nevertheless, a workforce dominated by women may require specialized training initiatives and sensitivity to gender-specific dynamics in management to fully leverage its potential and improve service delivery. Future studies are encouraged to explore how gender composition influences the operational efficiency and overall outcomes of MFIs.

4.2.2 Work Position 
The researcher gathered valuable insights from participants actively involved in the microfinance sector across various regions of Sub-Saharan Africa. The findings presented reflect the professional roles of the study’s participants, as summarized in Table 1, which outlines their distribution by job position. 

Table 1: Work position
	
	
	Frequency
	Percent
	Cumulative Percent

	Valid
	Executive management
	30
	14.3
	14.3

	
	Middle management
	60
	28.5
	42.8

	
	Operational staff
	90
	42.9
	85.8

	
	Support staff
	30
	14.3
	100

	
	Total
	210
	100.0
	


Source: Primary data (2024)

A significant portion of respondents (42.9%) were from operational staff, a group critical to understanding the day-to-day realities and practical implications of financial risk management within MFIs. Middle management made up 28.6% of the sample, offering a bridge between strategic decision-making and on-the-ground execution. In contrast, executive management and support staff each represented 14.3% of participants, indicating a relatively smaller contribution from these groups. This distribution suggests that the data is heavily influenced by frontline perspectives, which can provide actionable insights for improving operational efficiency and risk response. Prior studies emphasize the value of capturing diverse viewpoints, particularly those of operational staff, who often encounter organizational challenges that may not be fully visible to senior leadership (Tang, Quayes & Joseph, 2020; Tadele, 2021).

4.3 Descriptive Statistics

The evaluation of credit risk and its implications for profitability and sustainability among MFIs in Sub-Saharan Africa is crucial for understanding the broader financial landscape in this region. This section presents the findings derived from descriptive statistical analyses, focusing on key metrics such as mean and standard deviation. These statistics provide a foundational understanding of how credit risk influences the financial performance of micro-financial institutions, which are pivotal in promoting economic growth and stability within their communities.

Table 2: Descriptive statistics

	Variable 
	N
	Minimum
	Maximum
	Mean
	Std. Deviation

	Credit Risk
	
	
	
	
	

	CR1: Non-Performing Loans (NPL) ratio
	210
	1
	5
	3.70
	0.88

	CR2: Loan default rates
	210
	1
	5
	3.65
	0.91

	CR3: Loan loss provisions
	210
	1
	5
	3.68
	0.87

	CR4: Portfolio at Risk (PAR)
	210
	1
	5
	3.69
	0.90

	Credit Risk Overall Score
	210
	1
	5
	3.68
	0.89

	Profitability
	
	
	
	
	

	P1: Return on Assets (ROA)
	210
	1
	5
	3.44
	0.86

	P2: Return on Equity (ROE)
	210
	1
	5
	3.46
	0.84

	P3: Operational Self-Sufficiency
	210
	1
	5
	3.45
	0.85

	Profitability Overall Score
	210
	1
	5
	3.45
	0.85

	Sustainability
	
	
	
	
	

	S1: Client retention
	210
	1
	5
	3.50
	0.83

	S2: Capital adequacy
	210
	1
	5
	3.53
	0.82

	S3: Ability to cover operational costs without subsidies
	210
	1
	5
	3.53
	0.81

	Sustainability Overall Score
	210
	1
	5
	3.52
	0.82




Source: Primary data (2025)

The descriptive statistics indicate that participants generally perceive moderate to high levels of credit risk within the sampled MFIs, with an overall mean score of 3.68, suggesting notable concerns regarding non-performing loans, loan defaults, loan loss provisions, and portfolios at risk. Profitability measures, including ROA, ROE, and operational self-sufficiency, show a slightly lower overall mean of 3.45, implying that while MFIs maintain some level of financial performance, profitability is moderately affected, likely due to exposure to credit risk. Sustainability indicators, encompassing client retention, capital adequacy, and the ability to cover operational costs without subsidies, have an overall mean of 3.52, reflecting that MFIs experience moderate challenges in maintaining long-term operational stability. The standard deviations across all items, ranging from 0.81 to 0.91, indicate a relatively consistent perception among respondents, suggesting that credit risk has a perceptible negative impact on both profitability and sustainability within Sub-Saharan MFIs.
In the interviews conducted with top management from MFIs in Sub-Saharan Africa, several direct quotations reinforced the survey findings regarding the impact of credit risk on profitability and sustainability. One manager stated, 
“Credit risk is at the forefront of our decision-making process; without thorough assessments, we cannot ensure our institution’s longevity.” 
Another noted,
 “Our stakeholders are increasingly vocal about their concerns regarding credit defaults; it’s a pressing issue that we must address to maintain trust.” 
A third interviewee remarked, 
“Despite our rigorous creditworthiness evaluations, we still face challenges with loan defaults that directly affect our bottom line.”
These statements echo the survey results indicating high mean scores related to credit risk’s influence on loan approval decisions and stakeholder concerns. The convergence between the survey and interview findings highlights a shared recognition among MFIs of the critical role that credit risk plays in their operations. Both data sources indicate that while institutions are implementing comprehensive methods to assess borrower creditworthiness and regularly reviewing policies to mitigate risks, they still experience negative impacts on profitability due to increased default rates. This aligns with existing literature that emphasizes the importance of effective credit risk management in enhancing financial performance within microfinance sectors (Mwakujonga & Komba, 2024). Another study by Bekele (2025) also found that inadequate credit assessment procedures lead to higher rates of loan defaults, which in turn adversely affect the financial performance of these institutions. Kaldorf (2022) utilizing regression analysis on financial statements from various Ghanaian MFIs, highlights a significant correlation between robust credit risk assessment practices and enhanced profitability metrics. However, there is also a divergence noted in the perception of profitability growth. While the survey indicated measurable growth in profitability, some interviewees expressed skepticism about this growth being sustainable under current conditions. For instance, one manager commented, 
“We may see short-term profits, but if we do not tackle these credit risks head-on, long-term sustainability is at stake.” 
This sentiment reflects concerns found in literature suggesting that external economic factors and internal operational challenges can undermine profitability despite apparent growth (Hassan et al., 2022). Hence, both qualitative and quantitative findings underscore the complex relationship between credit risk management and financial sustainability in MFIs operating within Sub-Saharan Africa.

4.4 Inferential Statistics
To test the hypotheses regarding the effect of credit risk on the profitability and sustainability of Sub-Saharan MFIs, regression analysis was utilized. This statistical method enabled the researcher to evaluate the extent to which the independent variable credit risk impacts the dependent variable .

Table 3: Regression model analysis results 
	Variable
	Coefficient
	Std. Error
	Beta
	t-Statistics
	Sig.
	Tolerance
	VIF

	(Constant)
	4.215
	0.678
	
	6.211**
	0.000
	
	

	Credit Risk
	-0.318
	0.092
	-0.332
	-3.457**
	0.001
	0.941
	1.062




Source: Primary data (2025)

The regression analysis demonstrates that credit risk has a significant negative effect on the profitability and sustainability of micro-financial institutions in Sub-Saharan Africa. The coefficient for credit risk is -0.318, indicating that an increase in credit risk is associated with a decrease in profitability and sustainability metrics. The t-statistic of -3.457 and p-value of 0.001 confirm that this relationship is statistically significant at the 5% level. This finding aligns with theoretical expectations and prior research, which suggest that higher levels of non-performing loans, defaults, and portfolio at risk reduce the financial efficiency, capital adequacy, and operational stability of MFIs. In practical terms, each unit increase in credit risk corresponds to a 0.318-unit reduction in the efficient business performance of MFIs, highlighting the critical importance of effective credit risk management to safeguard institutional sustainability and profitability. These findings reject the null hypothesis and affirm that credit risk is a critical factor influencing the performance and long-term viability of microfinance institutions in the region. The findings of this study indicate that credit risk has a significant negative impact on the profitability and sustainability of micro-financial institutions (MFIs) in Sub-Saharan Africa, aligning with prior research that identifies credit risk as the most critical threat to financial institutions, as borrower defaults erode revenue, capital reserves, and operational stability (Yanenkova et al., 2021; Mpofu & Nikolaidou, 2018; Masavu, 2022). This result converges with evidence from Nigeria showing that poor loan recovery and high non-performing loans contributed to institutional distress, underscoring the importance of managing credit risk to protect both profitability and long-term viability (Owojori, Akintoye & Adidu, 2011; Lelgo & Obwogi, 2018; Siwale & Godfroid, 2022). 
Regarding profitability, the study confirms that MFIs’ financial performance is highly sensitive to credit risk exposure, echoing research that links effective risk management practices such as rigorous credit assessment, loan monitoring, and portfolio diversification to enhanced revenue retention and operational efficiency (Adelopo et al., 2018; Altavilla et al., 2018; Singh et al., 2021; Naili & Lahrichi, 2022), though the negative effect observed here is stronger than in some previous studies, likely due to heightened economic vulnerability, regulatory inconsistencies, and client financial instability in the region. In terms of sustainability, the results support prior findings that long-term institutional resilience depends on prudent financial management and effective mitigation of credit risk (Cull & Hartarska, 2023; Omowole et al., 2024; Atichasari et al., 2023; Tadele, Roberts & Whiting, 2022), while adding nuance by showing that poor credit risk management simultaneously undermines capital adequacy, client retention, and operational viability. The study demonstrates that failure to manage credit risk effectively can jeopardize both financial performance and social outreach objectives, highlighting the necessity of a holistic approach to risk management for achieving sustainable and profitable operations in Sub-Saharan MFIs. 
4. Conclusion
The study concludes that credit risk significantly affects the profitability and sustainability of MFIs in Sub-Saharan Africa. Despite efforts to mitigate risks through policy reviews and stakeholder engagement, persistent loan defaults continue to challenge financial performance and long-term institutional viability. Both quantitative and qualitative findings confirm that effective credit risk management is essential for maintaining profitability and sustaining operations, while regional and contextual disparities highlight the need for adaptable, context-specific risk strategies.
4.Recomendations 
Based on the study’s findings, it is recommended that MFIs in Sub-Saharan Africa strengthen their credit risk management to directly reduce loan defaults and protect profitability and sustainability. This can be achieved by enhancing credit appraisal processes with both financial and non-financial indicators, investing in staff training on risk assessment and loan monitoring, leveraging digital tools for real-time borrower tracking, and aligning all credit decisions with the institution’s risk appetite. Additionally, engaging with policymakers to improve regulatory frameworks and incorporating scenario analysis and stress testing into strategic planning will help MFIs anticipate risks, maintain operational efficiency, and ensure long-term financial resilience.
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 Acronyms, Abbreviations
GDP – Gross Domestic Product
ICT – Information and Communication Technology
MFI – Micro-Financial Institution
NPL– Non-Performing Loans
ROA– Return on Assets
ROE– Return on Equity
SPSS – Statistical Package for the Social Sciences
UNDP – United Nations Development Programme






[bookmark: _Toc185535638]Appendix 1: Questionnaire
Section A: Demographic Information
Instructions: Please fill in the following with the appropriate response to questions asked. 
	Variable
	Category
	Mark

	1.Gender/Sex
	Male
	

	
	Female
	

	2.Position within the MFI
	Executive Management (e.g., CEO, CFO)
	

	
	 Middle Management (e.g., Department Head, Branch Manager)
	

	
	Operational Staff (e.g., Loan Officer, Customer Service Representative)
	

	
	Support Staff (e.g., Administrative Assistant, IT Support)
	



Section B: Credit Risk Assessment 
Please indicate your level of agreement with the following statements credit risk using a scale from 1 (Strongly Disagree) to 5 (Strongly Agree):

	
	Statement
	1
	2
	3
	4
	5

	CR1
	Our MFI regularly monitors loan repayment patterns to identify potential defaults early.
	
	
	
	
	

	CR2
	We maintain detailed records of borrowers’ credit history to reduce risk.
	
	
	
	
	

	CR3
	Loan loss provisions are adequate and regularly updated to mitigate financial losses.
	
	
	
	
	

	CR4
	Our portfolio at risk (PAR) is reviewed periodically to manage high-risk loans effectively.
	
	
	
	
	



SECTION C: PROFITABILITY INDICATORS
Please indicate your level of agreement with the following statements credit risk using a scale from 1 (Strongly Disagree) to 5 (Strongly Agree):
	
	Statement
	1
	2
	3
	4
	5

	P1
	Our MFI consistently achieves targeted returns on assets (ROA).
	
	
	
	
	

	P2
	The return on equity (ROE) meets or exceeds industry benchmarks.
	
	
	
	
	

	P3
	Operational self-sufficiency is maintained without relying heavily on subsidies.
	
	
	
	
	



SECTION D: SUSTAINABILITY INDICATORS
Please indicate your level of agreement with the following statements credit risk using a scale from 1 (Strongly Disagree) to 5 (Strongly Agree):
	
	Statement
	1
	2
	3
	4
	5

	S1
	Our MFI has high client retention rates over the past three years.
	
	
	
	
	

	S2
	Adequate capital reserves are maintained to support long-term operations.
	
	
	
	
	

	S3
	Operational costs are sufficiently covered by internal revenue streams without external subsidies.
	
	
	
	
	




Appendix 2: Interview Guide 
1.	How does your institution assess credit risk when lending to clients?
2.	What impact does credit risk have on profitability?
3.	Could you share any quantitative data or trends observed over recent years?
4.	In terms of sustainability, how does managing credit risk contribute to long-term viability for your institution?
5.	Are there any specific practices or policies that have been effective in mitigating credit risk?


Response Rate	
Questionnaire	Interviews	0.55000000000000004	0.75	




Gender	
Female	Male 	0.6	0.4	

