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ABSTRACT

The performance of microfinance institutions is always influenced by different factors. It has remained, until recent
years, a hot topic among researchers. In our paper, we are particularly interested in studying the determinants of
the financial performance of microfinance institutions by taking into consideration the effect of anti-corruption
measures. To do this, we selected 29 microfinance institutions distributed across 8 developing countries in the
MENA region over the period from 2009 to 2018. We suggest a dynamic panel regression (Generalized Method
of Moments: GMM) in which the performance of microfinance institutions is evaluated based on two key
measures: return on assets (ROA) and operational self-sufficiency (OSS). Our findings indicate that financial
performance of microfinance institutions is positively affected by corruption control and liquidity, while it is
negatively influenced by the level of portfolio at risk.
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INTRODUCTION

Microfinance is a viable sector as it deals with the problem of poverty. It is increasingly regarded as a solution
to socio-economic challenges (Rogaly, 19906). So, it has remained resilient in the market to this day, given the
widespread diffusion of their institutions observed mainly in developing region. It provides various services such
as credit, savings, money transfers, advisory, and insurance to individuals who lack access to the traditional banking
system and have low incomes, with the aim of improving their living conditions. These services also aim to provide
financing opportunities to entreprencurs to help them develop income-generating activities, ultimately leading to
wealth creation (Bhandari, 2024).

Thus, financial performance is a key concern for microfinance institutions, which aim to maximize it by
reducing costs and risks to ensure sustainability.

However, like all sectors, this sustainability is influenced by illegal activities, most notably corruption.
Corruption is spreading increasingly worldwide, especially in poorer countries that need growth and development.
Microfinance could help achieve these goals by fighting corruption and operating ethically and transparently, which
would improve the effectiveness of institutions (Mohammad et al., 2017). In this regard, recent reports OECD
(2025) and the United Nations (2025) confirm that institutional integrity and transparency are essential elements
for achieving sustainable development goals, supporting the importance of ethical and sustainable microfinance.

Therefore, Liu and Liu (2025) show that the implementation of integrity and anti-corruption policies tends to
improve the quality of institutions and stimulates economic growth. In parallel, Kiiciik¢olak et al. (2025) underlines
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that effective control of corruption ensures financial development, facilitating the the sustainability of MFIs and
their access to capital.

In this context, the main objective of this study is to examine the effect of anti-corruption measures on the
financial performance of microfinance institutions, while also exploring other factors that may impact these
organizations.

The structure of this paper is organized as follows: Section 2 reviews the existing literature on financial performance
and corruption and outlines the research hypotheses. Section 3 describes the research methodology. Section 4
discusses the results, and finally, the paper concludes with a summary of key findings.

FINANCIAL PERFORMANCE AND CORRUPTION: LITERATURE REVIEW AND
HYPOTHESES

The financial performance of microfinance institutions

Financial performance is a major concern in the governance of microfinance institutions (MFILs) aiming to
maximize their profitability. Indeed, the financial performance evaluation of MFIs is similar to that of banks or
other financial institutions (Daher and Saout, 2013).

According to previous studies, the financial performance of MFIs is generally evaluated by the return on assets
(ROA) or return on equity (ROE). More specifically in microfinance, operational self-sufficiency and financial self-
sufficiency are indicators of financial performance measurement (Hermes and Hudon, 2019). The Operational
self-sufficiency (OSS) indicator is a fundemental measure of financial health in MFIs (Chaudhury et al., 2022). It
represents the ability of an MFI to cover its costs from its own income (Ferro-Luzzi and Weber, 2006). OSS is the
most commonly used financial performance indicator due to its simplicity compared to other indicators like ROA
(return on assets), which require more monitoring and necessary adjustments by the institution (Hartarska and
Nadolnyak, 2007).

The evaluation of these financial performance indicators is based on several determinants, whose investigation
is necessary.

In fact, Shkodra (2019) considered portfolio yield, institution size, and the age of the MFI as factors influencing
the determination of financial performance. He also emphasized macroeconomic variables such as inflation rate
and GDP growth rate. In addition, Zineelabidine et al. (2024) performed a study on 95 MFIs in Africa, highlighting
that the size of MFI correlate negatively with the efficiency of MFI, while, the decrease of GDP positively influence
1t.

Aemiro and Mekonnen (2012) used the number of borrowers per staff as a variable to measure MFI
productivity.

Fisman et al. (2006) identified four main determinants of financial performance: the interest rate ceiling, the
number of clients per loan officer, competitiveness, and the number of days required to obtain a first loan. A high
interest rate value in the MFI positively impacts its financial return. Furthermore, a larger number of clients per
loan officer has the same positive effect as a higher interest rate for the MFL.

Hypothesis 1: The number of active clients positively and significantly affects the performance of MFIs.

Ngumo et al. (2020) confirmed that liquidity risk and credit risk do not affect the financial performance of
MFIs in Kenya because the central bank sets a minimum liquidity ratio and microfinance institutions have low
credit risk levels. Liquidity risk occurs when an MFI is unable to satisfy its cash-flow needs or payment obligations
on time (Idama et al., 2014).

Add to this, Mucheru and Shukla (2017) analyzed the effect of cash management on the financial performance
of commercial banks in Rwanda. The results indicated that increased cash management led to improved financial
performance.

Similarly, Mwambui and Koori (2019) found that cash management and financial performance have a
positively moderate and significant relationship for microfinance banks in Nairobi City County, Kenya. Although,
Yimer (2024) shows that liquidity has a significant impact on the profitability of MFIs and recommends to adopt
better liquidity management to maintain the institution’s performance.

Hypothesis 2 : The liquidity has a positive and significant effect on financial performance of MFL

Furthermore, it is common for the percentage of non-performing loans, measured by the portfolio at risk (PAR)
for each MFI, to have a significant effect on the financial performance of the microfinance institution.
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In many jurisdictions and for many businesses, a non-performing loan is defined as a sum of money borrowed
where the borrower has not made the required payments for at least 90 days. It, also, represent the portion of the
principal or interest that has been in default for a period of 90 days (Dahal, 2023). In microfinance, loans are
generally extended for short periods, which explains the use of the PAR 30 days as a proxy for non-performing
loans (Mohamed and Elgammal, 2024).

Generally, once the borrower resumes payments on a non-performing loan, it becomes a performing loan,
sometimes even if the borrower has not caught up on all missed payments. In a sense, a non-performing loan is
either in default or close to it (Cortavarria et al., 2000).

In this regard, Bassem (2012) founds that the portfolio at risk (PAR) negatively and strongly influences the
tinancial performance of MFIs, and a high value of this risk indicator would block good results. The PAR reflects
an MFD’s ability to recover its loans, with a high value indicating low repayment rates, which causes a problem of
financial sustainability (Talel et al., 2024).

Thus, an MFI should focus on improving portfolio quality to ensure its sustainability, which is threatened by
an increase in the portfolio at risk (Barry and Tacneng, 2014). Therefore, the problem of loan defaults in MFIs,
measured by the PAR, becomes one of the main causes of hardship for lenders since cash operations, lending
capacity, financial return, and development capacity will be affected (Twesige et al., 2021).

Hypothesis 3: The percentage of PAR has a negative and significant impact on the financial performance of
MFTIs.

Corruption within microfinance institutions in the MENA region

The Middle East and North Africa (MENA) countries are located between Europe, Asia, and Africa. This
region is characterized by diverse cultural traditions, government structures, and levels of economic development.
It encompasses high-income, middle-income, and low-income nations (Hongxing et al, 2021). According to the
World Bank, the poverty rate in the MENA region has increased in recent years, with a notable rise in extreme
poverty, attaining 7.2% of the population in 2018, compared to 2.4% in 2011. Besides, the degree of falling into
poverty is significant. As a result, the fragility of socioeconomic situation boosts vulnerability to corruption
(Lassoued, 2021). In this area, there are various issues that need to be addressed, such as corruption, which is
widespread in several countries, paralysing governance and decision-making (Elidrisy, 2024).

Corruption is defined as the non-compliance with rules for personal gain (Banerjee et al., 2012). It refers to
the abuse by a person or organisation for personnel and illegal purposes, it take the form of acts like bribery or
fraud (Kervalishvili, 2022). Shleifer et al. (1993) describe the corruption as the sale of public property by
government officials for personal gain. In the microfinance sector, it primarily manifests itself in the relationships
between loan officers and borrowers (Acclassato et al., 2010). This phenomenon, deeply rooted in institutional
structures, harms the performance of microfinance institutions (MFIs) by degrading portfolio quality, liquidity, and
client confidence. In this context, Ahlin et al. (2011) find that a decline in corruption is positively associated with
developement of microfinance institutions. Also, Afrifa et al. (2024) argued that in environments where anti-
corruption measures are strictly applied, the loan repayment rates tend to be higher which improve the overall
financial performance and sustainability in microfinance institutions.

To address these challenges, an anti-corruption program must be implemented, while keeping in mind that it
cannot be completely eradicated (Mohammad et al., 2017). It is essential to establish preventive, punitive and
promotional anti-corruption measures (Narasimhan, 1997). Thus, governments play a key role in ensuring the
rigorous enforcement of relevant legislation and actively combating corruption. Akuoko and Mahmud (2025)
demonstrate that anti-corruption initiatives, a stronger judicial framework and robust economic growth reduce
non-performing loans. Moreover, policy improvements ecourage to enhance institutional quality and promote
measures that ensure sustainable growth.

Hypothesis 4 : Anti-corruption has a positive and significant impact on the financial performance of MFls
RESEARCH METHODOLOGY
Data Description

This work draws on data collected from the Microfinance Information Exchange (MIX) database, which is a global
information platform on microfinance that provides reliable and comprehensive financial performance data of
microfinance institutions worldwide. This study concerns 29 microfinance companies spread across 8 developing
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countries in the MENA region (Egyte, Iraq, Jordan, Lebanon, Marroco, Tunisia, West Bank and Gaza, and Yemen)
during the period from 2009 to 2018. We chose these countries based on the availability of the data during the
observation period. Our database also contains variables that address the control of corruption index, inflation and
GDP for each country for the years 2009 to 2018. These values are extracted from the World Bank website. In
table 1, we present a detailed overview of the variables employed in this study.

Tablel Description of variables

Category Variable Definition / Measurement
Dependent ROA (Return on Assets) Measures how efficiently MFIs use their assets to
Variables generate profit (Bassem, 2012)
OSS (Operational Self-Sufficiency) Measures the extent to which operating revenues
cover operating costs (Armendariz and Morduch,
2010)
Explanatory NB (Number of Borrowers) Total active customers per MFI
Variables
LT (Liquidity) Evaluate the ability of microfinance institution to

cover obligations. This proxy is equal to Total
assets/Total liabilities

PAR30 (Portfolio at Risk) Rotio of total principal value outstanding of loans
that have at least one payment that is more than 30
days overdue (Mohamed and Elgammal, 2024).

CCI (Corruption Control Index) Institutional quality index (2.5 to +2.5): higher
values = better control (Ttredi and Altiner, 2016)
Control INF (Inflation Rate) Annual change in consumer prices (Shkodra, 2019)
Variables
GDP (GDP Growth Rate) Annual growth in total production of goods and

services within a given country (Shkodra, 2019)

The financial performance is our dependent variable in this research assessed through two indicators : Return
On Assets (ROA) and Operational Self-Sufficiency (OSS), providing a clear idea about short-term earnings and
long-term financial sustainability of microfinance institutions accross different independant variables with tanking
into consideration the macroeconomic framework. Table 2, presents an overview of the descriptive statistics for
the main variables employed in this analysis.

Table2 Descriptive statistics

Variables Mean Standard deviation Min. Max.
ROA 0.0388 0.0646 -0.2672 0.2614
OSS 1.3026 0.4503 0.2517 27772
NB 65819.83 90155.16 455 443016
LT 3.152 14.5892 -158.5747 114.7969
PAR 0.0563 0.1161 0 0.9529
CCI -0.4306 0.4615 -1.7 0.3

INF 5.0886 6.1055 -3.7 29.5
GDP 3.1331 3.1331 -28 13.9

To work out the relationship between the independent variables and to check the absence of multicollinearity
which can distort the regression, we present the correlation matrixes in Table3 and Table4. We note that there is
no strong correlation between the variables, as all coefficients remain below the accepted benchmark of 0.7.
Furthermore, the average Variance Inflation Factor (VIF) between independent variables does not exceed 4,
indicating the lack of multicollinearity issue.
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Table3 Correlation matrix for the ROA model

ROA NB LT PAR CCI INF PIB
ROA 1.000
NB 0.1311 1.000
LT 0.1205 -0.0488 1.000
PAR -0.2805 -0.1395 -0.0145 1.000
CCI 0.0233 0.1849 -0.590 0.0793 1.000
INF 0.2594 0.0739 0.0503 -0.1447 -0.3213 1.000
PIB 0.0336 0.0229 -0.0169 0.0489 0.2551 -0.0693 1.000

The average VIF is equal to 1.10

Table4 Correlation matrix for the OSS model

OSS NB LT PAR CCI INF PIB
OSS 1.000
NB 0.0200 1.000
LT 0.1112 -0.0488 1.000
PAR -0.0986 -0.1395 -0.0145 1.000
CCI -0.0334 0.1849 -0.0590 0.0793 1.000
INF 0.2134 0.0739 0.0503 -0.1447 -0.3213 1.000
PIB 0.0983 0.0229 -0.0169 0.0489 0.2551 -0.0693 1.000

The average VIF is equal to 1.10

Before proceeding with the regression analysis, it is important to apply preliminary tests in order to guide the
selection of the most appropriate model and to assess the overall relevance of the explanatory variables.

First, we test for the individual effect whether fixed or random via the Hausman test which generate a
comparative evaluation of fixed effect and random effect models. The results of this test show p-values of 0.0217
and 0.0034 respectively for model whcih presents financial performance using ROA, and the second model using
OSS. The estimates obtained are less than 5%, so the null hypothesis of no systematic difference between fixed
and random effects is rejected. As a result, we confirm the use of an estimator adapted to fixed effects approach.

Second, we test for the heteroscedasticity to both models and we apply the Breusch-Pagan test. The results
show a p-value of 0.0000 and 0.4677 respectively for the model using ROA and OSS. These values indicate that
we strongly reject the null hypothesis of homoscedasticity indicating the presence of heteroscedasticity in the first
model. While, we confirm its absence in the second model as the null hypothesis cannot be rejected.

In light of these diagnostic results, the use of the Generalized Method of Moments (GMM) methos is justified
for both models, given that it is mainly adequate for panel data with fixed effects and heteroscedasticity.

METHODOLOGY

In this paper, we adopt a dynamic panel data estimation method proposed by Arellano and Bond (1991) in
order to measure the effect of independent variables on the dependent variables. This technique is particularly
suitable for the present reaserch, seeing that it deals with the endogeneity, which can bias traditional estimators
like fixed effects and pooled Ordinary Least Squares (OLS), by using the lagged dependent variables as instruments.

We estimate our models using first differences with a one-period lag structure and we apply the two-step
Generalized Method of Moments (GMM) to ensure more efficient standard error estimates.

This study is based on unbalanced panel dataset including 29 microfinance institutions for the period between
2009 to 2018. The dependent variable is measured by Return On Assets (ROA) and Operational Self-Sufficiency
(OSS). The independent variables concern the intitutional characteristics and macroeconomic factors.

Thus, the models tested to analyse the effects of determinants of financial performance are presented as follows :
ROA;x = aROA;t—q + Bo + B1NBi¢ + B2 LTyt + B3PAR; + BoCClie + BsINFye + BeGDPye + &4 (1)
0SSit = a0SSit—1 + Bo + P1NBit + LTt + B3PAR; + BaCCliy + BsINFie + BeGDPy + &i¢ (2)

Whete ROA;; and OSS;; represent the financial performance of institution i at time t. NBj is the number of
borrowers, LT;; measures liquidity, PAR;; is the portfolio at risk 30 days, CClj; is the control corruption index,
INF;; is the inflation rate of the country, and GDPy; is the gross domestic product of the country. a is the
coefficient of the lagged dependent variable, By is the fixed effect, and & is the etror term. The parameters ff1 to
B¢ are coefficients to be estimated.
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RESULTS, ROBUSTNESS CHECKS AND DISCUSSION

RESULTS
The estimation results using the GMM method are presented in Table5 and 6.

Table5 shows the results provided by model (1). This estimation highlights that the lagged dependent variable
L.ROA has a positive and significant effect supporting the dynamic nature of financial performance measured by
ROA. Regarding liquidity and control of corruption, they have a positive and significant impact on our dependent
variable. While, PAR and GDP indicate a negative relationship with ROA. The number of borrowers, along with
inflation, has no significant effect in our model. These empirical findings indicate that a microfinance institution,
possessing better liquidity and lower credit risk, can perform when it operates in an environment with less
corruption and GDP.

The results of model (2), reported in Table6, converge with those of model (1), with only small differences.

So, the lagged dependent variable L.OSS is not significant reflecting a lack of persistence in OSS across the
observed time period. Liquidity and control of corruption povitively and significantly affects our dependent
variable. But, PAR negatively and significantly influences it. Both the number of borrowers and other
macroeconomic variables does not impact the financial performance evaluated by OSS in our research.

The estimation of model (1) and (2) reveal the important role of liquidity, credit risk and control of corruption in
determining the financial performance in the MENA region.

Table5 Generalized Method of Moments (GMM) regression for ROA model

Arellano-Bond dynamic panel-data estimation Number of observations = 232

Dependent variable: ROA

Independent variables Coefficient
P-value
ROA
L1. 0.1189%+*
0.000
NB 3.13-08
0.412
LT 0.0003%**
0.000
PAR -0.2839%*
0.000
CCI 0.0600#**
0.000
INF 0.0003
0.293
PIB -0.0006%**
0.000
_cons 0.0673%**
0.000

Note : *¥* ** and * represent the statistical significance at the levels of 1%, 5% and 10%, respectively.
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Table6 Generalized Method of Moments (GMM) regression for OSS model

Arellano-Bond dynamic panel-data estimation Number of observations = 232

Dependent variable: OSS

Independent variables Coefficient
P-value
OSS
L1. -0.0034
0.791
NB -2.34<-07
0.669
LT 0.0026***
0.000
PAR -1.5360%**
0.000
CCI 0.1788***
0.000
INF -0.0020
0.165
PIB -0.0002
0.850
_cons 1.4174%%*
0.000

Note : ¥#* ** and * represent the statistical significance at the levels of 1%, 5% and 10%, respectively.

Robustness checks

In order to validate the robustness of our GMM estimations, we conducted two fundamental postsimulation
diagnostic tests namely, the Sargan test of overidentifying restrictions and the Arellano-Bond test for
autocotrelation in the first-differenced residuals.

The results of the Sargan test demonstrate that our instruments in the ROA and OSS models are valid.
Precisely, the chi-squared statistics are 18.29 (p=0.9938) for the ROA model and 22.27 (p=0.9645) for the OSS
model, which cleatly exceed the convetional significance levels. So, we accept the null hypothesis, along with, we
confirm that the instruments are valid and not correlated with the error term. Accordingly, our models do not
suffer from the overidentification problems.

In addition, the Arellano-Bond tests for autocorrelation demonstrate no evidence of second-order serial
correlation in the first-differenced residuals, which reflect the reliability of the GMM estimator. Regarding to the
ROA model, the z-statistic for AR(2) is -1.4 (p=0.1615), and concerning the OSS model it illustrates -0.82
(p=0.4135), revealing the absence of autocorrelation at the second order. Nevertheless, the first-order
autocorrelation was detected as expected.

Overall, these tests validate the correct and robust specification of our models, supporting the reliability of the
estimated coefficients.

DISCUSSION

In the light of the findings reported by the GMM estimator, we can broadly support our hypotheses.

Specifically, Hypothesis 1 is rejected given that the number of borrowers is not significant in both ROA and
OSS estimation. This outcome is inconsistent with the declaration of Fisman et al. (2006) who suggest that the
number of clients in microfinance institution improve its financial performance. So, we confirm that the number
of active borrowers does not always reflect a better fianacial performance and it can even deteriorate it, especially
when the credit risk is not strictly managed. The significant and positive effect of liquidity on ROA and OSS is in
line with the statements findings that the effective regulation of liquidity is a crucial aspect of financial performance
of microfinance institutions, enabling them to respond efficiently to their customers' financing needs while
minimising their reliance on external debt. Therefore, it is evident that a liquid structure makes the company more
profitable and sustainable (Mwambui and Koori, 2019 ; Mucheru and Shukla, 2017). As a result, Hypothesis 2 of
our research is confirmed. The results of portfolio at risk are consistent with those established by Bassem (2012).
Hence, we can accept Hypothesis 3 as there is a negative link between the portfolio at risk and the financial
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performance of microfinance institutions presented by ROA and OSS. However, the findings of the corruption
control index show a positive and significant effect aligned with announcement of Ahlin et al. (2011). Thus, we
conclude that a healthy institutional environment with low level of corruption and better governance creates a
transparent framework to improve financial performance of MFIL. Accordingly, Hypothesis 4 of this study is
adopted.

The relationship between macroeconomic variables and financial performance is mixed. In this sense, the
results reveal that the inflation does not affect the financial performance measured by either ROA or OSS. Our
findings are in accordance with the conclusions of Cull et al. (2009) who observed a lack of a coherent link between
inflation and MFI returns. This absence is explained with the nature of inflation effect on each country (Ahlin et
al., 2011). On the other hand, the GDP growth rate influences negatively and significantly the financial
performance presented by ROA, indicating that during periods of economic expansion, the decline of the demand
for microcredit and the strong competition of the banking sector can both undermine the profitability of
microfinance institutions. Besides, we find no evidence of its impact on OSS. This result is reliable as the OSS
largely depends on the internal factors of the MFI such as the institution’s management and operational activities.
So, this dependence makes the OSS less sensitive to the macroeconomic fluctuations.

CONCLUSION

This paper aims to investigate the factors that influence the financial performance of microfinance institutions.
In order to reach this goal, the study uses a dynamic panel data analysis via the two-step Generalised Method of
Moments (GMM) estimator. In this context, we employ a panel of 29 MFIs located in 8 countries of the MENA
region, across the period 2009-2018. We adopt ROA and OSS as dependent variables, to evaluate the effects of
institutional and macroeconomic factors on tinancial performance.

Our findings show a negligible effect of the number of borrowers on financial performance, confirming that
a large number of customers does not necessarily increase the profitability of MFI. In most cases, the cost of credit
exceeds its revenue, especially when borrowers fail to make their payments on time. Therefore, the quality of the
borrower portfolio is more important than its size in shaping financial performance of microfinance institution.
Yet, liquidity indicate positive and significant relationship with ROA and OSS, highlighting the major role of
managing liquidity for sustaining financial performance of MFIs. Moreover, the portfolio at risk (PAR30) has a
negative and significant effect confirming the importance of controlling credit risk in ensuring the financial stability
of our institutions. Also, we investigate the impact of corruption control index (CCI) on our dependent variables.
We find a positive and significant effect, validating the crucial role of the governance frameworks in impoving
financial performance. Specifically, a better control of corruption associated with higher scores of CCI boost the
profitability, redure portfolio risk, and ensure stronger operational viability.

The macroeconomic variables have a minimal role in our study, as the inflation is not significant aligning with
previous studies that confirm the complexity of inflation’s impact. Besides, the GDP growth rate show a negative
effect with only ROA.

These outcomes highlight the need for microfinance institutions of the MENA region to focus on their internal
management practices and liquidity, as well as the necessity of risk control. Add to this, the study emphasizes the
important role of institutional frameworks designed to support transperency and strong governance.
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