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Extreme Poverty
and The Applications
of Microfinance

Dravya Jain is an academically proficient high school student in
California’s Silicon Valley, consistently ranking in the top 9% in her
grade. Apart from her busy coursework, she enjoys exchanging
handwritten letters with friends from around the world. After one such
exchange, Dravya realized the plight of those who are financially
underserved by Ghana’s government, and has decided to research the
effects of microfinance industries in developing countries.

Dravya Jain

Before beginning to
understand how microfinance
can address poverty, it is vital
to have a clear definition of
poverty itself. Poverty can be
defined as a “situation where
consumption falls short of the
poverty line ($1 per day) as
someone living below $1 daily
income would be deprived of
basic human needs such as
food, safe drinking water,
sanitation facilities, health,
shelter, education, and
information, etc. Itis worthy of
note that the number of people
living below $1 per day
expressed as a ratio of the total

T fas=

population is an indicator of
the poverty rate in a country
(Onyele et al).” This definition
is supported: "When a person’s
income is below one dollar per
day, that person is considered
to be poor (Kim et al., 2017).”
As a result of low income,
poverty stricken individuals
experience abominable
conditions in basic practices,
including food, shelter,
hygiene, and health care.
“Poverty means that basic
needs like food, housing,
lodging and clothes are
deprived of life (G. O. Boateng
et al., 2015; Shaikh, 2017).
Poverty is a condition marked

by a severe lack of basic
human needs such as food,
clean drinking water, hygiene,
medical treatment, housing,
employment etc. (Agbola et
al., 2017).” Persons in poverty
do not only have unacceptable
forms of but also may not have
at all basic life necessities such
as “money, clothes, shelter,
assets,” and therefore are
“characterized by hunger,
social exclusion, vulnerability,
low-esteem, pain and
discomfort (G. O. Boateng et
al., 2015) (Gakpo et al. 6).

So far, poverty has been
examined through its impacts
on financial situations,
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however, poverty affects an
individual in ways far beyond
finance. “Poverty is a major
way of describing
..degradation of human
dignity... it leads to social
exclusion, isolation, fear,
anxiety, and bereavement”
(Backwith, 2015). From this
lens, poverty is not merely a
financial deprivation, but also
a social and emotional one. In
the same way, extreme
poverty is not merely a

deprivation, but also a shared
and inherited way of living. It
dictates a person’s attitude,
familial relations, and self-
worth. “Culture of poverty is a
pattern of life, which people

adopt as a community, and is
passed from one generation to
the next. People adopt a
submissive attitude that
makes that feel marginalized,
helpless and inferior. Family
life usually ends in divorce
resulting in the abandonment
of the children and their
mother.” (Ezeanyeji et al. 9).
Poverty strips individuals of
their innate behaviors,
eliminating any natural desires
to participate in communities
and politics. “Such individuals
do not engage in community
life by participating in
voluntary associations, self-
help initiatives and politics”
(Ezeanyeji et al. 9).

Impoverished persons
experience a “loss of self-
confidence, self actualization,
self-fulfillment, lack of good
orientation and abandonment
of cultural values and heritage
to the extent that people are
not proud of their cultural and
racial identity (Commins,
2004; Jencks, 1992; Porter &
Washington, 1979; Shah,
2016).” Ceasing to make an
effort and resigning oneself to
a failure contributes to an
overall loss of morals; persons
in poverty exhibit a “disregard
for ethics and low
intellectualism, and wide
spread of selfishness among
people (Abimuku, 2006).” The
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financial and social defeat
persons in poverty experience
“makes people... incapacitated
and deprives them the
enjoyment of development
and sustenance (Ezeanyeji et
al. 6)".

The scourge of poverty is
not limited to a select
unfortunate, in fact, “Half of
the population of the world is
living on less than $5 Dollars
per day (World Bank, 2018).
Even more so, “"Approximately
40% of the global population
lives below the poverty line
(World Bank, 2019).” Many
efforts to reduce poverty

T fas=

flounder and end, leaving
“population of people that are
still living in extreme poverty
globally is still unacceptably
high” (Ezeanyeji et al. 2).”
Although poverty is a global
experience, it is concentrated
primarily in developing
countries. “The top five (5)
countries with the highest
number of people living in
extreme poverty are: (in no
particular order): Nigeria,
Bangladesh, Democratic
Republic of Congo, India, and
Ethiopia (World Bank, 2018)"
(Ezeanyeji et al. 2) Many other
regions of the world endure

severe poverty as well,
including Sub-Saharan Africa,
which is “the poorest region in
the globe” (Ezeanyeji et al. 2),
and the Philippines, where
“approximately 16.5% of the
society experienced poverty
and 5.7% lived in extreme
poverty in 2015” (Janiczak-
Serafico 37).

Since such a startling
percent of the world population
lives in poverty; the reason for
such tremendous numbers
must be investigated. There
are a multitude of factors
causing and perpetuating
poverty, most notably
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including reasons relating to a
weak financial infrastructures,
lack of awareness, inadequacy
of entrepreneurial skills, and a
deficiency in terms of
technological advancements
and updates. "The poverty rate
in these countries is high
because they are
characterized by low capital
formation, weak financial
system, under-utilization of
and over-reliance on natural
resources, lack of
entrepreneurial skills and
initiatives, technological
backwardness, rural-urban
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inequality” (Ezeanyeji et al. 3).
As previously determined,
residents of developing
countries are particular target
of extreme poverty. A reason
for this may be found in the
fact that most people in
developing countries cannot
obtain significant access to
financial services, thus limiting
their opportunities and
contributing to their poor
financial state.
“..mostresidents in developing
countries, Nigeria inclusive,
lack access to formal financial
ervices, and are impoverished

as aresult.” (Onyeleetal). This
theory is supported: “One of
the factors attributed to the
rising poverty rate in
developing countries is the
lack of finance (World Bank,
2008).” These reasons
elucidate why people fall into
poverty, but not why they
remain entangledin it.

There are two main theories
regarding the perpetuation of
poverty: the “culture of
poverty” and the “individual
deficiency theory.” The former
proposes that many remain
impoverished as there is a
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“culture of poverty.” In other
words, living in inconsiderable
conditions is considered the
norm, and this sense of
normalcy is created as a result
of ubiquitous “weak
governance, impunity,
systemic failures, illiteracy,
income inequality,
unemployment and
corruption” (Ezeanyeji et al.
9). Furthermore, the meager
resources of impoverished
people are further depleted by
corrupt politicians, who,
especially in Nigeria, tend to be
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“...selfish, greedy and corrupt”
and “enrich themselves by
looting the commonwealth of
the nation” (Ezeanyeji et al. 9).
Corruption in such developing
countries is exceedingly
overwhelming and entwined
with its government, making it
nearly impossible to eradicate
and therefore perpetuating
poverty. The “individual
deficiency theory” offers a
cynical view on the hardships
of impoverished people; it
attributes poverty to an
individual’s flaws, not to their

surroundings. It believes that
the poor fail to escape poverty
due to their foolish decisions
and lack of will to improve their
condition. “The theory cast the
poor as a moral hazard with
claims that poverty persist
because they are not doing
enough or are engaging in
activities that are
counterproductive (Gwartney
& McCaleb, 1985).” The theory
claims that “failure to enroll in
schools, laziness, indiscipline
and engagement in crime and
other social ills are personal
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choices that could result in
poverty for individuals
(Ezeanyejietal. 10).”
Although attempts have
been made to address the
problem of poverty, its scope is
vast and complex. Proposed
solutions such as "“poverty
reduction programmes and
policies” have been issued and
have shown hopeful efforts,
but ultimately do not achieve
their goal (Ezeanyeji et al. 9).
Essentially, “notable progress
has been witnessed on poverty
reduction,” but most attempts
fail to make a significant
impact on the seemingly
insolvable torment that is
poverty. However, some
efforts prove fruitful. As
previously established,
financial illiteracy and lack of
economic services are major
proponents of poverty.
Therefore, providing a
substantial financial education
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and access to economic
resources is a feasible method
of reducing poverty. “It is
believed that by rendering
financial services to these
unreached, unserved, and
unbaked portions of the
population, will enable them to
unleash their potentials,
develop their capacity,
strengthen their human and
physical capital, and engage in
productive activities that
would generate income for
their livelihoods and the
benefits of their families”
(Ezeanyeji et al. 3). Financial
inclusion of the impoverished
would ultimately integrate
them into society, allowing
them to escape poverty and
navigate their lives with
economic stability.

An example of financial
inclusion providing a pathway
out of poverty can be found in
the solution microfinance, “a

developmental strategy that is
used to increase financial
inclusion by broadening
financial services accessibility
to all strata of the population”
(Apere, 2016; Kasali, et al.,
2015). In broad terms,
microfinance is a financial
system through which low-
income peoples are allowed
access to financial services by
retail providers, including
comprising savings, credit,
payments, remittances, and
insurance. These financial
opportunities in turn allow low-
income peoples to possibly
endeavor in businesses or jobs
to generate stable incomes,
acquire assets, maintain
consumption, and gain
knowledge protecting them
against risks they face in an
already vulnerable financial
market for the poor (Ezeanyeji
et al. 5). Microfinance
primarily targets to a section of
the general population that
has been “excluded from the
formal financial sector over the
years simply because of their
income level, gender, location,
level of financial education etc”
(Emmanuel, et al., 2015). It is
important to note that despite
being denied a place in the
general financial group, these
‘excluded peoples’ are the
majority of a developing
country’s economy - allowing
them to join the general
financial sector through
microfinance can boost the
country’s financial status and
lift the lowest population out of
poverty (Ezeanyeji et al. 3).
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