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The paper presents and examines the impact of corporate governance and ethics in particular on sustainable 

development of the Zimbabwean microfinance sector in the period 2009-2019. The critical microfinance 

institutions (MFIs) crisis experienced in Masvingo, Zimbabwe recently was not the first one in the world in terms 

of its severity. The main aim of MFIs in any economy is to serve the poor and vulnerable people of a society 

through providing them with soft or concessional loans, insurance coverage, and facilities for savings. The study 

used the descriptive qualitative design to draw research data from MFIs dotted in and around Masvingo Province 

for presentation, analysis, and interpretation. One of the major findings of the study was that corporate governance 

and ethics played an indispensable role in the growth and development of MFIs’ products and services. The study 

also realized that good corporate governance and ethical behaviours in business practices were essential for the 

success of any organization and vice versa and MFIs were no exception. The study therefore concluded that poor 

capital formation, corporate governance and ethics, human recruitment and selection procedures and fraudulent 

activities or misappropriation of funds were responsible for the majority of threats faced by MFIs in Masvingo in 

their growth and development endeavours. Therefore the study recommended that directors of MFIs should craft 

policies and strategies that are corporate governance and ethics oriented in their desire to grow their business 

towards sustainable development in the foreseeable future. 
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Introduction  

The main aim of the microfinance sector or microfinance institutions (MFIs) is to serve the poor through 

providing financial services such as giving loans, provision of insurance coverage, and a channel for their 

savings. Corporate governance in microfinance is a mechanism where board of directors (BOD) establishes an 

appropriate business environment and standards or processes to be followed in the day to day activities and 

management so as to achieve the mission and vision of the MFIs (Ledgerwood & White, 2006). In other words 

the BOD of an MFI should maintain a sound control and risk management system to be able to make strategic 
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decisions. Every member of the BOD should internalize the control and management framework of the MFI 

and the risk models must be designed to accommodate such change processes. The BOD should put in place 

proper monitoring and control frameworks of activities which constitute the bases for ethical growths and 

sustainability of MFIs in an economy. Ethical behaviors in business practices should be used to determine the 

success or failure rates of all business organizations and hence MFIs are no exceptions in theses respects. 

Unethical behaviours and practices are viewed as the major causes for microfinance crises in different 

countries and parts of the world of late. For example, in the Latin America, Bolivia faced a microfinance crisis 

in the period 1999-2001. The crisis was characterized by competition among existing microfinance players and 

consumer lenders which led to over-indebtedness of microfinance clients (Constantinou & Ashta, 2011) and 

just recently a magnified crisis was recorded in India. The Indian crisis erupted in early October 2010 in 

Andhra Pradesh. There are numerous MFIs in Andhra Pradesh which resulted in very strong competition 

among them, and Zimbabwe’s MFIs in Masvingo are no exception. In other words MFIs should increase their 

capital bases by inviting private equity players, instituting regular fraud checks and balances, recruitment and 

selection procedures, accounting and financial expertise in order to build strong lending positions, products, 

and services. Therefore this study sought to assess the impact of corporate governance and ethics on the growth 

and development prospects of MFIs in their desire to efficiently and effectively service the poor and vulnerable 

people of Masvingo Province in particular and the Zimbabwean society in general. 

Conceptual Frameworks  

This section defines and explains the major conceptions enshrined in the title of the paper before detailed 

review of literature related to the study under consideration is forwarded. 

The Concepts of Microfinance Sector and MFIs 

By micro finance (MF) we mean a small financial service such as a savings account, insurance coverage, 

credit provided to the poor and low income groups so as to help them raise their income and thereby improve 

their standard of living. The main features of micro financing are that small amount of loan is given without 

security to people Below the Poverty Line (BPL). Community banks, non-governmental organizations (NGOs), 

and grassroots savings and credit groups around the world have shown that these microenterprise loans can be 

profitable for borrowers and for the lenders, making microfinance one of the most effective poverty reducing 

strategies.  

Comparison Between Micro Credit and Finance 

It is important to understand the link or difference between micro credit and finance before we venture 

into more critical issues under investigation. Micro credit refers to small amounts of loans that are given to the 

poor and vulnerable borrowers of the society. However micro finance on the other hand goes beyond small 

loans to borrowers to cover many other financial services such as small savings accounts and insurance services. 

Therefore micro finance has a wider coverage and facilities compared to micro credit. Traditionally according 

to Constantinou and Ashta (2011), commercial banks have not been providing the financial services such as 

small loans to clients with little or no cash income. An analysis of 28 studies of informal money lending rates in 

14 countries in Asia, Latin America, and Africa concluded that 76% of money lending rates exceeded 10% per 

month, including 22% that exceeded 100% interest per month. Hence there has been mushrooming growth in 

MFIs the world over in view of the high profitability to be reaped from the sector. The financial needs of small 
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borrowers are classified into lifecycle needs that are obligations such as weddings, funerals, childbirth, 

education, homebuilding, widowhood and old age and personal emergencies, which are contingencies such as 

sickness, injury, unemployment, theft, harassment, or deaths. The needs of these borrowers are extended to 

cover disasters such as fires, floods, cyclones, and manmade events like war or bulldozing of dwellings and 

need for exploiting investment opportunities which include expanding businesses, buying land or equipment, 

improving housing, and securing employment which may require paying lump sum amounts at the same time 

(Constantinou & Ashta, 2011). 

Corporate Governance and Ethics 

This newly-emerging ethical framework for business provides a stronger base for the exercise of moral 

values and ethical reasoning. All people in businesses are ultimately responsible as individuals, but they are 

responsible as individuals in a corporate setting where their responsibilities are at least in part defined by their 

roles and duties in the company, for example the board of directors (BOD) and businesses in turn are defined by 

their roles and responsibilities in the larger community (Zou and Cheng, 2011). This suggests an ethical 

alignment of individuals, corporations, and the economic system, which is captured in the definition of corporate 

governance offered by Cadbury, and adopted by the World Bank. Madzokere, Matanda, and Chikodza (2012) 

argue that corporate governance is concerned with holding the balance between economic and social goals and 

between individual and communal or societal goals. The governance framework is there to encourage the 

efficient use of resources and equitably to require accountability for the stewardship of those resources. The aim 

is to align as nearly as possible the interests of individuals, corporations, and society. This definition highlights 

the importance of corporate governance in providing the incentives and performance measures to achieve 

business success, and secondly in providing the accountability and transparency to ensure the equitable 

distribution of the resulting wealth. Finally the significance of corporate governance in enhancing the stability 

and equity of society recognizes more positive and proactive roles for businesses. 

Rather than corporate governance and regulation being inherently restrictive, they can be a means of 

enabling corporations to achieve the highest goals of corporate achievement. Equally a more positive approach to 

business ethics can be imagined (Zou and Cheng, 2011). Business ethics are considered to be a set of moral 

judgments and acceptable standards of a society for guiding behaviour of individuals and groups with reference 

to societal norms and expectations (Chiejine, 2010; Velasquez, 2006 cited in Hudon, 2011). Hudon (2011) 

identifies three critical kinds of ethical issues in microfinance namely economic, social, legal, and political 

systems, secondly individual behaviours like the feelings of loan officers towards borrowers, and thirdly 

corporate or institutional ethical issues. The concept of business ethics can also be conceived as a set of 

impositions, constraints, and obstacles to business behaviour rather than the motivating forces of those behaviors. 

Therefore when properly understood, business ethics do and should not consist of a set of prohibitive principles 

or rules, and they are the virtue of ethics of virtues to be rather an intrinsic parts and the driving forces of 

successful lives well lived. The motivation of ethics should not depend on elaborate soul-searching and 

deliberations but in the best interests of companies together with the easy flows of interpersonal relations and 

mutual senses of their missions and accomplishments of own set goals and objectives. 

Literature Review 

The strategy of pursuing market opportunities while maintaining accountability has proved a great challenge 
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for businesses especially in developing nations particularly in the 21st century. In other words the periodic 

outbreaks of destructive competition needed to be restrained through the economics of responsibility and 

accountability as developed and embodied in corporate governance and business ethics frameworks. The main 

debate concerning the true extent of the accountability and responsibility of businesses has continued to the 

present day, and is characterized by occasional public outrage at business transgressions, and calls for greater 

recognition of their social obligations. There is a growing feeling not only that business has responsibilities to the 

community but that our corporate managers should voluntarily and without waiting for legal compulsion, manage 

it in such a way as to fulfill these responsibilities (Amato, Henderson, & Florence, 2009). This resonated well 

with the view that large corporations do not serve the owners of the businesses alone but also the society at large. 

There are many reasons for big financial institutions to prefer bigger to smaller loans, which is their reluctance 

to provide loans to small borrowers. Some of the reasons sighted include high credit risk, high transaction and 

service costs and irregular flows of income due to seasonality. It was further postulated that lack of tangible 

proof for assessment of income and unacceptable collateral security such as crops and utensils were also among 

some of the arguments for large financial institutions being not keen to provide small loans to the poor and 

vulnerable people of the society. 

The Role of MFIs in the Society 

It is argued that microfinance is useful to the poor households of the society in that it helps them raise 

income, build up assets, or cushion themselves against external financial shocks. However the absence of 

formal employment in most developing economies of the world makes small borrowers non-bankable. This 

forces them to borrow from local credit providers at exorbitant rates of interest. A lot of innovative institutional 

mechanisms have been developed across the world in order to enhance credit to the poor even in the absence of 

formal mortgages or collateral security. A number of reasons are given for big financial institutions to prefer 

large to small loan provisioning. Constantinou and Ashta (2011) argue that a large number of small loans 

would be needed to serve the poor. However most lenders would prefer dealing with large loans in small 

numbers to minimize administration and transactional costs. These lenders also look for collateral security with 

a clear title, which many low-income households cannot provide. Therefore these are the arguments that make 

MFIs become financially viable, integral, and self-sustaining to the communities in which they operate. Thus 

they have the potential to attract more resources and expand services to their clients. Governments must 

therefore provide an enabling legal and regulatory framework which encourages the development of a variety 

of institutions and enables them to operate as recognized financial intermediaries subject to simple supervisory 

and reporting frameworks. MFIs are also known the world over as intermediaries between borrowers and the 

formal financial sector and hence must have strong corporate governance and ethics systems in place (Brink, 

2011; CENSE and IRAM, 2005; OCED, 1999). They give out funds backed by a public sector guarantee type 

of organization for instance in India non-governmental organisations (NGOs) can offer commercial banks ways 

and means of funding micro investors at low cost and risk through leveraged bank-NGO-client credit lines. 

Existing Informal Financial Sources  

The informal financial sources available to society generally include funds available from family sources 

or local money lenders. However, the local money lenders charge exorbitant interest rates, usually ranging from 

36% to 60% per annum due to their monopoly in the absence of any other sources of credit for 

non-conventional needs for instance the Grameen Bank of Bangladesh. The concept of informal financial 
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sources is the brainchild of Dr Muhammad Yunus of Chittagong University who felt concern at the pittance 

earned by landless women after a long day’s work labouring for other people. He argued that if these women 

could work for themselves instead of working for others, they could retain much of the surplus generated by 

their labours that are currently enjoyed by others. The Grameen Bank lending system alluded to above is simple 

but effective. In other words to obtain loans, potential borrowers were required to form a group of five 

members and meet once a week for loan repayment meetings. The above decisions incorporated a code of 

conduct that members were encouraged to follow in their daily life. Some of the reasons for the above were the 

need for production of fruits and vegetables in kitchen gardens, investment for improvement of housing and 

education for children and use of toilets and safe drinking water for better sanitation and health. 

The Indian Experience 

Literature from India by Chakraborty (1997) says that 90% of the population does not have any kind of 

social security coverage. In other words insurance remains to be sold rather than be a bought product. Due to 

contingencies such as sickness, accidents, death or loss of assets due to natural and manmade calamities, social 

customs and traditions, the poor are forced to borrow from unorganized markets at very high interest rates. This 

is because they do not and cannot plan for these risks by way of savings or insurance covers. Hence the poor 

people of society become trapped in vicious circles of poverty from the supply and demand sides over and 

above their incapacity to come up with risk management techniques.  

Growth in the Number of MFIs 

Constantinou and Ashta (2011) argue that high growth in the number of MFIs in countries of the world is 

motivated by increased demand for liquidity, profitability, sustainability, and need to beat competitors. 

However in Andhra Pradesh growth in MFIs was not genuinely motivated by liquidity needs but by the need to 

maximize profit. Hence the MFIs opened many branches countrywide and made efforts to reach out to as many 

poor as they could and lend to less credit worthy borrowers with lower evaluation of credit worthiness grades. 

Loan officers focused on lending as much as they could so that they could get high returns and commissions 

thereof. In such circumstances rapid growth can always be considered good by management and employees of 

the MFIs, but could also be a problem. Rapid growth can weaken governance of the MFI by hiding fraud, 

malpractices, saturation of the market and over-indebtedness (CERISE and IRAM, 2005).  

Competition and Business Ethics 

The expansion and commercialization of MFIs in Zimbabwe like in Andhra Pradesh created stiff 

competition among them. Hence some of the MFIs shifted from social goals and objectives that they were 

founded to pursue to complete profit maximization objectives pursued by conventional private money lenders. 

Literature on hand has it that other MFIs claimed that the sector is ruined by the profit motivated institutions 

(Franke, Kläntschi, Meibauer, & Talmo, 2011). It was therefore concluded that the microfinance sector is 

currently criticized for a shift of focus from clients to profit maximization. Some of the MFIs believe that both 

social and financial objectives cannot be attained at the same time unless through undertaking a paradigm shift 

towards profitability and sustainability objectives. There after only rapid growth could be fostered that can then 

be used for expansion to reach the poor of our society. The advocated rapid growth in MFIs can also be 

achieved through over selling of credit facilities and motivating loan officers to achieve such objectives (Shah, 

1996; Marr & Tubaro, 2011).  
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However, Shah (1996) argues that the incentives to be granted to agents and loan officers to disburse and 

collect loans faster than competitors may lead to complications and inefficiencies. Loan officers may hurry to 

disburse and collect the loans like money lenders do with aggression and without the spirit of microfinance. 

The over-supply of microcredit can be made with little control on creditworthiness of clients and with little 

consideration of the fragility of the poor people increasing over-indebtedness of clients to the MFIs. This also 

obtains in Zimbabwe leading to lack of diversification and concentration of the MFIs in few areas which 

worsen the crises (Marr & Tubaro, 2011; CGAP, 2010). When MFIs neglect to recognize and assess the risks 

involved in new products and activities, their internal control systems ended up becoming complex in terms of 

the products and services they accorded to the poor. The MFIs ended up having weak management information 

systems (MIS) accounting or financial system, inadequate internal controls leading to misappropriations and 

high employee turnover. The board of directors (BOD) and management of MFIs lacked adequate oversight 

skills and expertise, accountability and failed to develop a strong control culture to maintain high levels of 

control consciousness (Arunachalam, 2011; Franke et al., 2011). Worse still it was also realized that MFIs 

lacked the capacity needed for forecasting expected risks that could erode the sustainability of their businesses.  

The management and BOD of MFIs were expected to reduce role conflict through strong control cultures 

to maintain high level of control consciousness (Arunachalam, 2011; Franke et al., 2011). The MFIs lacked the 

capacity for forecasting of expected risks that can erode the sustainability of their organizations. The 

management and board were observed as single minded focusing on growth, increasing profit and promoting 

equity investment in the sector. The BODs of most MFIs did not review nor provide guidance about the 

alignment of overall company strategies with risk-appetite and the internal risk management structures of their 

organizations. For instance operational and financial risks identified by lower management never reached the 

board (Arunachalam, 2011). Marr and Tubaro (2011) point out that the excessive growth in the microfinance 

sector resulted from exorbitant interest rates which were blamed for triggering clients’ over-indebtedness to 

MFIs. However Arunachalam (2011), Franke et al. (2011), and Marr and Tubaro (2011) have shown that the 

main cause of the MFIs crises laid on lack of control and monitoring of operational activities by both their 

BOD and management. The reason given was that boards were not truly independent and even institutional 

nominee directors were inactive and lacked diligence in controlling the activity of the MFIs. In some cases role 

conflict between the BOD and management ended up being at the centre stage at the expense of the core 

business. Senior management was also blamed for turning a deaf ear to problems by MFIs when disbursing 

excessive loans and dealing with insider-lending activities.  

Structure of MFIs and Corporate Governance 

The ownership structure of MFIs in Masvingo, Zimbabwe is mainly characterized by family members, 

in-laws and friends groups. Family members, in-laws and friends are board members, implying that the MFI 

board structure is characterized by inadequate checks and balance of executives, lack of transparency in 

reporting systems, lack of independent board nomination and supervision, insufficient transparency and 

accountability about ownership and conflict of interest at various levels of management (Arunachalam, 2010). 

To make matters worse remuneration packages were very irrational and unnecessarily high in most MFIs due to 

the nature of the management and BOD alluded to above. Remuneration in most MFIs in Zimbabwe was 

characterized by unplanned bonuses, leisure time and retreats, hefty salaries and conditions of service including 

housing and motor vehicle schemes. On the other hand it was realized that related party transactions were not 
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transparent leading to MFIs providing huge loans to founders and BOD let alone their in-laws. Although MFIs 

in India for instance recorded rapid growth shortly after inception, in the end MFIs incurred losses and some of 

the clients committed suicides due to pressures from failure to settle their obligations as and when they fell due. 

Hence it was noted that the general crisis facing most MFIS emanated from the failure to implement and adhere 

to the dictates of corporate governance and business ethics.  

The two known corporate governance models MFIs can adopt and implement for growth and development 

are the Anglo-American and Continental European and Japanese models. These MFI models justify morality 

and rationality in MFIs business operations in that they assure goodness to their successes at the best interests. 

According to West (2009), the Anglo-American model supports agency theory concepts and depicts that there 

is no ethical problem in prioritizing self interest in MFIs. The model is justified by the utilitarianism morality 

which refers to the greatest good by appealing to the positive overall consequences of the interest of 

shareholders’ interests which should not be affected by other stakeholders. The model is connected to the free 

market theory and supported by morality of self-interests, the right of self-determination, and free voluntary 

contracting. However those opposed to the model say that it is immoral to do good for self-interests at the 

expense of those of the others. It was further argued that interests of different stakeholders should be taken into 

consideration and this is explained by the continental Europe and Japan model. Demise (2005) postulates that 

the latter model supports stakeholder theory and is considered moral because it puts the interests of different 

stakeholders into consideration. The Anglo-American model goes further to point out to a profit maximization 

motive towards attaining interests of shareholders at the expense of those of other stakeholders. However, the 

continental Europe and Japan model stipulates that the underlining immorality of prioritizing shareholders’ 

interests can be mitigated by maximization of shareholders’ wealth through providing attention to different 

stakeholders (Collier & Roberts, 2001).  

Therefore controversy exists in moral relativism in the desire to emphasize on which of the two models is 

moral or not. However, the choice on which model to use depends on the perspective of the relationship 

between the corporation and the stakeholders involved. In general however, every model adopted should 

accommodate the fundamental corporate governance principles of rationality, fairness, accountability, 

transparency, and responsibility (West, 2009). It was also believed that a stakeholder based model could have 

room to incorporate diversification issues and interests of different stakeholders and it could be inclined to 

social responsibility concepts (Webley & Werner, 2008). According to Pondar and Jancic (2006), stakeholder 

theory demands companies to have a social contract to achieve their social goals and objectives. Thus MFIs are 

expected to perform social, ethical, and environmental responsibilities in order to meet the expectations of 

different stakeholders.  

MFIs are expected to have stakeholder based board structures to harmonize their social and financial 

objectives in order to enhance good governance by which BODs, working through management teams, would 

guide the institutions in fulfilling their missions and protect assets guided by the highest standards of ethical 

behaviours of duty loyalty, care, and obedience (Webley & Werner, 2008). In other words good corporate 

governance can help the MFIs to foil operational and financial risks by maintaining strong control systems to 

prevent problems and crises (CERISE and IRAM, 2005). Conflict or dominance of either management or the 

BOD should be avoided in order that MFI functions should be balanced. The roles of the two teams must be 

demarcated so that the management implements policies while the BOD performs an oversight responsibility 

together with forecasting future risks and changes (CMEF, 2005). Hence every board and management member 
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should have independence in doing own functions or duties diligently to achieve the mission, vision, core 

values, goals, and objectives of their MFIs in an ethical and transparent manner. Therefore the above literature 

on corporate governance and business ethics from various parts of the world acts as a bedrock on which the 

Zimbabwean study on the growth and development of MFIs sector is laid. 

Research Methodology  

For the purpose of this research study, academics, MFIs, and their clients were used as sources of primary 

data. As far as secondary sources of data were concerned, the study used Great Zimbabwe University’s various 

internet and library facilities together with the macroeconomic policies made by the government to regulate 

various corporate governance and ethics issues. These policies included the call for economic growth and 

development of MFIs sector, transparency, accountability, regulation and supervision, adequate capitalization, 

market disclosures, market discipline, business ethics, integrity, diligence and social responsibility. Other than 

these variables, various articles and academic research papers of several scholars have been cited in this paper as 

and wherever suitable. 

Based on the primary and secondary sources of research data as alluded to above, the methodology used by 

the research study is called doctrinal approach. The research study was analytical and descriptive in nature and 

hence was mostly biased towards the secondary sources of data and comparative analysis pertaining to the 

corporate governance framework with a lot of emphasis on core values and ethics. The author thus presented, 

analyzed, and interpreted the available literature in the field of corporate governance and ethics maintaining in 

view the paradigm shift in the focus of the corporate governance and ethics debate from shareholder to 

stakeholder theory. The main objective of the research study was to establish that the use of good governance and 

ethics in MFIs in Masvingo region of Zimbabwe had the capacity to improve their asset bases, shareholders’ 

wealth, workers’ conditions of service, living standards of individual clients, institutional and corporate clients as 

well as the society or the nation as a whole. 

Findings and Discussions 

The crisis that happened in Zimbabwe in the period 2006-2018 was not the first to happen in the 

microfinance industry. One of the serious MFI crises worth noting is the Andhra Pradesh, India which was 

unique and significant in terms of its severity. The Zimbabwean MFI industry has not taken any lessons from 

microfinance crises that happened in other countries of the world in the same period or beyond. Hence the 

rationale for the study had given more focus on such issues, identification of causes of the sectoral problems 

and forwarding of policy implications in order to reduce such crises in other developing countries especially in 

those in Africa and Asia. The major findings of the study are elaborated as illustrated below. 

Regulation, Supervision, and Capitalization of MFIs 

The Central Bank in this case the Reserve Bank of Zimbabwe (RBZ) was found not hands on as far as 

prudent regulation and supervision of MFIs was concerned. This scenario created space for MFIs to divert from 

their core business, use orthodox sources of capital and in the process fleece clients of their meager resources 

and draw purchasing power from them. It was found out that lack of regular supervision and adequate 

capitalization were some of the major factors that contributed negatively to the growth and development of the 

microfinance sector. No wonder why the number of registered MFIs in Masvingo fell from 280 in 2008 to 100 

in 2018. The reasons for the significant fall in the number of MFIs in the period under review were mainly 
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license withdrawals or voluntary surrendering as a result of failure to beat up with changes in the business cycle 

or use good corporate governance and ethics. It was also realized that MFIs should partner private players in 

their desire to grow their organizations’ capital bases and improve on ethical business standards. 

Investment Policies and Credit Strategies 

It was discovered that profit motive investors drove the MFI into losing its picture through increasing 

interest rates and rushing for growth, without much emphasis on the practices and welfare of the clients. MFIs 

were also found to have investments in few portfolios such as small loan provisions, yet they were supposed to 

undertake diversification in order to bring other portfolios such as small savings and investments to clients. 

Any rapid growth in the MFI sector should be accompanied by equal improvements in their operational 

environment for sustainability purposes. Interest rates on both small investments and loans were noted to be 

very exorbitant yet these should be increased only with the aim of moving to higher financial growth in a very 

short period of time. Rather increases in interest rates should be justified by the willingness and ability of the 

clients to pay and the cost of the services should be clear and transparent. In the same vein remuneration of the 

board of directors was found to be unclear and non-transparent to allow for growth and development of the 

organization. All costs faced by the MFIs in Masvingo were found to be exorbitant yet these should be based on 

the progress of the industry and cannot be compared to those made in profit motivated firms. MFIs’ mandate in 

any given economy is to serve the poor, vulnerable and unbanked people of the society. In other words MFIs’ 

board members and management should not enjoy irrational and non-transparent remunerations at the expense 

of products and services to be accorded to these clients. It was noted that income generated from high interest 

rates and over-selling of credit facilities to vulnerable clients were skewed towards higher remuneration to the 

board members and management at the expense of their growth and development.  

The BOD, Management and Human Resource Factor 

The study discovered that the requirement of the statutory instruments that the microfinance sector should 

separate MFIs owners from their management was not adhered to in most MFIs in Masvingo and hence there 

was role conflict in the form of the agency problem. The board of directors (BODs) of MFIs was found to be 

dominating the senior management teams by family members and connections. It was postulated that some of 

the directors could be hired as independent members in MFI business operations. These directors would be 

charged with the responsibility of ensuring that inefficiencies, extravagance, fraud, incompetence, poor 

corporate governance and overestimated expenditures were controlled or eliminated from MFIs. Such directors 

would be expected to provide oversight on maintenance of transparent and effective processes of appointing 

senior management and accountability in all affairs of the organizations. It was noted that the agency problem 

could be managed through improved conditions of service for employees, performance related pay, threats of 

hiring and firing, regular checks and balances, and coming up with a shareholding scheme for employees but 

with no voting rights attached. The need for employees of MFIs to be trained in offering improved products and 

service delivery mechanisms and regular internal control systems was noted. This was critical so as to assess 

whether operations of MFIs were conducted efficient and effectively or not in an effort to see them grow and 

develop. 

Accounting, Financial, and Internal Controls 

It was realized that malpractices, frauds, or misappropriations by MFI management and loan officers 

lending to fictitious borrowers were rampant sources of the failure of these organizations. This sad development 
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led to the failure of MFIs to successfully meet their mandate of extending small credit and investment services 

to the poor and vulnerable people of the community. The other forms of malpractices in the microfinance 

industry which were cited included over-estimation of disbursements and embezzlement of cash by employees 

due to lack of verification. Lack of reconciliation, non-segregation of duties, non-transparent transactions with 

related parties or connections and corruption by senior management were also noted as evident in most MFIs 

and needed to be managed through regular internal control systems. Most MFI management teams were found 

to be weak when it came to coming up with insight preventive and remedial actions in their desire to account 

for all their finances in order to grow their asset bases and shareholders’ wealth.  

The senior management of MFIs could not design sound risk management frameworks to be used in 

identification, quantification, monitor, and control of various types of risks found in their day-to-day operations. 

Sound corporate governance and ethics were found to be indispensable when it came to the need to enhance the 

quality of risk management systems in the MFIs. Risk management frameworks of MFIs were found wanting 

when it came to designing checks and balances or control systems that were commensurate with the interests of 

their different stakeholders. Senior management teams in MFIs were called upon to ensure that their operational 

frameworks were geared towards supporting their overall corporate and business strategies. The study found 

out that internal control systems must be established and maintained to accommodate the changes advocated 

above. It was also noted that MFIs performed double bottom line objectives namely service delivery to the 

target clients and social responsibility as a way of improving the livelihood of the poor and local communities 

in which they were situated. 

Risk Management Policies and Strategies 

Senior management teams of MFIs were called upon to design a cooperative policy to manage 

delinquency loans and late repayment by the clients. The senior management team was found to be 

indispensable when it came to monitoring loan officers’ manners in treating clients and completeness of their 

credit transactions. They were called upon to use a variety of incentives to be given to loan officers on the basis 

of disbursements and collections triggered over selling of small credit and savings to the clients. Loan officers 

were realized to be spending less time on assessing the creditworthiness of the clients and hence failed to 

minimize over-indebtedness and non-performing loans (NPLs) in MFIs. It was also discovered that one way of 

expanding the MFI sector in Masvingo was through strengthened linkages with their formal sector financial 

counterparts. Therefore the formal sector financial institutions were called upon to form a joint venture with the 

MFIs in which the former would provide funds in the form of equity investments. The latter on the other hand 

would extend savings and loan facilities to the urban poor and vulnerable people in the desire to improve their 

livelihoods and investment endeavours. MFIs were found to be failing to involve the formal sector institutions in 

refinancing loans made by the informal sector lenders. The microfinance sector was said to be unaware of the 

needs of the poor people of Masvingo, for example these people required access to credit more than subsidies 

for them to be empowered or actively participate in the country’s economic activity. Most MFIs did not 

inculcate the principles of safety, profitability, and liquidity in their business operations in their desire to grow 

and develop in their service delivery to the target market. The majority of the sector’s employees were found to 

be unskilled with little or no banking or financial literacy or experience. The employment of such labour force 

rendered the MFIs susceptible to fraud, theft, and all other forms of misappropriations leading to their failure to 

grow towards sustainable development let alone meet the mandate they were established to deliver. 
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Conclusions and Recommendations 

The study concluded that adequate regulation and supervision of the microfinance sector was critically 

important in setting the tone for earnest business operations by MFIs. Furthermore the study concluded that 

adequate capitalization of MFIs in Masvingo and Zimbabwe in general made income drives possible for 

growing their asset bases and shareholders’ wealth. The MFIs’ failure to apply good corporate governance and 

ethics was a real threat to the future of every corporation or institution. Organizations that used efficient practices 

of corporate governance and ethics entirely embedded and supported within the value framework of their core 

values were capacitated to grow towards sustainable development. It was also concluded that all MFIs that 

employed norms and standards of integrity, diligence, transparency, discipline, accountability, and trust were 

equipped to score an edge in this global competitive market environment in the medium to long term time frame. 

It was further concluded that such MFIs were also set to gain competitive advantage in attracting capital, 

retaining talented and experienced employees and generating positive reaction in the marketplace or industry of 

operation. Thus, effective corporate governance and ethics were directly proportional to the adoption of the set 

principles of “Ethical compliance” in every aspect of planning and decision making. Such capacitated MFIs 

would be geared towards translating success in volatile microfinance markets and earnings into more assets and 

returns to shareholders. 

It was concluded that profit motive MFIs that charged exorbitant credit interest rates on clients lost the 

opportunities to grow their asset bases and shareholders’ wealth. The study also promulgated that MFIs should 

not concentrate on credit portfolios only but should diversify in order to bring about other portfolios such as 

small savings to their clients. It was recommended that policies and credit strategies used by MFIs should be 

crafted in such a way that they balance the needs of the shareholders, employees, and clients as well as keep 

them pinned to their vision, mission core values, goals, and objectives. Such sensitivities were critical for 

market expansion and growth of the MFI sector towards sustainable development. Processing charges and 

interest rates on loan facilities should be pegged based on the sector’s mandate and the willingness and ability 

of the clients to pay and use the borrowed finances for improvement of their socio-economic standards.  

The study went on to postulate that statutory instruments that govern the microfinance sector should 

separate owners of MFIs from their management teams in the desire to reduce role conflict in the form of the 

agency problem. The board of directors (BOD) of MFIs should not appoint their family members and 

connections to positions in the senior management team. The tendency of these people would be to pursue 

self-enriching interests ahead of the organizational ones. On the other hand such people were known for being 

very difficult to manage and control in the event of them being found on the wrong side of the law. It was also 

concluded that all employees of MFIs should be capacity-built in their respective areas of operation in the 

desire to exploit their capabilities in directing the institutions towards increased growth and productivity. In the 

same vein remunerations of the board of directors (BOD) and all other employees should be competitive, clear, 

and transparent to allow for growth and development of these organizations. It was recommended that some of 

the skilled and experienced MFIs shareholders could be appointed to oversight positions in MFI business 

operations in the desire to curb deviations from core business by management and employees in the budding 

stages. Thus these shareholders would be responsible for ensuring that inefficiencies and departures from the 

dictates of good corporate governance and ethics were minimized or eliminated from the operations of MFIs. 
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The study concluded that MFIs needed accounting and financially knowledgeable manpower to be able to 

identify malpractices or misappropriations by MFI management and loan officers in their desires to grow their 

businesses towards sustainable development. Malpractices such as poor credit ratings of borrowers and lack of 

checks and balances led to some of the clients being over-borrowing or some of the credit exposures being 

non-performing. Such incapacitated borrowers were common sources of the failure of MFIs in their quest to 

operate on the basis of their founding principles and legal frameworks. The operations of strong management 

information systems (MFS), including regular internal and external audits, were known for being a deterrent to 

management and loan officers indulging in malpractices in the microfinance sector. It was therefore 

recommended that MFIs should expose their financial books and statements to routine checks and balances in 

the desire to determine their ability to meet growth and set performance goals and standards. 

 It was concluded that the growth and development prospects of MFIs were hinged on crafting and 

implementation of sound risk management models or frameworks. Therefore, the BOD and management teams 

of MFIs were called upon to design and implement credit policies that reduced the quantity of delinquent loans. 

The senior management teams should come up with performance related incentives for loan officers so as to 

increase their competitiveness and productive capacities. It was also recommended that MFIs should adhere to 

good corporate governance practices in their desire to attain growth from their credit and small saving portfolios 

with their clients. Such practices of corporate governance should be aimed at bringing the culture of ethical 

compliance, productivity, and growth into MFI business operations. The existence of MFIs in communities 

should remain geared towards their economic growth and return prospects and meet the socio-economic needs of 

the poor and vulnerable citizens of our societies. Hence, it is important to note that the Zimbabwean MFIs need to 

regard the concepts of corporate governance and ethics as indispensable as far as their survival and growth in the 

modern economic environment were concerned. 

References  
Amato, A. D., Henderson, S., & Florence, S. (2009). Corporate social responsibility and sustainable business: A guide to 

leadership tasks and functions. United States: Center for Creative Leadership. 
Arunachalam, S. R. (2010). A blog titled Candid unheard voice of Indian microfinance. Corporate governance issues in Indian 

microfinance. Retrieved from http://microfinanceinindia.blogspot.com/search/label/Corporate%20Governance (accessed on 
11 April 2012)  

Arunachalam, S. R. (2011). MFI corporate governance norms: How can these be put in place? Retrieved from 
http://www.moneylife.in/article/mfi-corporategovernance-norms-howcan-these-be-put-inplace/20223.html (accessed on 11 
April 2012) 

Brink, A. (2011). Corporate governance and business ethics: An introduction. NY: Springer. 
CERISE and IRAM. (2005). Handbook for the analysis of the governance of microfinance institutions.  
CGAP. (2010). Andhra Pradesh, 2010: Global implications of the crisis in Indian microfinance. Focus Notes, No. 67. Washington 

DC, USA. 
CMEF (Council of Microfinance Equity Funds). (2005). The practice of corporate governance in shareholder-owned microfinance 

institutions. Consensus Statement of the Council of Microfinance Equity Funds. 
Chakraborty, S. K. (1997). Business ethics in India. Journal of Business Ethics, 16, 1529-1538. Retrieved from 

http://dx.doi.org/10.1023/A:1005806913385 
Constantinou, D., & Ashta, A. (2011). Financial crisis: Lessons from microfinance. Strategic Change, 20, 187-203. 
Collier, J., & Roberts, J. (2001). Introduction: An ethic for corporate governance? Business Ethics Quarterly, 11, 67-71.  
Demise, N. (2005). Business ethics and corporate governance in Japan. Business and Society, 44, 211-217. 
Franke, E. U., Kläntschi, S., Meibauer, G., & Talmo, N. (2011). The Indian microfinance crisis. MIA Practical Project, Seminar 

on Development Cooperation. 



THE IMPACT OF CORPORATE GOVERNANCE AND ETHICS ON MFIS 

   

522 

Hudon, M. (2011). Ethics. In B. Armendariz and M. Labie (Eds.), The handbook of microfinance (pp. 123-141). 
London-Singapore: Scientific Work. 

Ledgerwood, J., & White, V. (2006). Transforming microfinance institutions: Providing full financial services to the poor. 
Washington DC: World Bank. 

Madzokere, N., Matanda, E., & Chikodza, E. (2012). Corporate governance and ethics: A precursor of corporate governance and 
development. Journal of International Academic Research for Multidisciplinary (JIARM), 1(5), 162-170. ISSN 2320-5083. 

Marr, A., & Tubaro, P. (2011). Field report crisis in Indian microfinance and a way forward: Governance reforms and the Tamil 
Nadu model. Journal of International Development, 23, 996-1003.  

Nair, S. T., Postmus, J., & Pradhan, R. (2009). Social responsibility of Indian microfinance: A critical review. Working Paper No. 
195. Gujarat Institute of Development Research.  

OECD. (April 1999). Principles of corporate governance. Retrieved from www.oecd.org 
Podnar, K., & Jancic, Z. (2006). Towards a categorization of stakeholder groups: An empirical verification of a three-level model. 

Journal of Marketing Communications, 12(4), 297-308.  
Shah, A. (1996). Corporate governance and business ethics. A European Review, 5(4), 225-233. 
Van Beek, C., & Solomon, D. (2004). The new management dualism: The power of ethics in a global organization. Ethics Matters. 

Center for Business Ethics, Bentley College. 
Webley, S., & Werner, A. (2008). Corporate codes of ethics: Necessary but not sufficient. Business Ethics: A European Review, 

17(4), 405-415.  
West, A. (2009). Corporate governance convergence and moral relativism. Corporate Governance: An International Review, 

17(1), 107-119. 
Zou, P. and Cheng, W. W. A. (2011). Corporate governance: a summary review on different theory approach; international 

research Journal of Finance and Economics Issue 68 © EuroJournals Publishing, Inc. 2011 
http://www.eurojournals.com/finance.htm  

 


