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ABSTRACT 

The present research is a review-based study with the objective to understand the Artificial Intelligence (AI) in enhancing the 
sustainability of microfinance lending by leveraging secondary data from industry reports, financial institutions, and academic 
research. AI-driven solutions, including machine learning algorithms, credit risk assessment models, and automated decision-
making, have been increasingly adopted to improve efficiency, reduce default rates, and optimize resource allocation. The study 
further highlights the challenges of AI adoption, such as ethical concerns, data privacy issues, and technological infrastructural 
limitations. Ultimately, the integration of AI in microfinance lending presents a transformative opportunity for sustainable growth, 
improving financial accessibility while mitigating risks. Future research should explore regulatory frameworks and long-term 
impacts of AI-driven microfinance models.  

 KEYWORDS: Microfinance Sustainability, Financial Inclusion, Microfinancing, Good Governance, Green Microfinance, 

Revenue Diversification. 

 

INTRODUCTION 
The term microfinance is new to the economy and is usually 

used in addressing issues relevant to poverty alleviation, gender 

development, financial support to micro entrepreneurs, etc. It 

provides financial services to low-income clients who 

conventionally lack the usage of banking services. 

Microfinance has emerged as a transformative force in the 

global financial landscape, aiming to provide financial services 

to underserved populations and thereby promote economic 

development and poverty alleviation. By offering small loans, 

savings accounts, and other financial products to individuals 

and micro-enterprises lacking access to traditional banking, 

microfinancing play a crucial role in fostering financial 

inclusion. The integration of microfinance into conventional 

banking operations has significant implications for 

sustainability within the financial sector. AI-based credit 

scoring, fraud analytics, and loan management innovations are 

revolutionizing the microfinance sector by cutting defaults, 

better assessing risks, and maximizing efficiency. With the 

capability to handle large volumes of data, AI can perform 

credit checks on borrowers without conventional financial 

histories, thereby increasing access to finance while better 

protecting lenders from risk. In total, AI-based chatbots and 

auto customer service improve borrower interaction, leading to 

a better financial literacy and repayment culture. 

 

 MFIs' sustainability is a complex problem, involving financial 

viability, social performance, and environmental sustainability. 

Financial sustainability is most important, as it guarantees that 

MFIs can sustain themselves without depending on external 

subsidies. Research has identified that good financial 

management, good governance, and diversification of revenues 

are key determinants of MFIs' financial self-sufficiency. 

Imitating the profit-making banking behaviour, for instance, 

through tight financial monitoring and diversified income, can 

promote the financial soundness of such institutions 

 

The effect of microfinance on the conventional banking 

operations is significant. Banks that have incorporated 

microfinance into their offerings can increase the number of 

their customers, enter new markets, and achieve corporate 

social responsibility goals. The integration, however, has its 

drawbacks, including managing increased operational costs 

related to small-scale lending as well as responding to the credit 

risks involved in lending to poor clients. This study explores the 

impact of AI on the sustainability of microfinance lending. It 

seeks to analyse how AI tools are currently being used in the 

microfinance sector, the benefits and risks associated with their 

implementation, and the extent to which they contribute to the 

long-term viability of microfinance institutions. By examining 

case studies, industry practices, and recent innovations, the 

research aims to provide insights into how AI can be leveraged 

to build more sustainable, inclusive, and efficient microfinance 

systems. The integration of AI in microfinance also aligns 

closely with global sustainability goals. Efficient and inclusive 

financial systems are integral to achieving several of the United 

Nations Sustainable Development Goals (SDGs), including 

ending poverty, achieving gender equality, and promoting 

decent work and economic growth. AI can support these 

objectives by enabling more inclusive access to capital, 

empowering underserved communities, and optimizing the 

allocation of financial resources. 

 

NEED FOR THE STUDY  

 Traditional approaches to evaluating microfinance lending and 

ensuring its sustainability often fall short in addressing the 
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dynamic and data-intensive nature of today’s financial 

ecosystem. With growing pressure on microfinance institutions 

(MFIs) to expand financial inclusion while maintaining 

financial stability, there is a pressing need for innovative 

solutions that can accurately assess risk, optimize operations, 

and enhance decision-making.This study is essential to bridge 

that gap by evaluating how AI can contribute to the financial 

and operational sustainability of MFIs. It addresses key 

concerns such as improving loan repayment rates, reducing 

default risks, and increasing outreach to underserved 

populations. Moreover, the findings of this study can guide 

policymakers, financial institutions, and technology 

developers in designing AI-driven microfinance systems that 

are efficient, inclusive, and resilient. 

 

 

 

SCOPE OF STUDY  

The scope of this research concerns analysing the impact of 

artificial intelligence (AI) on increasing microfinance 

lending's sustainability. The research investigates the ways in 

which AI-based technologies, including machine learning, 

predictive analytics, and automation, have the potential to 

enhance credit risk assessment, enhance loan processing 

efficiency, and boost financial inclusion of underserved 

segments. The research also measures the capability of AI to 

avoid risks of default and fraud linked with microfinance 

lending, yet enhance operational efficacy and cost-saving for 

microfinance institutions. Besides, it views the ethical risks 

and challenges with AI implementation, such as data privacy 

and bias in algorithms. Drawing conclusions from case studies 

and practical applications, this study seeks to offer insights 

into the revolutionary effect of AI in the long-term 

sustainability and growth of microfinance lending. 

REVIEW OF LITARATURE 

Author Title OJECTIVES METHODOLOGY FINDINGS 

Emmanuel 

Imuede 

Oyasor 

Impact of 

microfinance 

bank on the 

growth and 

sustenance of 

SMES 

To Analyse the 

contribution of 

microfinance banks 

to job creation and 

economic 

development through 

SMEs. 

• Descriptive and 

explanatory 

research 

• Statistical method 

Sector-specific 

policies should target 

different SME growth 

stages. 

Qayyum, 

Abdul and 

Ahmed, 

Munir 

(2006) 

Efficiency and 

Sustainability of 

Micro Finance 

Institutions in 

South Asia 

To examine the 

sustainability of MFIs 

by assessing their 

ability and social 

mission of financial 

inclusion. 

• Financial Ratio 

Analysis 

• Regression 

Analysis 

• Institutional and 

Policy Review 

It advises emulating m

odels of success like 

Grameen 

Bank and introducing 

focussed training 

programs 

Jeremiah 

Maching 

ambi 

(2023) 

 

The impact of 

microfinance on 

the sustainability 

of ‘poor’ clients: 

a conceptual 

review 

Analyse the role of 

microfinance in 

enhancing the 

financial 

sustainability of 

economically 

disadvantaged clients. 

• Analysing 

Conceptual 

Frameworks 

• Comparative 

Analysis 

Income generation 

through small-scale 

entrepreneurial 

activities and provides 

a buffer against 

financial shocks 

Okoye 

Lawrence 

Uchenna 

(2020) 

Corporate 

Governance and 

Financial 

Sustainability of 

Microfinance 

Institutions in 

Nigeria 

Identify challenges 

faced by MFIs in 

implementing 

effective corporate 

governance practices. 

 

• Explanatory design 

is used 

• purposive sampling 

method 

• Correlation 

Analysis 

Increased credit leads 

to higher production, 

income, and better 

livelihoods. 

Sylvanus 

Ikhide 

(2016) 

Financing and 

financial 

sustainability of 

microfinance 

institutions 

To Provide 

recommendations for 

improving the 

financial 

sustainability of MFIs 

while maintaining 

their social 

objectives. 

• Financial Ratio 

Analysis 

• analytical and 

evaluative research 

design 

A large portion of 

small and mid-sized 

MFIs still depend on 

grants, soft loans, or 

concessional funding 

from donors and 

development banks 

Satheesh 

Pandian 

Murugan 

(2020) 

The Impact of 

COVID-19 on 

the Indian 

Microfinance 

Industry and Its 

Sustainability 

Evaluate the 

resilience to decrease 

the NPAs and 

adaptability of the 

microfinance industry 

– To Investigate the 

• Resilience And 

Adaptability 

• Sectoral Reports 

and Government 

Publications 

Collection efficiency 

dropped below 30% in 

some regions, 

severely affecting 

liquidity and 

threatening the 
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strategies adopted by 

MFIs to sustain 

operations during and 

after the crisis. 

sustainability of many 

MFIs. 

Shikha 

Singh 

Microfinance as 

a tool for 

women's 

empowerment: a 

case study in 

Bilaspur, 

To evaluate the 

impact of 

participation in Self-

Help Groups (SHGs) 

or Microfinance 

Institutions (MFIs) on 

women’s decision-

making power and 

self-confidence 

 

 

• Purposive 

Sampling Method 

• Partial 

Empowerment 

Observations 

Providing small loans 

through self help 

groups and women 

beneficiaries. 

Leo Mary 

(2024) 

 

 

 

 

 

Enhancing 

Financial 

Inclusion with 

AI-Based 

Sustainable 

Microfinance 

Solutions 

To examine the role 

of AI in enhancing 

financial inclusion 

among underserved 

and marginalized 

populations, 

particularly in rural 

and remote areas. 

• Technological And 

Analytical 

Research Approach 

• Innovation-Focused 

Case Studies 

AI enables the 

personalization of 

financial offerings 

based on client 

behaviour, 

preferences, and 

capacity. 

Sandeep 

(2023) 

Role of micro 

finance and self-

help groups in 

women 

empowerment in 

rural India” 

To determine the 

contribution of micro 

finance in women 

empowerment in 

rural India through 

SHGs. 

• Sampling 

Technique 

• Indicators 

Measured 

SHGs provides 

women with access to 

credit, enabling them 

to start or expand 

small businesses, 

purchase assets, or 

invest in education 

and health. 

 

José Manuel 

Maside-San

fz 

(2024) 

Microfinance 

Institutions 

and Corporate 

Social 

Responsibility. 

A scient metric 

study 

Examine the volume 

and growth of 

publications over 

time to understand 

the evolution of 

research on MFIs and 

CSR. 

• Tools & 

Techniques 

• Analysis 

Parameters 

 

 

There is an impact of  

Financial Inclusion, 

Poverty Alleviation, 

and Social Impact by 

increasing volume of 

MFI with enhanced 

CSR. 

Abdul and 

Ahmad 

(2024) 

 

Efficiency and 

Sustainability of 

Micro Finance 

To evaluate the 

financial 

sustainability of MFIs 

in delivering long-

term services without 

dependence on 

external subsidies. 

• Analytical Tools 

• statistical analysis 

Microfinance 

Institutions (MFIs) 

that maintain high 

operational efficiency 

to measure cost and 

productivity has high 

sustainability. 

Frédéric 

Huybrechs 

(2024) 

 

Exploring the 

potential 

contribution of 

green 

microfinance in 

transformations 

to sustainability 

Identify successful 

case studies and 

innovative financial 

models that can be 

replicated to enhance 

the impact of green 

microfinance. 

• Qualitative and 

exploratory 

research design 

• secondary data 

Economic and Social 

Co-Benefits through 

green finance and 

Positive 

Environmental Impact 

Karel 

JANDA 

(2024) 

Sustainability of 

Microfinance 

Institutions in 

Financial Crisis 

To analyse the impact 

of financial crises on 

the financial and 

operational 

sustainability of 

MFIs. 

• Combination Of 

Quantitative and 

Qualitative 

Approaches 

• Financial 

Performance 

Metrics 

Financial crises 

significantly disrupt 

cash flow and 

repayment cycles, 

leading to liquidity 

shortages for many 

MFIs. 
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Peter 

Nderitu 

Githaiga 

(2020) 

Revenue 

diversification 

and financial 

sustainability of 

microfinance 

institutions 

To compare revenue 

diversification 

strategies across 

different MFIs and 

identify best 

practices. 

• Descriptive and 

correlational 

research design 

• Variance Analysis 

(ANOVA) 

Positive Impact of 

Diversification was 

found with 

Reduced Vulnerability 

in MFI 

Frédéric 

Huybrechs 

(2023) 

Exploring the 

potential 

contribution of 

green 

microfinance in 

transformations 

to sustainability 

To evaluate the 

extent to which green 

microfinance 

supports climate 

change mitigation, 

renewable energy 

adoption, and 

sustainable 

agriculture. 

• Qualitative and 

exploratory 

research design 

• secondary data 

sources 

Green Microfinance 

Bridges the Gap 

Between Financial 

Inclusion and 

Environmental Goals 

 

RESEARCH GAP 
Based on the review of literature the researcher has found that  

the studies concentrate on the social and economic effects of 

microfinance while overlooking the operational surfaces and its 

implications on banking operations. The research on 

sustainability indicators and their effects on banking operations 

is also limited. Comparative studies that analyse the effect of 

microfinance in various countries, regions, or financial 

institutions are also missing. The effects of technology-enabled 

microfinance on banking operations and environmental 

sustainability were not taken for research. Risk management, 

regulatory regimes, customer-oriented practices, and 

longitudinal research, effects of microfinance on banking 

activities and sustainability integrating with AI, are the topics 

been identified as the gap and where the future   further studies 

can be carried on. 

 

 OBJECTIVES  

• To evaluate the future scope of study on micro finance 

integrated with AI to enhance the serviceability in 

financial institutions.  

• To examine the scope of AI’s contribution for the long-

term sustainability in micro finance.  

 

    FINDINGS AND CONCLUSION BASED ON THE 

RESEARCH REVIEWS  

• Sector-specific policies should align with SME growth 

stages, drawing on successful models like Grameena Bank 

and emphasizing targeted training to boost effectiveness 

and sustainability in micro finance. 

• Small-scale entrepreneurship, supported by increased 

credit access, boosts income, enhances production, and 

provides a buffer against financial shocks, improving 

overall livelihoods. 

• Many small and mid-sized MFIs remain reliant on donor 

funding, with declining collection efficiency sometimes 

below 30% posing serious threats to their liquidity and 

sustainability. 

• AI-driven small loans to self-help groups and women 

beneficiaries enhance financial inclusion by personalizing 

services to client behaviour, preferences, and capacity. 

• SHGs empower women through credit access, driving 

financial inclusion, poverty alleviation, and social impact, 

amplified by increased MFI outreach and strengthened 

CSR efforts. 

• MFIs with high operational efficiency achieve greater 

sustainability while promoting economic and social co-

benefits through green finance and positive environmental 

impact. 

• Financial crises disrupt MFI liquidity, but diversification 

strategies reduce vulnerability and enhance institutional 

resilience. 

• The integration of Artificial Intelligence (AI) in 

microfinance lending has the potential to revolutionize the 

sector  significantly enhancing operational efficiency, risk 

assessment accuracy, and customer outreach. 

• This study has revealed that AI-driven tools such as 

predictive analytics, automated credit scoring, and 

intelligent customer support systems enable microfinance 

institutions (MFIs) to make faster, more informed lending 

decisions, reduce non-performing assets (NPAs), and 

lower operational costs. Moreover, AI facilitates the 

inclusion of underserved populations by overcoming 

traditional barriers such as lack of credit history or limited 

financial documentation. 

• From a sustainability perspective, AI contributes to long-

term viability by improving loan repayment rates, enabling 

personalized financial products, and optimizing resource 

allocation. However, the study also highlights challenges 

such as data privacy concerns, algorithmic bias, and the 

digital divide, which may limit the equitable distribution 

of benefits 

• AI presents a transformative opportunity for the 

microfinance sector, its implementation must be guided by 

ethical frameworks, regulatory oversight, and a strong 

focus on digital literacy and infrastructure development. 

 

 

 Future Scope of Study 

• Integrate AI-driven analytics in understanding the 

sustainability of microfinance within banking 

systems. 

• Examine regulatory frameworks and their impact on 

MFI performance. 

• Explore the role of AI and technology-enabled 

microfinance in enhancing environmental and 

financial sustainability. 
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• Assess risk management practices specific to 

microfinance institutions. 
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