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Abstract: While extensive research exists on microfinance as a tool for
smoothing consumption at the household level in poor communities, studies on
the progression beyond consumption to household economic development are
just beginning to emerge. This paper addresses the limited knowledge by
examining how investment-focused microfinance loans enable poor households
to transition from consumption smoothing to household economic development
within rural communities. The study was conducted in the rural areas of O. R.
Tambo Coastal District, South Africa. The study used a qualitative research
approach, collecting data through semi-structured interviews with
microfinance beneficiaries. The interview data underwent thematic analysis
employing Braun and Clarke's six-step methodology, guaranteeing that codes
and themes arose inductively from the narratives of the participants.

The results indicated that investment-focused microfinance loans support
enterprise development and income generation, increase income and enable
consumption smoothing, enhance savings and asset accumulation, and enable
reinvestment, business expansion and employment creation. The study suggests
that investment-focused microfinance can facilitate different stages of
household economic progression and wider economic participation. The study
contributes to the body of knowledge by establishing context-specific empirical
insights into how investment-focused microfinance loans may facilitate a
progression from consumption smoothing to household economic development.
The study advocates for policy initiatives that move beyond expanding credit
access towards productive investment and business-development support for
disadvantaged rural communities and posits that these insights will be of
interest to policymakers to move beyond expanding credit access to productive
investment and business-development support.
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Introduction

Microfinance projects have been praised by many developing countries for the role they play
in empowering and promoting economic activities in many disadvantaged communities
(Robert, 2024). Microfinance is defined as the provision of financial services to low-income
earners, poor communities, and small businesses who are unable to access formal banking
services and whose living conditions fall below the poverty line, with the goal of breaking the
cycle of poverty (Uusiku, 2018). However, the primary goal for which microfinance institutions
are created has yet to manifest, mainly in developing economies (Chikwira et al., 2022). This
situation is because the level of poverty keeps rising around the world. Globally, poverty stands
at 10 per cent, representing 826 million people living in extreme poverty, below the
international poverty line of $3.00 a day. In Sub-Saharan Africa, 464 million people live in
extreme poverty driven by bad governance, climate change and slow economic growth (World
Bank Group, 2026). In South Africa roughly 10.8 million people live on less than R855 per
person per month (Statistics South Africa, 2026). Poverty persists in many rural households in
South Africa due to unemployment, income insecurity, and limited access to formal financial
services (Baloyi & Geyer. S, 2019). As a result, the evidence regarding microfinance's
contribution to long-term poverty reduction remains mixed. While (Chikwira et al., 2022) study
in Zimbabwe revealed that microfinance supported SMEs and agricultural development and
reduced the level of poverty in the long run, (Appiah-Kubi et al., 2026) study in Ghana revealed
that microfinance institutions do not effectively alleviate poverty in the long term(Appiah-Kubi
etal., 2026).

Nevertheless, microfinance is still considered a poverty alleviation tool that is widely used to
financially support livelihood activities among underserved communities and those excluded
from formal banking systems (Makara et al., 2024). Although microfinance projects may have
the capacity to facilitate different stages of household economic progression, existing studies
have largely focused on repayment rates, household income, or consumption smoothing. A
(Maitrot & Nifio-Zarazua, 2017) study of microfinance in Bangladesh revealed significant
increases among the beneficiaries’ household income, consumption, and purchasing power. A
microfinance programme in Limpopo Province, South Africa, recorded a significant reduction
in household poverty as the beneficiaries were able to increase their household consumption
and improve their family's nutritional status (Mkhize, 2017).

While extensive research exists on microfinance projects, many have focused on examining
income generation, consumption and assets accumulation as isolated outcomes of microfinance
(Author, 2025; Gavaza et al., 2025; Kumari, 2020). There are few empirical studies on the
progression of poor households beyond consumption smoothing to household economic
development through microfinance project. This study aimed at filling that research gap by
drawing evidence from the O.R. Tambo Coastal District in South Africa. The study used the
following research questions: RQ1. How do investment-focused microfinance loans facilitate
income generation and micro-enterprise development among beneficiary households in the O.
R. Tambo Coastal District? RQ2. How do investment-focused microfinance loans influence
household consumption and sustainable livelihoods among beneficiary households in the O. R.
Tambo Coastal District? RQ3. How do investment-focused microfinance loans contribute to
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household economic progression beyond consumption smoothing in the O. R. Tambo Coastal
District?

The paper is structured as follows: Section 2 reviews the literature on microfinance projects;
Section 3 presents the research methodology; Section 4 presents the research findings and
discussions; and Section 5 provides the conclusions and practical recommendations.

Literature Review

2.1 Theoretical Framework: Sustainable Livelihoods Framework

The conceptual framework for this study is based on the Sustainable Livelihoods Framework
(SLF) and a literature review and denotes the key variables in relation to each other. The
Sustainable Livelihoods Framework is a way of thinking about the goals, scope, and priorities
of development projects (van Rijn et al., 2012). It captures the context of rural South Africa,
particularly the O.R. Tambo Coastal District of the Eastern Cape, where many who faced racial
discrimination, marginalisation, and limited access to economic resources and opportunities
continue to pursue productive livelihood strategies (Kirsten, 2011).

The framework conceptualises the transition of poor households from the stage of consumption
smoothing (survivalist) to the stage of household economic progression as an integrated
outcome of livelihood assets (human, social, physical, and financial capital) among these
households. It illustrates how these livelihoods assets can enable poor households to use their
skills and knowledge to pursue productive livelihood strategies (Habib et al., 2023). In the
context of this study, microfinance investment-focused loans represent a vital source of
financial capital for small business investment. The framework assumed that successful
investments could improve business performance and strengthen business development, thus
increasing household income and consumption smoothing among disadvantaged communities.
Sustainable and increased household income enables households to acquire productive and
financial assets which can facilitate household economic progression (Habib et al., 2023).
Based on the framework, it is assumed that the outcome of sustainable livelihoods contributes
to household economic progression towards a potential pathway to inclusive economic
development. Such progression aligns with the broader Sustainable Development Goals
(SDGs), particularly SDG 1 (No Poverty), SDG 8 (Decent Work and Economic Growth), and
SDG 10 (Reduce Inequalities) (Carlsen & Bruggemann, 2022).

2.2 Microfinance and Household Economic Development

Microfinance institutions have been praised by many developing countries for the role they play
in empowering and promoting economic activities in many disadvantaged communities
(Robert, 2024). Microfinance is defined as the delivery of financial services to low-income
earners, poor communities, and small businesses who are unable to access formal banking
services (Uusiku, 2018). Microfinance is a predominant poverty alleviation tool that has been
widely used to financially support livelihood activities among financially underserved
communities and those excluded from formal banking systems (Makara et al., 2024). The
institutions provide small loans to poor individuals or groups of individuals, usually without
collateral (Motileng & Wagner, 2019).
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Several pieces of empirical evidence support the claims that microfinance plays a significant
role in household economic development. In Malaysia, microfinance enabled women to
participate in economic activities in which the participants were able to expand their small
businesses, create employment for other poor families, increase their household income, and
increase their household savings (Samer et al., 2015). Similarly, studies from Bangladesh show
that beneficiaries who invested their loans into business recorded significant increases in
household income, employment, consumption, and purchasing power (Maitrot & Nifio-
ZarazUa, 2017). Evidence from India further indicates that microfinance programs helped poor
households diversify and increase income sources and expand businesses (Mohapatra & Sahoo,
2009). In Ghana, microfinance loans led to increased business income and positive changes in
livelihoods (Afrane, 2002). In Cameroon, the provision of microfinance loans motivated young
men to engage in tomato farming and improved household finances in Santa village (Tambi,
2018). Studies in Tanzania show that microfinance loans assisted women entrepreneurs in
diversifying their business portfolios (Ndilito, 2025).

Microfinance has also played a significant role in South Africa by providing financial services
such as savings facilities, access to loans, and basic banking services to poor households
(Mashingo & Kabir, 2016). In Ba-Phalaborwa Municipality, beneficiaries recorded
improvements in household income and asset accumulation, including the acquisition of
productive equipment and housing construction (Baloyi & Geyer. S, 2019).

2.3 Investment-Focused Microfinance and Livelihood Progression

Microfinance loans are still considered as a critical poverty alleviation tool that is widely used
to support livelihood activities among underserved communities and those excluded from
formal banking systems (Makara et al., 2024). However, existing studies have shown that most
of the loans are used primarily for short term consumption (Maitrot & Nifio-Zarazua, 2017;
Makara et al., 2024). Understanding how the alleviation of poverty at the household level is
underpinned by the provision of microfinance investment-focused loans in poor communities
is therefore vital for ensuring long-term access to credit expansion and promoting local
entrepreneurship. Investment-focused finance is the money disbursed by microfinance
institutions in the category of enterprise development programmes. This money is given to
clients for the purpose of operating or expanding a business; they are given a business mentor
and receive more business skills training (Kumari, 2020). Investment-focused microfinance
brings in significant changes as it moves households through successful stages of development.
The loans are largely focused on productive activities that strengthen enterprises, generate
income, accumulate assets, and improve livelihood sustainability (Makara et al., 2024).

Empirical evidence supports the claims that investment-focused microfinance loans enable
livelihood progression among microfinance beneficiaries. In Malaysia, microfinance enabled
women to participate in economic activities that allowed them to develop their small enterprises
and enhanced their income (Samer et al., 2015). A microfinance project in Bangladesh recorded
a significant increase in the participants' income, which enabled them to enhance their
children’s education (human capital asset) (Maitrot & Nifio-Zarazla, 2017). Asset
accumulation was also found to be fundamental in household progression into inclusive
economic development. In a study conducted by (Uusiku, 2018) in Namibia, the participants,
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after recording a significant increase in their incomes and savings, were able to buy new
equipment, increase their production, and create extra employment through their businesses.
Similarly, in Ba-Phalaborwa Municipality in South Africa, beneficiaries in a microfinance
project recorded significant improvements in asset accumulation, including the acquisition of
brick-making machines, bread and bun-making machines, roof and tile equipment, sewing
machines and built houses for rental purposes (Baloyi & Geyer. S, 2019). These recorded
business improvements and asset acquisitions are what (Umeaduma, 2023) highlighted as
factors that enable the beneficiaries to improve their income and savings, as well as reduce
household vulnerability and promote livelihood resilience. These findings therefore show that
household development is a progression rather than a single outcome.

2.4 From Consumption Smoothing to Household Economic Progression

Several studies on microfinance projects have shown significant improvements in household
consumption smoothing through active participation in economic development activities.
Consumption smoothing is the process by which households use economic and financial
strategies to balance their savings and spending to maintain consumption and meet immediate
needs during income fluctuations (Tremblay, 2025). Household economic progression is the
gradual improvement in a family's financial stability, income, asset accumulation and overall
standard of living, and sustained economic security over time (Fomum & Jesse, 2017;
Pawasutipaisit & Townsend, 2011; Tremblay, 2025).

Microfinance has played a significant role in South Africa by providing financial services such
as savings facilities, access to loans, and basic banking services to poor households (Mashingo
& Kabir, 2016). In Limpopo Province, the microfinance project significantly changed the lives
of beneficiaries who invested their loans into small businesses. Participants experienced a
reduction in household poverty through increased household consumption, the acquisition of
household items, and improved nutritional status (Kirsten, 2011). Similarly, increased
household expenditure, food security, provision of basic needs, and reduced vulnerability were
recorded among microfinance beneficiaries in Ethekwini (Mkhize, 2017).

Similar findings have been reported in other parts of the world. In Bangladesh, beneficiaries
recorded significant increases in purchasing power and household consumption (Maitrot &
Nifio-Zarazta, 2017). In India, microfinance programmes helped poor households reduce
hunger (Fonseca et al., 2024). These findings demonstrate the contribution of microfinance to
household consumption smoothing through improved household welfare and the ability to meet
immediate needs during periods of income fluctuation. Improved household welfare
strengthens the foundational aspects of sustainable livelihoods through which households can
accumulate skills, tools and savings (Fonseca et al., 2024). These core assets enable
disadvantaged households or individuals to engage in beneficial economic activities. As
households build assets such as savings, they can buy proper business assets and remove basic
obstacles to productive business development. Furthermore, investing in technology to improve
network and internet reception in rural areas once people achieved some level of welfare to
enable them to engage in mobile banking and foster their economic activities was suggested by
(Simatele & Maciko, 2022).

Enterprise Development & Microfinance Vol. 36 No. 3



Beyond Consumption Smoothing: Investment-Focused Microfinance and Household
Economic Progression in Rural South Africa
Therefore, the provision of investment-focused microfinance loans is essential in facilitating
the transition process beyond consumption smoothing. As microfinance provides clients with
training, it builds their human capital and readiness needed to leverage another set of factors to
enables them to start and grow their businesses and boost their profitability (Fonseca et al.,
2024). According to Chikwira et al (2022), when credit is directed towards productive
economic activities, it can enable enterprise development, income generation, asset
accumulation, facilitate sustainable livelihoods and enable long-term economic participation.
Therefore, household productive and improved economic activities provide a pathway towards
inclusive economic development (Chikwira et al., 2022).

While extensive research exists on microfinance projects, many have focused on examining
income generation, consumption and assets accumulation as isolated outcomes of microfinance
(Author, 2025; Gavaza et al., 2025; Kumari, 2020). Studies on livelihood progression of
microfinance beneficiaries from survivalist consumption to inclusive economic development
are only beginning to emerge. This paper addresses the limited knowledge of how investment-
focused microfinance loans enable the progression of microfinance beneficiaries from
consumption smoothing to inclusive economic development within disadvantaged households,
using evidence from the O. R. Tambo Coastal District, South Africa.

2.5 Conceptual Framework: Investment-Focused Microfinance loans and Inclusive
Economic Development

The conceptual framework for this study is established based on the literature review and key
concepts of the sustainable livelihood framework. The framework conceptualises the pathway
for consumption smoothing towards household economic progression to inclusive economic
development as an integrated outcome of livelihood strategies, household welfare outcomes,
savings and asset accumulation through investment-focused microfinance loans. It describes
how successful and sustainable investment-focused microloans can be translated into stabilised
income and improve savings, thereby enabling business expansion, reinvestment and
employment creation which enable household economic progression and improved economic
participation among disadvantaged rural communities.

Based on the framework, it is assumed that the outcome denotes changes that occur because of
the implementation of microfinance investment-focused microloans. Such progression aligns
with the broader Sustainable Development Goals (SDGs), particularly SDG 1 (No Poverty),
SDG 8 (Decent Work and Economic Growth), and SDG 10 (Reduce Inequalities) (Carlsen &
Bruggemann, 2022). The framework illustrates how the interconnectedness of livelihood
strategies and household welfare outcomes promote household economic progression and
enable the pathway towards inclusive economic development. Figure 1 illustrate the conceptual
framework for the study.
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Figure 1. Conceptual framework: Investment-focused microfinance and household economic
progression
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Research Methodology

3.1. Research Design

The study adopted a qualitative research design to explore how investment-focused
microfinance loans enable poor households to transition from consumption smoothing to
household economic development within rural communities in O.R. Tambo Coastal District of
the Eastern Cape, South Africa. The rationale for selecting a qualitative design was to capture
the lived experiences and subjective perceptions of microfinance clients, which are often under-
represented in quantitative models. Although a mixed-methods design could enhance
generalisability, this qualitative approach focused on depth, interpretation, and meaning-
making rather than numerical measurement.

3.2 Research Sampling

A purposive, non-probability sampling strategy was employed to identify microfinance clients
who could provide firsthand information on the services received from microfinance
institutions. Marang Financial Services, Finbond Microfinance Institution, and the Department
of Agriculture and Agrarian Reform assisted in identifying potential participants, as these
institutions were well positioned to identify group leaders or members directly involved in
microfinance projects. The following inclusion criteria were applied: (a) beneficiaries of
microfinance investment-focused microloans, (b) owner-managers of micro-businesses
classified as SMEs in South Africa, and (c) businesses operating within the O.R. Tambo Coastal
District for at least one year. The definition of an SME was operationalised according to the
amended Schedule 1 of the National Small Enterprise Act of 2004 (Act No. 29 of 2004), where
a micro-enterprise is defined as “a separate and distinct business entity with fewer than five
employees with an annual turnover of < R150 000 managed by one owner or more and
predominantly carried on in any sector or subsector of the economy” (Department of Small
Business Development, 2020).

The use of purposive, non-probability sampling may have introduced selection bias because
participants were drawn from microfinance institutions that did not represent all microfinance
clients in the O.R. Tambo Coastal District. However, this was mitigated by recruiting
participants from multiple institutions, including Financial Service Cooperatives (FSCs), the
Small Enterprise Foundation (SEF), Marang Financial Services, and the Department of
Agriculture, representing both small business owners and farmers. Although these institutions
may have favoured active or performing clients over dropouts or defaulters, the approach
provided valuable insights into the experiences and repayment behaviour of active participants.
A total of 19 participants, all of whom had received investment loans from microfinance
institutions, were interviewed. The sample size was determined by data saturation, which
occurred when no new information emerged during data collection (Guest et al., 2020).
Although the sample was not statistically representative, participants were selected to capture
variation in gender, age, and business sector, providing rich and sufficient information through
in-depth interviews.
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3.3 Data Collection

Prior to data collection, ethical clearance was obtained from the University of South Africa.
Appointments were arranged with participants before the interviews, and written informed
consent was obtained from each participant. To ensure participant anonymity, names were
replaced with codes during transcription and analysis.

Data were collected through face-to-face semi-structured interviews with microfinance
beneficiaries over a period of five weeks in the rural areas of O.R. Tambo Coastal District.
Semi-structured interviews allowed the researcher to probe participants’ individual experiences
while maintaining consistency in the core interview questions. The interviews were conducted
in participants’ natural settings and conducive environments (Rutberg & Bouikidis, 2018). Each
interview lasted between 30 and 45 minutes and was audio-recorded with participants’ consent.
The recorded interviews were subsequently transcribed verbatim for analysis. The use of semi-
structured interviews generated rich, descriptive data, allowing an in-depth understanding of
how investment-focused microloans influence disadvantaged rural communities in the O.R.
Tambo Coastal District, Eastern Cape.

3.4 Data Analysis

The study used Braun and Clarke's six-phase framework to find, classify, explain, and report
themes observed in the dataset(Braun & Clarke, 2006). The process started by reading through
the dataset to familiarise the researcher with the collected data and transcribed verbal data
(Nowell et al., 2017). This was followed by generating initial codes (words or short sentences)
that captured important features of the data appropriate to answering the research
question(Nowell etal., 2017). ATLAS.ti 9 software was used to code all participants' responses,
and the codes were divided into appropriate code categories for further analysis.

The codes were then carefully reviewed to search for themes, and ATLAS.ti 9 was used to
organise and arrange the different code groups into themes. The themes were subsequently
reviewed against the dataset to verify that they conveyed a substantial story, and codes that did
not properly address the research question were discarded. In the following phase of defining
and naming the themes, the researcher focused on producing a detailed examination of each
theme by defining its breadth and focus, as well as the story behind it (Nowell et al., 2017). The
coded themes were tabulated, and the findings were reported in writing.

Results
4.1. Demographic Presentations
A total of 19 microfinance beneficiaries participated in the study. The demographic

descriptive analysis data for these beneficiaries are presented in Tablel below.

Table 1. Demographic descriptive analysis

Gender Male:7
Female:12

Age 26-35years:5
36-45years:12

Enterprise Development & Microfinance Vol. 36 No. 3



Beyond Consumption Smoothing: Investment-Focused Microfinance and Household
Economic Progression in Rural South Africa

46-55years:2

Primary:4

Secondary:10

Tertiary:5

Education

Table 1 depict the demographic representation of the research participants. According to the
results from the field survey, most of the participants were female; twelve out of nineteen and
seven out of nineteen were male. This information indicates that most microfinance
beneficiaries in the ORTCD are women. Five out of nineteen participants were between the
ages of twenty-six and thirty-five. Twelve respondents were between the ages of thirty-six and
forty-five years old. Two of the participants were between the ages of forty-six and fifty-five.
This demonstrates that most microfinance loan recipients were over the age of twenty-five
years. Based on the participant educational background, four of the nineteen participants had
primary education, ten out of nineteen had secondary education, and five participants had
university education. This suggests that all the participants had some level of schooling. The
participants were all involved in small-scale business operations including clothing, vegetable
gardening, poultry farming, retail and house leasing.

4.2 Analysis of the Emerging Themes and Discussion

Initial codes that capture the participants’ own words were generated and these codes were
consolidated and organised into clusters. The clusters were categorised based on recurring
meanings, resulting in the final themes. To assure credibility, the supervisor evaluated the codes
for coding consistency and compared emergent themes to raw data to determine their empirical
basis, rather than preconceived conceptions.

Table 2. An overview of the themes
Final theme

Research question

RQ1. How do investment-focused microfinance
loans facilitate income generation and micro-
enterprise development among beneficiary
households in the O. R. Tambo Coastal District?

Theme 1: Access to Investment-
Focused Finance

Theme 2: Enterprise Development
and Income Enhancement

RQ2. How do investment-focused microfinance
loans influence household consumption and
sustainable livelihoods among beneficiary
households in the O. R. Tambo Coastal District?

Theme 3: Consumption Smoothing
and Household Welfare

Theme 4: Asset Accumulation and
Sustainable Livelihoods

RQ3. How do investment-focused microfinance

Theme 5: Household Economic

loans contribute to household economic
progression beyond consumption smoothing in the
0. R. Tambo Coastal District?

Progression towards Inclusive
Development

Table 2 captures the generated themes from the analysis of data and shows how they are related
to each research question. The data generated themes linked to the various research questions.
Research Question 1 produced themes including access to investment-focused finance,
enterprise development and income enhancement. Research Question 2 generated themes
including consumption smoothing and household welfare; asset accumulation and sustainable
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livelihoods. Research Question 3 produced the theme of household economic progression
toward inclusive development. The emerging themes include access to investment-focused
finance, enterprise development and income enhancement; consumption smoothing and
household welfare; asset accumulation and sustainable livelihoods; and household economic
progression toward inclusive development.

Access to Investment-Focused Finance

Access to investment-focused finance appeared as one of the data’s themes. The factors
culminating in the emergence of this theme were centred around access to loans, reasons for
borrowing, loan adequacy and the use of finance for productive investment. The findings
revealed that participants perceived different reasons as influential in shaping their experiences
in accessing microloans for business operation. Participant 3 said, "I was busy looking for a job
for a long time, and | could not find one, so | decided to apply for a loan to create a job for
myself.” Participant 8 added: “My husband was giving money, so when he died, I struggled
with the family. This made me apply for a loan to start something for myself.” These findings
capture microfinance loans as productive and a pathway into economic activity. Other views
emerged relating the purpose of investment-focused finance to productive investment. For
instance, participant 1 said, "When | took the loan, my business grew, and | was able to pay
back the loan. So, | went for more loans to expand my business.”

Furthermore, the findings capture some level of information barrier, although expansion of
financial access was affirmed by many of the participants. The participants elucidate: “It is my
first time. | had no idea that | could get a small loan. I thought it was only those who have good
jobs that can get a loan.” (participant 18), participant 10 added: “This is my first time; I did not
know I could apply for a loan. I thought it was only for big workers.” A few participants, such
as participant 11, indicated that “The loan is small, but I think because it is my first time. These
people cannot give me a big amount. I think that I must build a good relationship first.” This
view demonstrates perceived borrowing constraints and gradual access to larger loans.
However, the majority reported that they were motivated by enterprise expansion to borrow
more loans; for example, participant 6 said: “The growth of my business motivated me to apply
for another loan.” The participant explanations illustrate how access to investment-focused
loans was shaped by business growth, household financial vulnerability and limited awareness
of microfinance opportunities.

Enterprise Development and Income Enhancement

Another key theme emerging from the data was enterprise development and income
enhancement. This theme gave a more profound understanding of how business expansion,
profitability, increased stock, income growth and employment creation were influenced by
investment-focused loans. Participants emphasised that the loans were widely regarded as
crucial to business expansion and profitability, as the income they raised from their business
activities enabled them to expand their businesses. Participant 6 said, “I invest the money into
my business and grow the business to a higher level.” Participant 11 added that, “The loan
helped me to buy new utensils for my business. In short, it helps to give my business a new
look.” and participant 17 said “There has been good improvement, the number of sales has
increased, and we bought more inputs and also added another section of the poultry farm.” The
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participants’ explanation demonstrates very strong evidence of business growth. Furthermore,
the finding captures the aspect of employment creation from some of the participant’s
explanations. For instance, participant 6 said, “I managed to create employment in my own
little way.” And participant 11 added that, “I employed two girls to help me in the preparation
and selling of food and cleaning.” These responses demonstrate that investment-focused
microfinance loans enable the beneficiaries to move beyond household-level benefits toward
local employment generation. The participants’ explanations in this theme have demonstrated
that investment-focused finance supported household enterprise expansion, increased
productive capacity and, in some cases, generated employment.

Consumption Smoothing and Household Welfare

Consumption smoothing and household welfare were other themes that emerged from the data
demonstrating changes in household income, food security, expenditure and the ability to meet
basic household needs. To have a deeper understanding of the expenditure component,
participants were asked about changes reported in their households after investing their loans
in business activities. The participant elucidated as follows: Participant 18: “When I took over
the responsibilities of my family, it was very difficult for us to eat three square meals a day. |
was struggling to balance spending between business and family.” Participant 10: “We could
not afford food for days. We just ate only bread, and sometimes we went to friends and asked
for food.” Participant 7 said, “There are days we get food once because there was no money to
buy.” The findings showed that, pre-loan, households encountered some level of vulnerability
and food insecurity due to limited financial resources and unstable income sources.

However, the finding also revealed strong evidence of improved household consumption and
welfare, as the participants indicated that the income generated after the loan investment
assisted in acquiring not only business goods but also increased food consumption in the
household. The participant elucidated as follows: Participant 2 said, “I have really spent more
than before on household items. | do buy more food, new clothes and school needs for my
children." Participant 10 said, “If compared to the past two years, I can say that my household
expenditures have increased. | buy more food items, clothes and school needs for my family.”
In addition, participant 16 said, “I have been able to spend more on my family. I buy more food
items, school needs for my kids, toys for the kids, and clothes, as well as pay for scholar
transport for the kids.” However, participant 7 pointed out that “Even now we still get less food
in the house because I want to grow the business, make more profits and pay back the loan.”
This participant explanation demonstrates the loan invested does not necessarily produce
immediate improvements in household consumption.

Nevertheless, these findings have demonstrated how improvement in business and household
incomes was translated into some level of improvements in household consumption and
welfare. The beneficiaries were able to make positive adjustments in their household
expenditures, spending more on children's education, buying more food items, and spending
more on household goods and other essential needs. This demonstrates a transition from
consumption smoothing to investment and development.
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Asset Accumulation and Sustainable Livelihoods

Asset accumulation and sustainable livelihoods emerged as another major theme in the study
data, reflecting the accumulation of physical and financial assets and strategies for maintaining
business without continuous borrowing. Participants were asked to share their thoughts on what
had changed in the items of value acquired as a household after investing the loan in business.
Many participants reported buying items such as television sets, sewing machines, new beds
and building materials, while others were able to construct new homes or renovate their homes.
The participants indicated as follows: Participant 17: “The business has helped me to renovate
my house and add some more rooms and buy chairs and a new bed for my family." Participant
4 said, “I have started constructing my house. I bought a new flat-screen television, a new
cupboard and a second-hand car.”

The finding also revealed that some of the participants’ explanations demonstrate strong
evidence of movement toward financial and business sustainability. The participant elucidated
as follows: Participant 10: “I can say that I have increased my savings to a certain degree."
participant 1, “My plan is to use my savings and reinvest it and forget about taking another
loan.” Participant 17 added that, “I have also saved some money to start a new type of business.”
Furthermore, participants’ explanation demonstrates strategies used for maintaining business
without continuous borrowing. Participant 7 said, “By saving I think I will make money
available for my business in future without taking more loans.” Participant 8 added, “My
savings and profits will be able to support the business.” And participant 11 said, “My plans
now is to save more money so that the moment I finish to repay the loan, I will have my own
money to continue my business.” These findings demonstrate the emergence of a saving culture
and the accumulation of finance towards reinvestment and reduced reliance on external
financial support.

Household Economic Progression towards Inclusive Development

Household economic progression towards inclusive development surfaced as one of the themes
and captured key features in the data set that demonstrate a significant move beyond household
welfare. The participants' explanations demonstrate some level of social contribution and
economic spillovers beyond household and community-level economics. The participant
emphasises that their successful business performance not only allowed them to support their
own households but also enabled them to assist their communities, especially by providing food
items to vulnerable households. One participant said, “The community appreciates me, saying
that | am a hard-working woman. They called me a role model because | use local materials to
build rental houses. Now others are doing the same.” (participant 6). In addition, participant 1
said, “People come to us and borrow money or food items, but before, we were nobody.”

The finding also revealed progression towards inclusive development, as participants'
explanations show how household business is linked to local economic opportunities and
inclusive economic participation through employment. The participants explained as such:
Participant 11 said, “I employed two girls to help me in the preparation and selling of food and
cleaning.” Participant 6 added, “I managed to create employment in my own little way.” And
participant 16 said, “I employed two girls who are working with me.” The participant
explanation further demonstrates evidence of inclusive economic participation. One participant
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said, “My investment in the village has brought many people closer to me. Many young women
want to follow my example.” The participant explanation further show progression towards
financial independence as one of the participants said, “By saving I think I will make money
available for my business in future without taking more loans.” These findings demonstrate
how investment-focused microfinance can enable household progression beyond consumption
smoothing to greater economic inclusion.

Discussions

The study adopted a qualitative research design and captured how investment-focused
microfinance loans enable poor households to transition from consumption smoothing to
household economic development within rural communities in O.R. Tambo Coastal District of
the Eastern Cape, South Africa. Using Braun and Clarke’s six-phase framework in
combination with ATLAS.ti9, the data were analysed thematically. The findings indicated that
investment-focused microfinance loans support enterprise development and income generation,
increase income and enable consumption smoothing, enhance savings and asset accumulation,
and enable reinvestment, business expansion and employment creation. The study suggests that
investment-focused microfinance can facilitate different stages of household economic
progression and wider economic participation.

In addressing the first research question, two themes, i.e., access to investment-focused finance
and enterprise development and income enhancement, emerged as critical factors. According
to the participants' explanation, access to investment-focused finance enables them to
participate in economic activities. In addition, access to microfinance loans created
opportunities for the beneficiaries to start up and expand their businesses. Although the findings
demonstrate perceived borrowing constraints and gradual access to larger loans, many of the
beneficiaries were motivated by enterprise expansion to borrow more. These not only support
earlier research on access and success of microfinance loans (Makara et al., 2024; Samer et al.,
2015), but they also provide greater comprehension of why investment-focused microfinance
loans are important in underserved communities. These results build on earlier research by
showing that access to investment-focused finance can help the beneficiaries boost enterprise
growth, reduce household financial vulnerability and raise awareness of microfinance
opportunities in disadvantaged communities.

In the second theme that addresses the first research question, the participants’ explanations
demonstrate a more profound understanding of how enterprise development and income
enhancement, facilitate business expansion and enhanced profitability. Participants emphasised
that the loans were crucial to business expansion and profitability, as the income they raised
from their business activities enabled them to grow and expand their businesses. The findings
also capture employment creation, demonstrating that investment-focused microfinance loans
enabled beneficiaries to move beyond household-level benefits toward local employment
generation. These findings aligned with previous studies such as (Baloyi & Geyer. S, 2019;
Uusiku, 2018) who acknowledges the contribution of microfinance loans in enabling poor
households to participate in economic development within the community. Overall, the
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participants’ explanations demonstrate that investment-focused finance supported household
enterprise expansion, increased productive capacity and, in some cases, generated employment.
In addressing the second research question, two themes, namely consumption smoothing and
household welfare, and asset accumulation and sustainable livelihoods, emerged as critical
factors broadening the socioeconomic impacts of investment-focused microfinance loans
beyond household consumption to household economic progression. These findings not only
support earlier studies on microfinance loans and household welfare (Fonseca et al., 2024;
Simatele & Maciko, 2022) but also demonstrate that households that encountered some level
of vulnerability and food insecurity due to limited financial resources and unstable income
sources later improved consumption and welfare through income generated after the loan was
successfully invested.

Furthermore, asset accumulation and sustainable livelihoods emerged as another major theme
addressing research question two. The theme captures the beneficiaries’ perspectives on how
investment-focused loans facilitated the accumulation of physical and financial assets and
improved business sustainability. The participants’ explanations demonstrate that assets
enhance productivity and contribute to increased sales and profit, enabling many of them to
buy items such as television sets, sewing machines, new beds and building materials, while
others were able to construct new homes or renovate their homes. Many participants’
explanations also demonstrate the accumulation of finance towards reinvestment while
reducing their reliance on external financial support. Previous studies, such as (Umeaduma,
2023; Uusiku, 2018), recognised the importance of microfinance loans in facilitating asset
accumulation while improving sustainable livelihoods among disadvantaged communities.

Therefore, this theme demonstrates the path through which improved business and income were
translated into asset acquisition and improved living conditions among microfinance
beneficiaries in O. R. Tambo Coastal District in the Eastern Cape, South Africa. The findings
also demonstrate how investment-focused microfinance loans facilitate the accumulation of
assets, improve household welfare, reduce reliance on external financial support and strengthen
long-term economic activities.

In addressing the third research question, the participant's explanation gave rise to the theme of
household economic progression towards inclusive development. The theme captures evidence
demonstrating a significant move beyond household welfare. The participants emphasise that
successful businesses allow them to support their households and enable them to assist their
communities, especially by providing food items to vulnerable households and creating job
opportunities. These findings not only support earlier studies on microfinance loans and
household welfare(Chikwira et al., 2022; Simatele & Maciko, 2022) but further demonstrate
that improved household welfare can enable social contribution and economic spillovers
beyond household and community-level economics. When household business is successful, it
does not only expand and grow, but it also enables the progression of household enterprise to
the creation of local economic opportunities. These findings have demonstrated that household
enterprise can therefore contribute to broader economic opportunities. It demonstrates evidence
of economic progression and community participation in economic activities that strengthen
the movement toward greater economic inclusion through employment.
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Conclusions

This paper has examined how investment-focused microfinance loans enable poor households
to transition from consumption smoothing to household economic development within rural
communities. The study was conducted in the rural areas of O. R. Tambo Coastal District, South
Africa. The study has established the mechanisms through which investment-focused
microfinance can facilitate different stages of household economic progression and wider
economic participation within a rural context. Therefore, the study concludes that investment-
focused microfinance loans support enterprise development and income generation, increase
income and enable consumption smoothing, enhance savings and asset accumulation, and
enable reinvestment, business expansion and employment creation.

The study contributes to the body of knowledge by establishing context-specific empirical
insights into how investment-focused microfinance loans may facilitate a progression from
consumption smoothing to household economic development. The study's findings led to the
following recommendations: Firstly, policy initiatives should move beyond expanding credit
access towards productive investment. Secondly, the government and NGOs should prioritise
the provision of business-development support in the form of training in financial literacy and
client relationship management for disadvantaged rural communities.

This study was limited in that it covered only the O.R. Tambo Coastal District with a sample
size of 19 participants; therefore, the findings cannot be generalised beyond the study
population. Nevertheless, the findings provided detailed insight into microfinance clients'
experiences and how investment-focused finance shapes the progression of households from
consumption smoothing towards household economic development within rural communities.
A qualitative approach was used in the study; therefore, the same study can be conducted using
quantitative or mixed-method research on the subject.
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