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Abstract : This study focuses on the impli-
cations of the interest capitalization process 
on the profitability of microcredit opera-
tions, using Txi Microcrédito in the city 
of Nampula as a case study for the period 
from 2022 to 2024. The overall objective 
of the research was to analyze how inte-
rest capitalization affects the profitability 
of microcredit operations. Specifically, it 
sought to characterize the interest capitali-
zation process, identify the determinants of 
profitability, and interpret the relationship 
between capitalization and financial indica-
tors. Methodologically, the study adopted 
a qualitative approach, framed within an 
interpretive paradigm, using the inductive 
method and case study. The research par-
ticipants included credit supervisors, credit 
analysts, portfolio managers, administra-
tive assistants, and a regional coordinator 
from Txi Microcrédito. Data collection was 
carried out through semi-structured inter-
views, direct observation, and document 
analysis, with the data being processed using 
thematic content analysis. The results reveal 
that interest capitalization, especially under 
the monthly compound interest regime, 
contributes significantly to strengthening 
institutional profitability, reflecting positi-
vely on financial indicators such as opera-
ting margin, ROA, and ROE. However, it 
was found that frequent capitalization in-
creases the effective cost of credit, affecting 
borrowers’ ability to pay and increasing the 
likelihood of default. It is concluded that 
interest capitalization has an ambivalent ef-
fect, strengthening the financial sustainabi-
lity of the institution but posing challenges 
to its social function. The study suggests the 
adoption of capitalization models that are 
more adjusted to the socioeconomic reality 
of customers, greater transparency, and in-
vestment in financial education. 

Keywords: Capitalization, interest; Impli-
cations; Microcredit; Profitability.

Context 

This study, entitled “The Implications 
of the Interest Capitalization Process on the 
Profitability of Microcredit Operations: Case 
Study of Txi Microcredit in Nampula (2022–
2024),” falls within the field of microfinan-
ce and analyzes how interest capitalization 
simultaneously influences the economic 
sustainability of microcredit institutions 
and the payment capacity of their clients. 
Microcredit has been widely recognized as 
an instrument for financial inclusion and 
the promotion of socioeconomic develo-
pment, but recent studies show that its 
impacts depend on the design of financial 
products, the level of financial literacy, and 
the regulatory framework (Armendáriz & 
Morduch, 2010; Cull, Demirgüç-Kunt & 
Morduch, 2018). In this context, interest 
capitalization, although relevant to ensu-
ring the profitability and continuity of mi-
crofinance institutions, can increase the ef-
fective cost of credit and weaken the social 
function of microcredit when applied fre-
quently and in a non-transparent manner 
(Schicks, 2013). In Mozambique, particu-
larly in the city of Nampula, the intensifi-
cation of monthly interest capitalization by 
Txi Microcrédito since 2022, in response 
to adverse macroeconomic factors, highli-
ghts the tension between financial sustai-
nability and social inclusion, making em-
pirical analysis of this practice relevant to 
support institutional management, sector 
regulation, and the advancement of scien-
tific knowledge in microfinance.
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Justification

The choice of the theme “The Implica-
tions of the Interest Capitalization Process on 
the Profitability of Microcredit Operations: A 
Case Study of Txi Microcrédito in Nampula 
(2022–2024)” is based on personal, social, 
academic, and economic reasons, giving 
scientific and practical relevance to this 
research.

On a personal and social level, the 
motivation stems from the researcher’s di-
rect contact with the socioeconomic reality 
of Nampula, where microcredit is a central 
source of financing for small businesses and 
informal activities. Observing the difficul-
ties borrowers have in making payments 
and the cumulative effects of frequent inte-
rest capitalization sparked an interest in un-
derstanding the impact of these practices on 
families’ repayment capacity and well-being 
in a context marked by low levels of finan-
cial literacy.

In academic terms, the study is justi-
fied by the scarcity of empirical research in 
the Mozambican context that analyzes the 
relationship between interest capitalization, 
institutional profitability, and clients’ abili-
ty to pay. The analysis of real data from Txi 
Microcrédito contributes to the advance-
ment of scientific knowledge in the field of 
microfinance.

At the economic and institutional le-
vel, the research is relevant in view of the 
sustainability challenges faced by microfi-
nance institutions in a context of high infla-
tion, significant operating costs, and incre-
ased regulation of the financial sector. The 
results of the study may support the impro-
vement of credit granting practices and the 
promotion of financially viable and socially 
responsible microcredit.

Objectives

General Objective

To analyze the implications of the 
interest capitalization process on the pro-
fitability of Txi Microcrédito’s microcredit 
operations.

Specific Objectives

•	 Characterize the interest capita-
lization process applied in Txi 
Microcrédito’s microcredit opera-
tions, focusing on its structure and 
frequency;

•	 Identify the determining factors 
of profitability in microcredit 
operations and their relationship 
with the practice of interest 
capitalization;

•	 Interpret the relationship between 
interest capitalization and profita-
bility, highlighting the effects of 
this practice on the institution’s 
main financial indicators.

Problem

Microcredit has established itself as one 
of the main instruments for financial inclu-
sion and the promotion of socioeconomic 
development, by facilitating access to credit 
for populations excluded from the formal 
banking system. However, the sustainability 
of microfinance institutions requires finan-
cial mechanisms that guarantee profitability 
and risk control, especially in a context of 
high operating costs and default risk.

In this context, interest capitalization 
plays a central role, allowing interest to be 
periodically added to the outstanding prin-
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cipal, strengthening the financial margin 
and improving indicators such as Return on 
Assets (ROA) and Return on Equity (ROE). 
However, when associated with high rates 
and low levels of financial literacy, this prac-
tice can lead to over-indebtedness among 
borrowers, compromising the social func-
tion of microcredit.

In Mozambique, and particularly in 
Nampula, this tension between financial 
sustainability and social inclusion became 
more evident from 2022 onwards, when 
Txi Microcrédito intensified the applica-
tion of compound interest with monthly 
capitalization in response to adverse ma-
croeconomic factors. Although this strategy 
contributed to improved profitability indi-
cators, there was a simultaneous increase in 
defaults and payment difficulties on the part 
of borrowers.

This reality highlights a gap in the li-
terature and institutional practice, as the 
concrete impacts of interest capitalization 
on the profit tability of institutions and the 
payment capacity of clients remain unclear, 
especially in African contexts marked by 
economic instability. Thus, the experien-
ce of Txi Microcrédito in Nampula, from 
2022 to 2024, provides a privileged field for 
empirical analysis of this issue.

This leads to the following central re-
search question:

How does interest capitalization in-
fluence the profitability of microcredit 
operations at Txi Microcrédito?

Research questions 

 How is the interest capitalization 
process applied in Txi Microcrédito’s micro-
credit operations characterized in terms of 
structure, regime, and periodicity?

 What are the determining factors of 
profitability in Txi Microcrédito’s microcre-
dit operations (e.g., interest rate, capitaliza-
tion frequency, term of operations, interest 
regime, default rate, and operating costs) 
and how do these factors interact with each 
other?

 How does interest capitalization rela-
te to the institution’s profitability indicators, 
namely Return on Assets (ROA), Return on 
Equity (ROE), and operating profit margin?

LITERATURE REVIEW

This chapter presents a review of the 
literature on microcredit, highlighting its 
historical evolution, theoretical founda-
tions, and institutional framework. It ad-
dresses simple and compound interest regi-
mes and interest capitalization in financial 
operations.

Microcredit

Microcredit is widely conceptualized 
in the literature as an innovative respon-
se to the limitations of traditional banking 
systems, especially in contexts marked by 
structural financial exclusion. In addition to 
its economic function, microcredit takes on 
a relevant social and community dimension 
by providing access to finance for individu-
als traditionally excluded from the formal 
financial system.

According to Yunus (2006), microcre-
dit consists of granting small loans without 
collateral requirements, aimed at promoting 
self-employment and economic autonomy 
among beneficiaries (p. 34). This definition 
is widely adopted in the literature because 
it emphasizes the inclusive nature of mi-
crocredit, which is particularly relevant in 
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contexts such as Nampula. Armendáriz and 
Morduch (2010) expand on this concept by 
arguing that microcredit should be unders-
tood as a social and relational process based 
on trust, solidarity, and community com-
mitment, distinguishing it from conventio-
nal banking practices (p. 57). This approach 
is particularly relevant in countries such as 
Mozambique, where social and cultural ne-
tworks play a central role in the functioning 
of economic activities.

From a historical perspective, micro-
credit evolved from informal community 
credit practices, gaining international pro-
minence in the 1970s with the creation 
of Grameen Bank in Bangladesh (Yunus, 
1999). In the following decades, it expanded 
globally through non-governmental orga-
nizations and formal financial institutions, 
consolidating itself as a public policy tool to 
combat poverty (Armendáriz & Morduch, 
2010). Subsequently, the sector diversified, 
integrating social and commercial models, 
and began to coordinate with national de-
velopment strategies (Cull, Demirgüç-Kunt 
& Morduch, 2009; Ledgerwood, 2013; 
Robinson, 2001). However, authors such 
as Bateman (2010) warn of the risks of fi-
nancializing poverty and using microcredit 
for consumption, with limited impact on 
sustainable development.

Regarding the objectives of microcre-
dit, the literature identifies three central di-
mensions: social, economic, and institutio-
nal. Yunus (2007) highlights the eradication 
of structural poverty as the main objective, 
through the promotion of income-genera-
ting activities and economic autonomy (p. 
88). Armendáriz and Morduch (2010) add 
social empowerment, particularly of wo-
men, and the strengthening of community 
solidarity networks as fundamental objecti-

ves (p. 115). Ledgerwood (2013), in turn, 
emphasizes that the effectiveness of micro-
credit depends on institutional sustainabili-
ty, arguing that programs should be based 
on economically viable models that ensure 
operational continuity and financial resi-
lience (p. 65).

In summary, microcredit is a multi-
dimensional instrument of financial inclu-
sion, whose impact depends on the balance 
between its social function, the promotion 
of local economic development, and the 
sustainability of the institutions that imple-
ment it.

In this research, the objectives of mi-
crocredit are understood as integrating three 
dimensions: (i) social, which aims to eradi-
cate poverty and empower beneficiaries; (ii) 
economic, which seeks to foster entrepre-
neurship and the generation of sustainable 
income; and (iii) institutional, which ensu-
res the viability of financing entities. In the 
context of Mozambique, particularly Nam-
pula, the analysis of these objectives must 
consider the potential and limitations, as 
well as the risks associated with over-indeb-
tedness and the sustainability of microcredit 
institutions.

Impacts of Microcredit

Microcredit is widely recognized in 
the literature as an instrument of financial 
inclusion with significant economic, social, 
and cultural impacts. However, studies show 
that these impacts are neither homogeneous 
nor automatic, requiring critical and con-
textualized analysis.

From an economic point of view, mi-
crocredit is associated with income genera-
tion, the stimulation of self-employment, 
and the revitalization of local economies. 



DOI https://doi.org/10.22533/at.ed.82081126140111

A
rt

ic
le

 1
1

Th
e 

im
pl

ic
at

io
ns

 o
f i

nt
er

es
t c

ap
ita

liz
at

io
n 

on
 th

e 
pr

ofi
ta

bi
lit

y 
of

 m
ic

ro
cr

ed
it 

op
er

at
io

ns
: A

 ca
se

 st
ud

y 
of

 T
xi

 M
ic

ro
cr

éd
ito

 in
 N

am
pu

la
 (2

02
2–

20
24

)

6

Yunus (2006) argues that microcredit ena-
bles small entrepreneurs to start economic 
activities and achieve financial autonomy (p. 
93), while Ledgerwood (2013) highlights 
its contribution to increasing household li-
quidity and consumption and investment 
capacity (p. 131). However, Cull, Demir-
güç-Kunt, and Morduch (2009) warn that 
these benefits depend on the sustainability 
of microfinance institutions, as institutional 
instability compromises the continuity of 
credit and reduces the socioeconomic gains 
of borrowers (p. 112). Critically, Bateman 
(2010) argues that, in many contexts, mi-
crocredit generates low-productivity sub-
sistence activities and is insufficient to pro-
mote lasting structural change. Thus, the 
economic impacts tend to be significant in 
the short term but limited in the long term.

Socially, microcredit contributes to 
financial inclusion, community strengthe-
ning, and women’s empowerment. Armen-
dáriz and Morduch (2010) highlight that 
access to credit increases women’s control 
over economic resources and family deci-
sions (p. 141). However, D’Espallier, Gué-
rin, and Mersland (2013) point out that 
this empowerment can be limited when 
effective control of loans remains in the 
hands of men (p. 764). Ledgerwood (2013) 
also highlights the strengthening of solida-
rity networks and community cooperation 
(p. 145), while Banerjee and Duflo (2019) 
point to the contribution of microcredit to 
reducing social exclusion (p. 231). In con-
trast, Bateman (2010) warns of the risk of 
social tensions arising from over-indebted-
ness (p. 67). Thus, the social impacts are 
ambivalent.

In terms of cultural impacts, micro-
credit influences consumption habits, savin-
gs practices, and attitudes toward financial 

management. Yunus (2006) associates mi-
crocredit with the promotion of a culture of 
financial responsibility and the valorization 
of self-employment (p. 97). Ledgerwood 
(2013) observes the emergence of new pat-
terns of community organization and col-
lective discipline (p. 152), while Banerjee 
and Duflo (2019) identify changes in beha-
viors related to risk and financial planning 
(p. 235). However, Bateman (2010) warns 
that the imposition of exogenous cultural 
models may conflict with traditional prac-
tices of solidarity (p. 72).

In summary, the impacts of microcre-
dit must be understood in an integrated and 
critical manner. Although it is an important 
tool for financial inclusion, its effects de-
pend on complementary policies, namely fi-
nancial education, institutional monitoring, 
and adaptation to local sociocultural reali-
ties, so that it can contribute sustainably to 
economic and social development.

Interest Capitalization Process

Interest capitalization is a central con-
cept in finance, related to how interest ac-
crues on capital over time and influences 
the profitability of financial transactions, 
including microcredit. In general terms, it 
corresponds to the process by which interest 
generated in a given period can be incorpo-
rated into the capital, producing different 
effects on the evolution of the amount owed 
or invested. The literature classically distin-
guishes between two capitalization regimes: 
the simple interest regime and the compou-
nd interest regime.

According to Gitman (2015), interest 
capitalization represents the mechanism by 
which interest is applied to the initial capital 
and, in the case of compound interest, also 
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to the accumulated interest, forming the ba-
sis of financial mathematics (p. 39). Com-
plementarily, Ross, Westerfield, and Jaffe 
(2017) point out that capitalization incor-
porates the time value of money, with the 
distinction between simple and compound 
interest being decisive for financial decision-
-making (p. 27). This research adopts this 
perspective, recognizing that the capitaliza-
tion regime used by microcredit institutions 
in Mozambique directly influences the costs 
borne by borrowers, access to credit, and the 
sustainability of operations.

Implications of Interest 
Capitalization on Microcredit 
Profitability

Interest capitalization is one of the 
most decisive factors in the profitability 
of microcredit operations, simultaneously 
influencing the financial sustainability of 
institutions and the effective cost borne by 
borrowers. The capitalization regime adop-
ted (simple or compound), as well as its fre-
quency, conditions the evolution of financial 
charges, and can amplify both institutional 
gains and beneficiaries’ payment difficulties.

Interest Regimes

Aspect Simple Interest Compound Interest

Definition Interest is calculated only 
on the initial capital.

Interest is charged on the prin-
cipal plus accrued interest.

Amount Formula   

Where:

( M ): Final amount

( C ): Initial capital

(i): Interest rate (n): 

Number of periods

( M ): Final amount

( C ): Initial capital

( i ): Interest rate ( n ): 

Number of periods

Effect of 
Capitalization

Interest is not capitalized. Interest is capitalized each period.

Growth of Amount Linear Exponential

Applicability Short-term opera-
tions with lower risk 
and predictability.

Medium/long-term operations; reflects 
the contemporary financial reality.

Advantages Simplicity and 
predictability.

Reflects the actual cumula-
tive effect of interest.

Disadvantages May underestima-
te the actual cost of 
long-term credit.

Significantly increases the amou-
nt payable over time.

Reference Authors Assaf Neto (2014, p. 88) Gitman (2015, p. 42); Ross, West-
erfield, and Jaffe (2017, p. 30)

Relevance in 
Microcredit

Suitable for short contracts 
and small amounts.

Most commonly used in current mi-
crofinance practices in Mozambique.

Adapted by the author (2026)
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From an institutional point of view, 
the literature shows that frequent compou-
nd capitalization contributes to increased 
profitability by raising the effective rate of 
return above the announced nominal rate 
(Gitman, 2015, p. 102). The adoption of 
short capitalization periods allows for grea-
ter predictability of cash flows and streng-
thens the liquidity of institutions, constitu-
ting a relevant strategy in contexts of high 
operational risk, such as microfinance in 
Mozambique (Brigham & Ehrhardt, 2016, 
p. 113). Associated with the principle of the 
time value of money, interest capitalization 
increases the economic attractiveness of cre-
dit for lending institutions, ensuring the 
continuity and sustainability of operations 
(Ross, Westerfield & Jaffe, 2017, p. 119).

However, from the borrowers’ pers-
pective, frequent capitalization implies a 
significant increase in the effective cost of 
credit. Assaf Neto (2014) emphasizes that 
increasing the frequency of capitalization 
compromises the ability to settle debt and 
increases the potential for over-indebtedness 
(p. 96), especially in contexts of low finan-
cial literacy. Banerjee and Duflo (2019) add 
that compound capitalization can generate 
cumulative charges that are disproportionate 
to the real income of beneficiaries, limiting 
the expected positive effects of microcredit 
(p. 244). More critically, Bateman (2010) 
warns that, in certain African contexts, high 
interest capitalization can transform micro-
credit into a mechanism of exploitation, 
dissociated from its social function (p. 150).

Given this tension, several authors ar-
gue for the need to strike a balance betwe-
en profitability and social sustainability. 
Ledgerwood (2013) argues that the effecti-
veness of microcredit depends on the adop-
tion of transparent capitalization models 

that are adjusted to the reality of borrowers 
(p. 167). Cull, Demirgüç-Kunt, and Mor-
duch (2009) point out that the effects of 
capitalization vary according to the client’s 
profile, favoring borrowers with greater fi-
nancial capacity and penalizing those with 
seasonal or unstable incomes (p. 193). Ro-
binson (2001) stresses that the definition of 
the capitalization regime must be linked to 
economic development policies, preventing 
microcredit from contributing to the perpe-
tuation of poverty (p. 103).

In summary, interest capitalization has 
ambivalent effects on the profitability of mi-
crocredit: it strengthens the financial sustai-
nability of institutions, but can compromise 
accessibility and borrower retention when 
applied excessively. In the context of Nam-
pula, its analysis is essential to understanding 
the dynamics between institutional viability 
and financial inclusion, requiring regulatory 
and management approaches that ensure 
social justice and economic sustainability.

Determinants of Profitability in 
Microcredit Operations

The profitability of microcredit opera-
tions results from the interaction of finan-
cial, operational, social, and institutional 
factors, which simultaneously condition the 
costs, returns, and sustainability of micro-
finance institutions. Among the most re-
levant factors are the interest rate charged, 
the frequency and capitalization regime, the 
term of the operations, the level of default, 
operating costs, product diversification, and 
interest reinvestment.

The interest rate is the main source of 
income for microfinance institutions (Led-
gerwood, 2013, p. 172) and is a determi-
ning factor for profitability. However, high 
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rates, while strengthening institutional sus-
tainability, increase the risk of default and 
financial exclusion (Gitman, 2015, p. 106). 
Brigham and Ehrhardt (2016) emphasize 
that rates should be adjusted to market con-
ditions, reflecting costs and risks, without 
compromising access for the most vulnerab-
le groups (p. 118).

The frequency of capitalization di-
rectly influences the effective cost of credit 
and the profitability of operations. Assaf 
Neto (2014) and Gitman (2015) point out 
that more frequent capitalizations increase 
institutional returns, but also the burden 
borne by borrowers (pp. 93; 111). Ross, 
Westerfield, and Jaffe (2017) warn that a 
lack of transparency in this process exacer-
bates customer vulnerability, especially in 
contexts of low financial literacy (p. 37).

The term of the transactions condi-
tions the risk and the accumulated margin. 
Short terms reduce exposure to default but 
limit gains, while longer terms can amplify 
the socioeconomic impact, although they 
increase the risk of default (Ledgerwood, 
2013; Robinson, 2001). Thus, the term 
should be tailored to the type of activity 
being financed and the borrower’s profile.

The interest rate regime adopted di-
rectly influences the cost of credit and the 
confidence of beneficiaries. The compound 
regime, which is predominant in microfi-
nance, maximizes institutional profitability 
but imposes greater burdens on borrowers 
(Assaf Neto, 2014; Gitman, 2015). Ross, 
Westerfield, and Jaffe (2017) argue that cla-
rity in communicating the interest rate regi-
me is essential for contractual fairness and 
trust in the financial system (p. 42).

The level of default represents one of 
the main risks to profitability, as it compro-

mises the sustainability of institutions and 
can generate a vicious cycle of rising inte-
rest rates (Cull, Demirgüç-Kunt & Mordu-
ch, 2009; Ledgerwood, 2013). Robinson 
(2001) associates default with a lack of tech-
nical support and financial education, advo-
cating proximity approaches.

Operating costs, which are generally 
high in microcredit due to the small size of 
loans and geographical dispersion, reduce 
profit margins (Armendáriz & Morduch, 
2010). Digitization and mobile payments 
emerge as relevant strategies for improving 
operational efficiency (Ledgerwood, 2013).

Diversification of products and re-
venue sources contributes to risk reduction 
and increased profitability (Ledgerwood, 
2013; Brigham & Ehrhardt, 2016) and 
should be accompanied by customer seg-
mentation and adaptation to urban and 
rural realities (Robinson, 2001). Finally, 
reinvesting interest allows for expansion of 
the capital base and credit supply, provided 
that it is balanced with liquidity and solven-
cy needs (Gitman, 2015; Assaf Neto, 2014).

Relationship between Interest 
Capitalization and Profitability

The relationship between interest ca-
pitalization and profitability is central to 
the analysis of microcredit, as it determines 
both institutional financial indicators and 
the final cost borne by borrowers. Capitali-
zation, especially when compound and fre-
quent, tends to strengthen the net interest 
margin, return on assets (ROA), return on 
equity (ROE), and operational sustainabi-
lity of institutions (Gitman, 2015; Ledge-
rwood, 2013).

Brigham and Ehrhardt (2016) point 
out that capitalization directly influences 
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the financial spread, while Ross, Wester-
field, and Jaffe (2017) highlight that greater 
frequency accelerates the capital return cy-
cle, reducing liquidity risks (pp. 127; 122). 
However, from the borrowers’ point of view, 
frequent capitalization increases the effecti-
ve interest rate and the probability of default 
(Assaf Neto, 2014, p. 95).

Banerjee and Duflo (2019) warn that 
excessive capitalization can compromise the 
social function of microcredit, reducing 
households’ ability to generate net income 
(p. 245). Bateman (2010) deepens this cri-
ticism by associating intensive capitalization 
with the financialization of poverty in Afri-
can contexts (p. 155). In turn, Cull, Demir-
güç-Kunt, and Morduch (2009) emphasize 
that short-term gains may be offset in the 
long term if defaults intensify (p. 199).

In summary, the relationship betwe-
en interest capitalization and profitability 
is dialectical: it ensures institutional sus-
tainability, but can compromise financial 
inclusion when applied excessively or in a 
non-transparent manner. In the context of 
Nampula, interest capitalization should be 
understood as a strategic variable, whose 
balanced management is essential to ensure 
both the economic viability of institutions 
and social justice for borrowers.

RESEARCH METHODOLOGY

The research is based on the interpre-
tive paradigm, which values the perspecti-
ves of the participants, adopts the inductive 
method as a strategy for knowledge cons-
truction, and favors a qualitative approach, 
with descriptive and contextual analyses. 
According to Lakatos and Marconi (2017), 
methodology consists of a structured set of 

procedures that guide scientific research, 
allowing it to be systematic and valid.

Research Method

This research adopts the inductive 
method, as it allows for the understanding 
of particular phenomena based on empiri-
cal observation of the organizational reality 
of Txi Microcrédito in Nampula. This me-
thod is appropriate when analyzing specific 
institutional practices and interpreting their 
financial and social effects based on the ex-
periences of the actors involved (Creswell & 
Poth, 2018; Guba & Lincoln, 2019).

The choice of the inductive method 
makes it possible to explore the implications 
of the interest capitalization process based 
on the perceptions of the employees directly 
involved in its operation, favoring a contex-
tualized analysis of institutional profitability 
and the social function of the organization.

Research Paradigm

The research fits into the interpretive 
paradigm, which assumes that social reali-
ty is constructed by subjects based on their 
experiences and inter tions with the institu-
tional context. This paradigm is particular-
ly suitable for studies in the Applied Social 
Sciences, as it allows for a critical unders-
tanding of organizational practices from the 
perspective of social actors (Chilisa, 2020; 
Creswell & Poth, 2021).

In the Mozambican context, the in-
terpretive paradigm allows us to capture the 
cultural and institutional specificities that 
influence microcredit practices, enabling an 
in-depth reading of the effects of interest ca-
pitalization at Txi Microcrédito.
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Type of Research

Regarding the Approach

The research is qualitative in nature, 
as it focuses on an in-depth understanding 
of the perceptions, discourses, and institu-
tional practices associated with interest capi-
talization. This approach is particularly rele-
vant for the study of organizational realities 
that are poorly documented in the Mozam-
bican context (Mabunda, 2021; Mucavele, 
2022).

Regarding the Objectives

In terms of objectives, the research is 
descriptive, as it aims to characterize the in-
terest capitalization process and analyze its 
implications for the profitability of Txi Mi-
crocrédito’s microcredit operations, without 
establishing rigid causal relationships (Qui-
vy & Van Campenhoudt, 2019).

Regarding the Procedures

In terms of procedures, a case study 
is adopted, complemented by documen-
tary analysis. The case study allows for an 
in-depth examination of the institutional 
reality of Txi Microcrédito, while the docu-
ment analysis draws on internal regulations, 
financial reports, and interest rate appli-
cation rules, ensuring data triangulation 
and robustness of the analysis (Yin, 2018; 
Bowen, 2022).

Regarding Nature

The research is classified as basic re-
search, as its purpose is to expand theore-
tical knowledge about the implications of 
interest capitalization on the profitability of 
microcredit operations, without aiming at 

immediate practical application. This type 
of research contributes to conceptual dee-
pening and the development of future in-
vestigations in the field of microfinance in 
Mozambique (Marconi & Lakatos, 2017; 
Prodanov & Freitas, 2020).

Data Collection Instruments

Data collection was carried out throu-
gh semi-structured interviews and direct 
non-participant observation, instruments 
appropriate to the qualitative approach 
adopted.

Semi-Structured Interview

Semi-structured interviews were con-
ducted with ten Txi Microcrédito em-
ployees, selected based on their direct invol-
vement in the credit granting, monitoring, 
and management processes. This instru-
ment allowed us to gather perceptions, ex-
periences, and critical judgments about the 
practice of interest capitalization, its opera-
tional challenges, and the perceived impacts 
on the profitability of operations.

Semi-structured interviews provide a 
balance between structure and flexibility, 
allowing for in-depth exploration of rele-
vant topics that emerge during the interac-
tion, and are widely used in qualitative rese-
arch (Kallio et al., 2019; Castillo-Montoya, 
2021). To this end, a previously validated 
interview guide was developed to ensure 
thematic consistency and suitability for the 
Mozambican institutional context.

Direct Observation

As a complement to the interviews, 
non-participant direct observation was 
used at the Txi Microcrédito facilities in 
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Nampula. This technique allowed us to cap-
ture everyday institutional practices related 
to the explanation of interest rate regimes, 
the presentation of effective rates, and inte-
ractions between employees and customers.

The observations were recorded in 
a field diary, focusing on institutional 
communication, the use of interest calcula-
tion tools, and borrowers’ reactions during 
the service. Direct observation contributed 
to methodological triangulation, reinfor-
cing the reliability and validity of the data 
collected (Creswell & Poth, 2018; DeWalt 
& DeWalt, 2021).

Research Population 
and Sample

The research sample consists of 10 em-
ployees of Txi Microcrédito de Nampula, 
selected by intentional and non-probabilis-
tic sampling, considering their direct expe-
rience with credit granting, management, 
and supervision.

The sample includes different func-
tional levels, namely credit supervisors, 
analysts, portfolio managers, administrative 
assistants, and a regional coordinator, ensu-
ring a cross-sectional view of institutional 
practices. This functional diversity allowed 
for the collection of contextualized and 
complementary data on the application of 
the interest capitalization regime and its ef-
fects on institutional profitability.

The selection of participants with ope-
rational and strategic knowledge ensured 
relevant and consistent contributions to the 
analysis of the phenomenon under study, as 
recommended in qualitative research of an 
organizational nature (Nhachungue, 2021; 
Chilala & Bambo, 2022).

PRESENTATION, ANALYSIS, 
AND DISCUSSION 
OF RESULTS

This chapter presents and discusses the 
empirical results of the study on the impli-
cations of the interest capitalization process 
on the profitability of Txi Microcrédito’s 
microcredit operations in Nampula from 
2022 to 2024. The analysis shows that the 
institution predominantly adopts a com-
pound interest regime, with monthly capi-
talization, applied in a standardized manner 
to microcredit operations, supported by au-
tomated internal calculation systems.

The results show that interest capita-
lization is one of the main mechanisms for 
strengthening the institution’s financial sus-
tainability, positively influencing the ope-
rating margin and profitability indicators, 
namely return on assets (ROA) and return 
on equity (ROE). The frequency of capi-
talization, associated with the interest rates 
charged, emerges as a determining factor 
for revenue generation and financial flow 
stability.

However, the analysis also reveals am-
bivalent effects of this practice. The incre-
ase in the effective cost of credit resulting 
from compound capitalization contributes 
to the worsening of payment difficulties 
for borrowers, especially those with uns-
table incomes and low levels of financial 
literacy. Thus, there is an interdependent 
relationship between interest capitalization, 
institutional profitability, and default risk, 
highlighting a structural tension between 
economic efficiency and the social function 
of microcredit.

The discussion of the results confirms 
that, although interest capitalization streng-
thens the profitability and sustainability of 
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microcredit operations, its intensive appli-
cation can compromise the objectives of 
financial inclusion when not accompanied 
by adequate mechanisms for transparency, 
adjustment of contractual conditions, and 
financial education. The chapter concludes 
that the effectiveness of microcredit in the 
context of Nampula depends on the balance 
between institutional profitability and social 
sustainability, positioning interest capita-
lization as a strategic variable that requires 
critical and responsible management.

Conclusion

This study analyzed the implications 
of the interest capitalization process on the 
profitability of Txi Microcrédito’s microcre-
dit operations in Nampula (2022–2024), 
showing that the adoption of a compound 
interest regime with monthly capitaliza-
tion is a central mechanism for strengthe-
ning institutional financial sustainability, 
reflecting positively on the operating mar-
gin and profitability indicators (ROA and 
ROE). However, the results reveal that in-
tensified capitalization raises the effective 
cost of credit, affecting borrowers’ ability 
to pay and increasing the risk of default, 
which exposes a structural tension between 
financial efficiency and the social function 
of microcredit. It is concluded that, althou-
gh indispensable for the economic viabi-
lity of microfinance institutions, interest 
capitalization must be managed prudently, 
transparently, and adjusted to the socioeco-
nomic reality of clients, in order to ensure 
a sustainable balance between institutional 
profitability and financial inclusion in the 
Mozambican context.

Suggestions

Based on the results of the study, it is 
recommended that Txi Microcrédito im-
prove its interest capitalization model, ad-
justing it to the socioeconomic profile of its 
clients and strengthening transparency in 
communicating the effective cost of credit 
through accessible language, financial si-
mulations, and more systematic post-credit 
monitoring. It is also suggested that the ins-
titution prioritize profitability strategies ba-
sed on operational efficiency and preventive 
risk management, reducing dependence on 
intensified capitalization as the main me-
chanism for financial sustainability. At the 
regulatory level, it is recommended that the 
microfinance sector framework be streng-
thened, with greater emphasis on borrower 
protection, the promotion of financial lite-
racy, and the creation of institutional risk 
mitigation mechanisms. Finally, future re-
search could deepen the analysis through 
quantitative, comparative studies focused 
on the borrowers’ perspective, in order to 
broaden the understanding of the effects of 
interest capitalization on institutional profi-
tability and the economic well-being of mi-
crocredit beneficiaries.
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