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Introduction 

What is Microfinance? 
Microfinance and microcredit are used interchangeably in different references. Microfinance is 
as an overarching term that includes microcredit, microsavings and microinsurance; three forms 
of small loans, savings, and insurance for low-income individuals who do not possess wealth to 
act as collateral or are excluded from the formal banking system.  Microcredit herein refers to 
small or micro loans, usually for low-income individuals who do not have access to other forms 
of credit, generally offered for entrepreneurship purposes. In this report, microfinance refers to 
the act of providing financial services (most often microcredit) to underserved members of the 
population.  

Factors that distinguish microcredit from traditional forms of credit include:1  

1. Credit is provided primarily to advance a social mission. 
2. Credit is available to clients unconventionally from institutions operating in both the 

social economy and market economy. 
3. Credit with flexible repayment terms is offered to enable low-income individuals in 

society to engage in entrepreneurial activities.  
4. Credit can be issued in a non-collateralized form as the target customers have little in 

assets that would be considered worthy of collateral. 

The “Global” Market 

 

                                                
1 Mustapha Ibn Boamah & Jasmine Alam (2016): Canadian microcredit programs: an investigation of model 
differences, Journal of Small Business & Entrepreneurship, 
 http://www.tandfonline.com/doi/pdf/10.1080/08276331.2016.1189685 
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Figure 1. The global market based on MIX Market’s study. It does not include Western Europe or North America in 
their sample.2 

 

The concept of microfinance is associated with Dr. Muhammad Yunus, the Nobel Peace Prize 
winner in 2006 and is regarded as the “Father of Microfinance”. His work developing Grameen 
Bank led to microfinance programs and institutions sprouting up in the developing world. 
Citigroup reports that the microfinance industry continues to grow and opens the way towards 
financial inclusion.3 

Based on the figure above, in 2012 and 2013 the sample of 1,252 MFIs in the world (excluding 
Western Europe and North America – the developed world) grew 5% and 6.5% respectively.  
The global microfinance market is expected to grow by 10 % to 15 % in 2016, according to 
ResponsAbilility Investments.4   

Differences between the Developing World and the Developed 
World 

Mission 
Figure 2. Bank 
account ownership in 
different regions.5 

Microfinance was 
widely praised by 
the international 
development 
community as 
one of the most 
novel solutions to 
the fight against 
poverty. By 
provisioning 
microloans to the 
poor in 

developing countries, it would allow individuals to establish a range of simple, income-
generating activities and theoretically facilitate an escape from poverty.6  

The notion of providing access to capital to the individuals outside the formal sector gradually 
migrated to the developed countries’ societies in a slightly different form: instead of targeting the 

                                                
2 Ibid. 
3 http://www.citigroup.com/citi/microfinance/data/lebarometre.pdf 
4 Microfinance Market Outlook for 2016. (2015). Page 18. ResponsAbility Investments. Accessed from:  
http://www.responsability.com/funding/data/docs/en/17813/Microfinance-Outlook-2016-EN.pdf  
5 Cozarenco (2015), page 10 http://www.european-
microfinance.org/docs/emn_publications/emn_research_papers/research_3.pdf 
6 Milford Bateman (2014), page 2 https://www.microfinancegateway.org/sites/default/files/mfg-en-paper-the-rise-and-
fall-of-muhammad-yunus-and-the-microcredit-model-jan-2014.pdf 
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poor who partially or completely lack banking services to help them out of poverty, it was geared 
towards to job creation to facilitate the social and/or professional integration of marginalized 
individuals. (Approximately 72% of MFIs in Europe declare their mission to be job creation).7 
This can involve graduation from welfare programs as well as an improvement in the individual’s 
credit rating if they were offered credit builder programs. 

When financial inclusion is specified in the mission statement, it is as an alternative to predatory 
rates of payday lenders (i.e. community loan fund, opportunity fund). The differentiation reflects 
a case of serving the unserved in developing countries and the underserved in developed 
countries (see Figure 2).  

Loan Models 
I. Group-based Lending 
In developing countries and non-profit organizations, group-based lending models constitute a 
large proportion of the total number of microfinance programs; additionally, these programs are 
mostly successful.8 Social homogeneity or comparable socio-economic standing, alongside the 
community-based culture in these countries allow the microfinance industry to capitalize on this 
social capital to spread the liability among the other individuals. Consequently, it improves 
repayment rates through added peer screening, monitoring, and enforcement. However, a moral 
hazard problem may arise as it could lead to freeriding as well as an excessive peer pressure 
problem that could result in over indebtedness (see section on Disincentives). Having said that, 
one study found that joint liability does not affect default rates, rather “peer pressure without 
legal structure may have been sufficient” enough.9,10 

 
Figure 3. A simplified process for group-based lending. 

 
II. Individual Lending 
This model is more prominently used by developed countries and commercialized MFIs. 
Contrary to the previous statement, the culture in these countries is more individualistic and less 
community-oriented. Group-based lending has been relatively unsuccessful in the US thanks to 
looser social ties, and less enforcement of social norms (i.e. peer pressure) which generally 
leads to lower repayment. 

                                                
7 Balkenhol and Camille Guézennec (2015), page 4 http://www.ilo.org/wcmsp5/groups/public/---
ed_emp/documents/publication/wcms_389175.pdf 
8 Bredberg and Ek (2011), page 11 https://www.kth.se/polopoly_fs/1.183548!/Menu/general/column-
content/attachment/Thesis%20no%2091%20sara%20sofia.pdf 
9 Gine and Karlan (2013), page 69 http://karlan.yale.edu/sites/default/files/1-s2.0-s030438781300165x-main.pdf 
10 Current borrowers who were under the group liability model were transitioned into an individual liability model; 
however, group lending aspects (meetings, public repayment etc.) were kept. Researchers found no change in 
repayment. Furthermore, they found that there was no significant difference in repayment rates in new borrowers 
(who weren’t transitioned) between different lending models (group liability, individual liability, or phased-in individual 
liability). 
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Figure 4. A simplified process for individual-based lending. 

Overview of Microfinance in the Developed 
World 
Despite the original target market of the world’s poorest individuals, microfinance is still present 
in the developed world which is home to very little of the world’s poorest, if any. In this report, 
we will examine the major examples of microfinance in specific regions in the developed world 
and how the microfinance sector sits in regional economies.  

Microfinance in North America 

United States 
While information on microcredit in developed countries is limited, organizations exist in Europe 
and North America. MicroTracker™ conducted a survey of microenterprise development 
organisations in the United States in 2008, 236 of which offered financial services and 
responded with sufficient descriptive data.11 Of the organisations providing microfinancing 
services, the majority of the institutions offered microloans under $35,000 per year (see figure 
5).    

Figure 5. Different types of 
microfinancing services 
offered.12 

Within those 
surveyed, 10 
institutions were 
considered ‘large’ 
established 
institutions, offering 
over 100 microloans 
a year: indicating that 
microfinance in the 
developed world is a 
small market. These 
top ten accounted for 

                                                
11 For the purpose of their research, MicroTracker ™ referred to all MDOs offering microfinance products and 
services as microfinance programs or microlenders. It is important, however, to recognize that for some, microfinance 
is a very small portion of their overall microenterprise development services, and those institutions would likely not 
characterize themselves first and foremost as microlenders. 
12  Girado, William and Elaine, Edgcomb. (2011). Page 3. “Key Data on the Scale of Microlending in the U.S.”. FIELD 
at the Aspen Institute. http://microtracker.org/resources/microtracker/pdf/KeyDataMF.pdf 
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60% of all loans made, 35% of dollars outstanding, and 45% of available capital in the industry.  

There is currently no formal and official regulation or legislation for microfinance in the US. 
Actions taken by the government, however, have shaped the current state of the industry:13 

• 1991: the first major legislation solely for microenterprise development was enacted 
when Congress authorized the U.S. Small Business Administration (SBA) to implement 
their Microloan Program 

• 1994: Congress established the Community Development Financial Institution Fund 
(CDFI Fund) which provides subsidized government investment directly to CDFIs 
(banks, credit unions, loan funds, or venture funds) working in underserved 
communities. 

• 1995: The Community Reinvestment Act (CRA), a U.S. federal law designed to 
encourage commercial banks and savings associations to help meet the needs of 
borrowers in their entire community (including low- and moderate-income (LMI) 
neighborhoods) was reformed  

• 2015: California’s Senate Bill 197 was signed into action allowing small commercial 
lenders to pay referral fees to an unlicensed. Sponsored by CAMEO (California 
Association for Microfinance Opportunity), it encourages the growth of the microfinance 
industry by allowing word-of-mouth referrals.14  

Other key statistics: 

• In 2008, there are 25.5 million microenterprises (defined as 0-4 employees) which make 
up 88% of all businesses in the US.15  

• According to MicroTracker™, the total value of microloans disbursed in 2014 is $209 
million – a 47% increase from 2013’s $142 million.16 

                                                
13 Lieberman et al. (2012), page 33 www.theomegafoundation.ca/documents/Report%20-
%20US%20Microfinance%20at%20the%20Crossroads.pdf 
14 “Governer Brown Signs SB 197”.(2015 October 14).  California Association for Microenterprise 
Opportunity. http://www.microbiz.org/governor-brown-signs-sb-197/  
15 Ibid, page 38 
16 Page 2, http://microtracker.org/assets/pdf/CensusHighlightsFY2014.pdf 
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Figure 6. Snapshot of the microfinance industry structure in the US.17 

I. Grameen America 
It is based on the same model as the original Grameen Bank in Bangladesh, although not 
legally connected. Grameen America heavily relies on donors, but they have a strong objective 
to be financially sustainable in the future unlike Acción USA (detailed below). 

Compared to other MFIs in the US, Grameen America specifically targets the ‘poorest of the 
poor’ in the US population with the majority of clients being women and immigrants who 
generally earn less than $15,000 a year. Loans start around $1,500 with an interest rate of 
approximately 15%. As of Q2 of 2016, $480 million worth of loans have been disbursed to 
75,345 women and it boasts a 99% repayment rate.18 

II. Acción USA 
Established in 1991, Acción is a non-profit microfinance institution. They have a different target 
market compared to Grameen America; they target low to moderate-income households with 
loans from $500 to $50,000, and also support them with financial education. Typically, their 
target market are entrepreneurs who were rejected from the bank for a lack of credit history or 
having a short business history. A FICO credit score of 575 is needed for a loan, whereas banks 
typically require a score of 750 to 800. Acción also provides “credit builder” services for its 

                                                
17 Lieberman et al. (2012), page 47 www.theomegafoundation.ca/documents/Report%20-
%20US%20Microfinance%20at%20the%20Crossroads.pdf 
18 http://www.grameenamerica.org/impact 
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clients wherein Acción submits the client’s repayment practices and history to companies like 
Equifax, TransUnion, and Experian in an attempt to have a more formal credit history.19 

Acción is self-sustainable by approximately 40% and can see itself being able to reach 80%; 
however, it does not believe that they will realistically be 100% independent from their donors. 
In 20 years’ time since its inception, Acción has disbursed $119 million in loans with an interest 
rate ranging from 8% to 22%. They reportedly had a repayment rate of 89% in those same 
years.20 

Canada 
In Canada, microfinance institutions are relatively rare, and serve small numbers of individuals. 
Regulation exists under CRA rules for non-profits which put the maximum threshold for a loan at 
$25,000 to set a threshold between charitable activity and private benefit.21  

Microfinance services are primarily provided through non-profits and credit unions; Charity 
Village, a platform for non-profits and social development businesses, only lists five Microcredit 
Funding Programs in Canada: one of which is Vancity Credit Union, and another which focuses 
on international lending (Opportunity International).22   

I. Canada’s Largest Microfinance Experiment: Calmeadow  
Calmeadow was the largest microlending institution in Canada before it closed operations in 
2000; It disbursed over $4.6 million in loans between 1987 and 1999. Before closing in 2000 
(the model was financially unsustainable), Calmeadow tested both decentralized and 
centralized lending models.23 It included their first urban model, the Peer Assisted Lending pilot 
initiative (PAL) launched in 1992 in Vancouver. PAL partnered with foundations and institutions 
including the Vancity Community Foundation and the Royal Bank of Canada.  

Other early initiatives included the First People’s Fund (FPF), a private-sector initiative fund that 
aimed to help Canada’s First Nations communities establish and operate their own 
microenterprise.24 Calmeadow underestimated the degree of commitment required and was 
ultimately unsuccessful with FPF; only 4 of the funds it helped to create were in operation by 
1997 with a combined portfolio outstanding of just $31,166.25 While repayment rates were high, 
both models failed to achieve scale.26  

                                                
19 Srivastava (2010), page 86 https://etd.ohiolink.edu/rws_etd/document/get/bgsu1288558199/inline 
20 Bredberg and Ek (2011), page 25 https://www.kth.se/polopoly_fs/1.183548!/Menu/general/column-
content/attachment/Thesis%20no%2091%20sara%20sofia.pdf 
21 Mann, Theresa L. “An Overview of CRA’s Community Economic Development Guidance, Including Program 
Related Investments”. 2013 National Charity Law Symposium. 
http://www.carters.ca/pub/article/charity/2013/tlm0510.pdf  
22 https://charityvillage.com/directories/funders/microcredit-funding-programs.aspx 
23 Frankeiwitz, C. “Calmeadow Metrofund: A Canadian Experiment in Sustainable Microfinance”. Calmeadow 
Metrofund.  
http://www.microfinancegateway.org/library/calmeadow-metrofund-canadian-experiment-sustainable-microfinance 
24  
25 Ibid. All dollar figures are signified as of the year specified.  
26 Ibid. 
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Calmeadow’s largest initiative, Metrofund, was created as a demonstration model to prove that 
microlending in North America could be self-sufficient. Metrofund operated via group lending 
and focused on specializing in the provision in credit, despite a shift in North America at the time 
towards a more integrated-approach including in-house training and other non-financial services 
in addition to credit.27 

Figure 7. Metrofund’s 
performance in the first 
year of operations. 

Calmeadow 
estimated that 
Metrofund would 
be able to lend 
more than $51 
million to more 
than 5,300 
microentrepreneurs and would generate sufficient revenue to cover 92% of its annual expenses 
by the end of its tenth year of operations. It succeeded in raising $1 million in initial capital and 
had an overwhelming response from clients. However, it struggled with screening, delinquency, 
identifying and recruiting appropriate clients, and meeting volume targets. The group-based 
lending model caused problems as delinquency of one person affected the turnover and 
retention of at least three others.28 By April 1995, Metrofund estimated that the members of 14 
of its 30 groups would be ineligible for future loans because one or more of the group members 
was defaulting on a loan. 

While Metrofund managed to lower its 
operating costs, cost coverage never 
reached projected levels. Major issues 
from a dispersed and hard to find market 
and costs associated with marketing and 
outreach and high turnover of clients 
meant that by year 6, they were more 
almost 30% off target (see Figures 8, 9 
and 10).29 

Figure 8, (right). Metrofund’s risk  information. 

 

Metrofund was transferred to a local credit union after Calmeadow ceased operations in 
December 2000. The stand-alone, microloan fund model upon which Metrofund was based was 
not viable in the current Canadian context.30  

                                                
27 Ibid. http://www.calmeadow.com/pdf/metrofund.pdf 
28 Metrofund’s policy required members of a group to repay their loans in full before any member of the group could 
receive a new loan. 
29 Frankoweitx, 52. 
30 Frankeiwitz, C. “Calmeadow Metrofund: A Canadian Experiment in Sustainable Microfinance”. Calmeadow 
Metrofund.  
http://www.microfinancegateway.org/library/calmeadow-metrofund-canadian-experiment-sustainable-microfinance 
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The Canadian microfinance market, 
while small, includes a mix of individual 
lending models and group-based 
models. While the stand-alone MFIs 
noted here are non-profits transitioning 
to become social profit institutions, 
Alterna Savings and Vancity programs 
are examples of what may result when 
MFI’s (that may not be sustainable) are 
taken over by formal financial 
institutions.31 

Figures 8,9 (right). Cost per dollar lent for Metrofund each year and Cost Coverage, respectively.  

 

 

 Microfinance in Canada since the closure 
of Metrofund has primarily operated out of 
credit unions and non-profits whom are in 
the process of are moving towards a 
social profit institution (SPI) mode of 
organisation. While they are ‘enterprising 
non-profits’ and are in transition to 
become a SPI, many depend on outside 
funding sources like the Saint John’s 
Community Loan Fund which relies on 
private donors, granting agencies and 
government support.32 These examples are detailed in Appendix I; aside from credit unions, 
none as yet are explicitly self-sustainable.  

                                                
31 Reynolds, Chantelle and Novak, Christian. (2011). “Low Income Entrepreneurs and their Access to Financing in 
Canada, especially in the Province of Québec/City of Montréal”. Microfinance Gateway. 
http://www.microfinancegateway.org/sites/default/files/mfg-en-paper-low-income-entrepreneurs-and-their-access-to-
financing-in-canada-especially-in-the-province-of-quebeccity-of-montreal-may-2011.pdf 
32 Link? 
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Microfinance in Europe 

EU 
The Industry 
Similar to North America, Western Europe’s microfinance industry grew in the 1990s when 
persistent unemployment encouraged a push for self-employment for marginalized individuals. 
Eastern Europe’s microfinance industry began at a similar time for different reasons; the 
economic transition from 
centrally-planned to market 
economies encouraged 
entrepreneurship, and 
microfinance lending spiked in 
the years after the fall of the 
Soviet Union. 

Figure 11. First year of lending 
activity of MFIs as defined by the 
EU.33 

The European Microfinance 
Network (EMN) released an 
overview of industry in 2014. 
Key findings include: 

1. The highest shares of 
institutional types prevalent in the industry are non-bank financial institutions (NBFI) and 
NGOs or foundations (42% combined).34 

2. Unsurprisingly, the financial structure of MFIs that are NGOs or foundations shows that 
they rely heavily on grants and debt financing, with equity being a close third.35 

                                                
33 Page 7, https://www.kfw.de/Download-Center/Konzernthemen/Research/PDF-Dokumente-Schwerpunkt-
Sonderthemen/Microfinance-in-Germany-and-Europe.pdf 
34 Bendig et al. (2014), page 28 http://www.european-
microfinance.org/docs/emn_publications/emn_overview/Overview2012-2013_Nov2014.pdf 
35 Ibid, page 51. Although the source is officially from the European Microfinance Network, some numbers do not 
seem to add up. Need to double check. 
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3. MFIs that are considered NBFIs’ have a financial structure that is mostly equity with 
“other” as a close second and debt financing follows.36 

One particular study funded by the 
European Union looked at the different 
member states’ microfinance industries 
and found that the largest industries in 
terms of loan volume and loan per capita 
are in Bosnia, Spain, France and Poland; 
the worst performers are Austria, Ireland, 
Portugal, and Hungary.37 Among top 
countries, the biggest institutions include 
ADIE (France), Finnerva (Finland), and 
Fundusz Mikro (Poland).38 This report will 
focus on these three largest institutions. 

Figure 12. Number of total loans disbursed vs. 
number of total loans disbursed per capita in 2011. 
Loans include business and personal loans.39 

European Union Initiatives 
The European Investment Fund (EIF) 
managed the European Progress 
Microfinance Facility, for the life of the 
initiative from 2007 to 2013. It did not 
directly offer loans but enabled selected 
eligible microfinance providers and 
intermediaries increase lending by issuing 
guarantees and providing funding to 
enhance microfinance programs.40,41  

As a part of the Europe 2020 Strategy, in 2014, Progress Microfinance was replaced by the 
Program for Employment and Social Innovation (EaSI). This includes the EaSI Guarantee 
Financial Instrument which is dedicated specifically to microfinance and social entrepreneurship 
finance. The total Microfinance and Social Entrepreneurship axis made up 21% of the total 
budget in 2014.42 

The EIF does not directly provide the financing to the end consumer (i.e. microentrepreneurs 
and social enterprises). The EaSI Guarantee Financial Instrument allows the EIF to offer 
guarantees and counter-guarantees to financial intermediaries who can then expand the reach 

                                                
36 Ibid, “others” is not explained. 
37 Lagoa. (2014), page 4 https://ideas.repec.org/p/fes/wpaper/wpaper73.html 
38 Ibid. 
39 Ibid, page 5 
40 http://www.eif.org/what_we_do/microfinance/progress/ 
41 “What is Progress Microfinance?” European Commission Employment, Social Affairs & Inclusion. 2013.  
http://ec.europa.eu/social/main.jsp?langId=en&catId=836 
42 “EU Programme for Employment and Social Innovation (EaSI)”. European Commission Employment, Social Affairs 
& Inclusion. http://ec.europa.eu/social/main.jsp?catId=1081&langId=en 
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and range of micro or social enterprises they can finance.43 (See Appendix I for more 
microfinance-related organizations and resources). 

France 
France is the third largest microfinance market in Europe in terms of number of loans disbursed 
for the year of 2011.44 Government actions such as simplifying regulations surrounding starting 
and registering SMEs and amending the Social Cohesion Law to incorporate a microcredit 
section allowed growth of the industry. The Social Cohesion Fund was created in 2005 with 75 
million EUR to guarantee loans for the target market of microfinance.45 

I. ADIE 
Created in 1988, it is a non-profit organization that is based on Bangladesh’s Grameen Bank. It 
is one of the few non-bank microcredit providers in France and the only MFI with national 
coverage. ADIE is primarily supported financially by foundations, the government, and an anti-
poverty program in Europe. AIDIE’s loan funds, however, are from banks through ADIE’s line of 
credit which is distributed to the microloan borrowers. Risk is shared in this co-financing practice 
between the banks (30%) and ADIE and its clients (70%). It is also important to note that ADIE 
is counter guaranteed to 65% by the government. 

Loans have an interest rate of 7.2% plus a commission of 5% and have a maximum of 5,500 
EUR and a 2-year maturity; however, in poorer districts, progressively stepping loans start at 
1,000 EUR. Although based on Grameen’s model, ADIE is experimenting with individual-based 
lending.46 

ADIE requires multiple guarantees for a minimum of half the amount as target individuals are 
“disadvantaged people desiring to create a microenterprise and lacking access to banks”. In 
cases where guarantees are a deterrent to applying for loans (i.e. immigrants), the guarantee 
requirement is waived. These loans are usually supplemented by a minimum amount of equity 
and some are interest-free and without a need for a guarantee (“loans of honour”).47 By the end 
of 2006, ADIE disbursed 53,000 loans worth about 34 million EUR. 

Finland 
Development of microcredit in Finland was influenced by industry co-operatives. Organizations 
that offer microloans include cooperative banks, savings funds, and the development bank. 

I. Finnvera 
Finnvera, a specialised financing company owned by the State of Finland, describes itself as 
providing financing for the start, growth and internationalization of enterprises as well as 
guarantees against risks from exports.48 The law requires it to grant loans that would not have 
                                                
43 http://www.eif.org/what_we_do/microfinance/easi/index.htm 
44 Lagoa. (2014), page 4 https://ideas.repec.org/p/fes/wpaper/wpaper73.html, page 6 
45 Attuel-Mendes, L. and Ashta, A. “French Legislation and the Development of Credit Available for micro-Enterprise”. 
Global Journal of Business Research. 2:2:2, 2008 http://www.theibfr2.com/RePEc/ibf/gjbres/gjbr-v2n2-2008/GJBR-
V2N2-2008-10.pdf  
46 Page 7 and 8 https://www.microfinancegateway.org/sites/default/files/mfg-en-paper-20-years-of-microcredit-in-
france-the-knowledge-gained-through-adies-experience-oct-2008.pdf 
47 Nowak. (2007), page 54 https://www.kfw.de/Download-Center/Konzernthemen/Research/PDF-Dokumente-
Schwerpunkt-Sonderthemen/Microfinance-in-Germany-and-Europe.pdf 
48 OECD. (2011), page 174 https://www.finnvera.fi/eng/Finnvera/Finnvera-in-brief/Finnvera-Introduction 
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been made by traditional financial markets due to lack of sufficient collateral.49 Finnvera may 
make or guarantee loans from other banks if the collateral provided by the borrower is not 
sufficient (Finnvera’s Start Guarantee loan).50 Finnvera financing decisions “are based on 
assessing the enterprise’s potential for success”, rather than on collateral, and acts as a bridge 
to supplement the market and eventually assist enterprises to get the financing they need from 
the open market.  

Finnvera eventually it began to directly disburse these microloans itself and carry-out the 
creditworthiness examination. Finnvera took this step after a consultation with the commercial 
banks for microloans. According to Finnvera, the banks agreed to this because Finnvera funds 
the small, but established clients then again.51 

Poland 
Poland’s transition from the centrally-planned to market economy encouraged the development 
of the microfinance industry as the access from traditional banks were difficult. There is 
currently no legal framework for microfinance; however, MFIs in Poland are not allowed to make 
profits as long as it benefits from public money. There is a significant number of 
microentrepreneurs in Poland (in 2011, 95.9% of the total number of registered enterprises were 
microentrepreneurs) which makes the market microfinance relatively huge compared to other 
states.52 

I. Fundusz Mikro 
Fundusz Mikro (FM), one of the biggest organizations for microfinance in Poland and Europe, 
was established by the Polish-American Enterprise Fund in 1994. FM has several different 
financial products, including microloans, traditional loans, loan investments, start-up loans, and 
quick loans: 

• Microloans: usually do not exceed 2,500 EUR, but it is possible to obtain 5,000 EUR on 
certain cases.53 These require guarantors and a blank promissory note issued by the 
client, among many other documents.  

• Traditional loans:  for individuals who cannot provide loan guarantors. These cannot 
exceed 1,250 EUR, as the risk is absorbed by Fundusz Mikro.  

• Loan investment:  are larger amounts (5,000 EUR to 38,000 EUR) where the transfer of 
ownership of fixed assets is employed.  

• Start-up loans and quick loans: for financial liquidity regulation, up to 750 EUR. These 
still need guarantors and entrepreneurs to present a solid business proposal. 

Currently, the information regarding the matter of the distinction of FM’s microloans and its start-
up loans is unavailable.  

                                                
49 Microfinance by Country”. European Microfinance. http://www.european-
microfinance.org/index.php?rub=microfinance-in-europe&pg=microfinance-by-country&cpg=14 
50 Microcredit for Small Businesses and Business Creation : Bridging a Market Gap”. European Commission Report, 
2003. ec.europa.eu/DocsRoom/documents/3335/attachments/1/translations/en/.../native 
51 Evers and Lahn. (2007), page 51 https://www.kfw.de/Download-Center/Konzernthemen/Research/PDF-
Dokumente-Schwerpunkt-Sonderthemen/Microfinance-in-Germany-and-Europe.pdf 
52 http://www.european-microfinance.org/index.php?rub=microfinance-in-europe&pg=microfinance-by-
country&cpg=35 
53 .  According to the the president of the organization, “the parameters of the product are so adjusted that 
entrepreneurs who do not demonstrate their profits or declare losses can use the loan with no limitations” . Ibid, page 
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Figure 13. 
Key statistics 
of Fundusz 
Mikro from 
1994 to 
2007.54 

 

 

 

 

 

 

 

FM has set up a model where interest rates were linked to group size (i.e. individuals-based 
lending has higher interest rates compared to group-based lending) with a group of at least 4 
people having the lowest rate.55 In the case of individual lending, the guarantors are required to 
have income in order to assist the individual with repayment if needed; within the group, each 
member is a guarantor of each of their co-members. 

Challenges of Microfinance in the Developed 
World 
Challenges arise as people transfer and translate the effects from a “mature” microfinance 
industry (the developing world) to this new region in North America and Western Europe. For 
one, individuals in the developed world enjoy a higher standard of living which translates into a 
smaller market of poor and marginalized people, a larger amount of loans, a more competitive 
entrepreneurial market, and an established social safety net. Other topics such as loan ceilings, 
lending models, and the issue of commercialization will also be addressed.  

Competition  

From the Established Financial Industry 
Microfinance institutional success in developing countries is tied to the fact that there is a 
relatively low degree of formality and reach (in terms of financial systems and structures) in 
these countries. Operating costs are high for traditional financial institutions (FIs) in developing 
countries due to limited presence (i.e. market capture) relative to developed countries (see 

                                                
54 Krzysztof Jaczewski, President of Fundusz Mikro. (2007), page 72 https://www.kfw.de/Download-
Center/Konzernthemen/Research/PDF-Dokumente-Schwerpunkt-Sonderthemen/Microfinance-in-Germany-and-
Europe.pdf 
55 http://hvtc.edu.vn/Portals/0/files/6357879574180806512511041e.pdf 
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Figure 14). The low level of competition between FIs leads to higher interest rates with poor 
individuals being priced out of the market and only high-income clients are served.56 

 
Figure 14. Bank density and financial penetration57 

 
This lack of access to FIs eliminates the chances of poorer individuals not only to credit, but 
also to savings, which acts as collateral. As such, microfinance fills a large market gap in 
developing countries.58 In contrast, FIs in developed countries have been relatively inclusive, 
with an estimated above 90% of individuals having access to a bank account (see Figure 2). 
MFIs compete with pay-day lending companies, pawn shops, and cheque-cashing outlets for 
microloans. Credit cards are the most notable competitors as they are accessible even to low-
income individuals in the developed world.59  

Microcredit faces more competition from the established financial industry. While there are 
individuals that are excluded from the formal financial system in developed countries, the lower 
demand for MFI’s makes financial and operational feasibility more difficult. 

Competition faced by Enterprises 
The main goal of microfinance in the developed world is job creation and social and/or 
professional integration of marginalized individuals. Microfinance essentially acts as a “lender of 
last resort” for these microentrepreneurs. However, these microenterprises face stronger 
competition in countries where large firms and large-scale production are more common. North 
America and Europe’s economy are well-integrated in the global market and this hinders the 
most common forms of microenterprises to grow in the same way as developing countries. 

For example, in the developing world, agriculture-related microenterprises make up a large 
proportion of the aggregated number of microenterprises;60 similarly, a number of these 
microentrepreneurs are also small shopkeepers and street vendors. Microenterprises in the 
developing countries mainly compete with each other – locally. Developed countries, most 
especially in the US, would have to compete against larger firms and service providers. 

                                                
56 Pedrini, Bramanti, Minciullo et al. (2016), page 8 http://onlinelibrary.wiley.com/doi/10.1002/jid.3205/pdf 
57 Prior and Argandoña. (2009), page 8 http://onlinelibrary.wiley.com/doi/10.1111/j.1467-8608.2009.01568.x/epdf 
58 . According to Elizabeth Rhyne, the managing director of the Center for Financial Inclusion, “credit is not the only 
important financial need that people have… People also need savings as a way to build assets; savings is the flip 
side of credit. If you have more savings, you need less credit. And if you have more savings, you can qualify for more 
credit”. http://knowledge.wharton.upenn.edu/article/microfinance-lessons-learned-developing-countries-past-
experience/ 
59 Ibid. 
60 Bredberg and Ek (2011), page 19 https://www.kth.se/polopoly_fs/1.183548!/Menu/general/column-
content/attachment/Thesis%20no%2091%20sara%20sofia.pdf 
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Additionally, paying taxes on informal businesses is not mandatory by law in developing 
countries.61 

Overall, the demand for the product or services that most microenterprises offer is 
comparatively lower in developed countries versus developing countries.  

Disincentives 

Wage Work and the Welfare System 
Two aspects of developed market institutions form disincentives for microentrepreneurship.   
First, the push for self-employment in developing countries could be a result of secure wage 
jobs being less available.  Poor individuals turn to self-employment as a way to prevent 
starvation and improve living standards.62 Wage positions and labour laws influence the lower 
number of self-employed individuals in the developed world, making the size of the 
microenterprise sector smaller.63 Second, receiving payment and public assistance in the form 
of welfare requires less effort (which implies less risk) than self-employment; the presence of 
the social safety net could deter individuals from thinking of microenterprise self-employment as 
an alternative.64 The existence of the welfare system and minimum wage jobs in developed 
countries arguably decrease the incentives for poor people to start their own businesses. 

Loan Ceilings 
The division between microfinance and SME finance in the developed world is blurred thanks to 
varying loan ceilings. MFIs in France have a low loan ceiling of 10,000 EUR, while the European 
Union recommends a 25,000 EUR loan ceiling (other countries such as Hungary, Portugal, UK, 
and Slovakia abide by this recommendation). In the US, the Small Business Administration 
(SBA) has federally set the ceiling at 50,000 USD.65 One study by Cozarenco and Szafarz 
quantitatively shows that “imposing a low loan ceiling can trigger mission drift”.66 Essentially, 
MFIs turn to co-financing above-ceiling projects with banks in order to reduces costs (through 
screening and monitoring), which is at the expense of holders of smaller, higher-risk, and 
costlier projects that are in need of below-ceiling loans. In effect, microenterprises who 
otherwise would be more likely to be able to get a loan from a bank go through the MFIs’ co-
financing partnership with banks – crowding out the smaller, originally-targeted 
microenterprises. 

                                                
61 Srivastava (2010), page 94 https://etd.ohiolink.edu/rws_etd/document/get/bgsu1288558199/inline 
62 Schreiner and Woller. (2003), page 4. http://ac.els-cdn.com/S0305750X03001128/1-s2.0-S0305750X03001128-
main.pdf?_tid=a249c1b2-58f0-11e6-afbd-
00000aacb360&acdnat=1470170302_eaa5124418120b63c4bcb24c131ecb97 
6363 Bredberg and Ek (2011), page 19 https://www.kth.se/polopoly_fs/1.183548!/Menu/general/column-
content/attachment/Thesis%20no%2091%20sara%20sofia.pdf  
64 Ibid. 
65 Cozarenco and Szafarz. (2014), page 4 http://www.iap-socent.be/sites/default/files/SOCENT%20Pub%202014-
05%20(wp14015).pdf 
66 Ibid, page 30 
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Group-based Loans in Urban Areas  
The group-based lending model, developed for rural areas in the developing world, creates a 
joint liability that is (theoretically) enforced by group ties. However, several studies have pointed 
to the weaknesses of this model in developed and urban areas as social norms are more 
operative in tightly knit communities.67 Aside from weaker group ties, peer-lending models can 
create a joint liability negative incentive effect, leading groups to choose riskier investments than 
individual borrowers would choose.68  

Commercialization 
In developing countries, savings and deposits in MFI’s have been used to finance operations 
and more loans. For example, Grameen’s business model has a savings aspect and continues 
to partner with financial institutions in the country of their operation to facilitate savings by the 
target population.69 However, higher costs and more regulation associated with depository 
services in developed countries as well as competition from more established, traditional 
financial institutions decrease the likelihood of microcredit providers being able to use deposits 
to finance operations and loans (unless the provider is also a credit union). Currently, most MFIs 
in the developed world are non-profit organizations that heavily rely on donor funds. 
Commercialization, wherein operations should be managed on a business basis and MFIs strive 
for financial sustainability, may be required for MFI’s to become financially self-sufficient and 
sustainable in the long term.70,71  

Achieving full financial sustainability through commercialization requires either a very large 
client base or high rates; Calmeadow’s Metrofund could not achieve financial sustainability even 
with a 12% interest rate on group-based loans and 14% on individual-based loans (in addition to 
a 6% administrative fee and a $25 annual membership fee).72 Commercialization also impairs 
the ‘societal impact’ mission of MFI’s. One study has found a negative correlation between 
efficiency and outreach to the target population in a sample of 1,300 organizations73 which could 
indicate that commercialization of funding would not reach the individuals with the most need 
– a “last mile” problem. Fringe banking services like microfinance will fail to achieve goals of 
providing a path to social inclusion if fees and interest rates are high.  

                                                
67 Gomez, Raphael and Santor, Eric. “Do Peer Group Members Outperform Individual Borrowers? A Test of Peer 
Group Lending Using Canadian Micro-Credit Data”. Bank of Canada Working Paper.  2003. 
http://bibvir2.uqac.ca/archivage/17734833.pdf 
68 Gangopadhyay, Shubhashis et al.  “Joint Liability Lending and the Peer Selection Effect”. The Economic Journal. ( 
2005):115:506. pp. 1005-1015 http://personal.lse.ac.uk/GHATAK/ejnote.pdf  
69 http://www.grameenfoundation.org/what-we-do/financial-services/savings 
70 Bredberg and Ek (2011), page 16 https://www.kth.se/polopoly_fs/1.183548!/Menu/general/column-
content/attachment/Thesis%20no%2091%20sara%20sofia.pdf 
71 Meehan. (2004), page 27 http://www.microfinancegateway.org/sites/default/files/mfg-en-paper-tapping-the-
financial-markets-for-microfinance-grameen-foundation-usas-promotion-of-this-emerging-trend-2004.pdf 
72 Frankeiwitz, C. “Calmeadow Metrofund: A Canadian Experiment in Sustainable Microfinance”. Calmeadow 
Metrofund.  
http://www.microfinancegateway.org/library/calmeadow-metrofund-canadian-experiment-sustainable-microfinance  
73 Hermes et al. (2008), page 18 http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1143925 
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Criticisms of Microfinance 

Impact and Success Evaluation 
Most evaluations are done by MFIs, microfinance advocacy groups, or international 
development agencies; therefore, these evaluations have some bias and these stakeholders 
have incentives to under report or under research its negative impacts.74 The evidence brought 
forward are typically anecdote-based success stories. Entrepreneurs like Corazon Bautista, who 
turned a loan of 5,000 PHP into a 4,000,000 PHP business in 3 years, demonstrates a success 
story and the merits of microfinance.75 Having said that, randomized-control trials (RCTs) (which 
is a more objective approach to impact evaluation) carried out by mostly university-based 
researchers have found that while results of microfinance are mixed, there is little to no 
impact.76 Similarly, an analysis by Aneel Karnani has shown that “macroeconomic data 
suggests that although microcredit yields some non-economic benefits, it does not significantly 
alleviate poverty”.77 It is apparent that the successes are contained in an individual, micro basis 
as opposed to creating more value to society from a aggregate, macroeconomic point of view. 

In addition to biases, studies done on microfinance could be prone to the issue of sample 
mortality wherein the individuals who fail then leaves the cohort before completion of the 
program in which the MFI or program may look more successful than it actually is. Self-selection 
bias and the contributing factors (such as training to build human capital) can overstate the 
success of microcredit.78  

Employment vs. Entrepreneurship 
To some critics, creating opportunities for employment is a better way of improving the living 
standards of marginalized individuals as opposed to entrepreneurship; the International Labour 
Organization and the UN Development Program seem to hold this belief as well stating that 
“nothing is more fundamental to poverty reduction than employment” and that “productive and 
remunerative employment can help ensure that poor people share in the benefits of economic 
growth”.79 In developing countries, more specifically, poor individuals turn to self-employment 
because of the lack of wage jobs.80 Marginalized individuals in developed countries may not 
face or experience the same extremities and challenges as their counterparts in the developing 
world, but most microcredit clients are not entrepreneurs by choice.81 Critics argue that focusing 
on labour productivity (economies of scale through larger enterprises) and employment 

                                                
74 Bateman (2011), page 2 https://www.odi.org/sites/odi.org.uk/files/odi-assets/publications-opinion-files/6291.pdf 
75 Gaulle (2015) http://www.entrepreneur.com.ph/startup-tips/seamstress-builds-a-p4million-rtw-business-from-a-
p5000-borrowed-capital-in-just-3-years 
76 Bateman (2011), page 2 https://www.odi.org/sites/odi.org.uk/files/odi-assets/publications-opinion-files/6291.pdf 
77 Karnani (2007). http://ssir.org/articles/entry/microfinance_misses_its_mark#sthash.gkAEP7CB.dpuf 
78 Visano (2008). Page 116 “Different and Unequal: Payday Loans and Microcredit in Canada”. http://ac.els-
cdn.com/S1703494915303340/1-s2.0-S1703494915303340-main.pdf?_tid=59fbd3aa-5e63-11e6-9b21-
00000aab0f6c&acdnat=1470769328_312dad383547ada8008287aa445269b3   
79 Ibid 
80 Schreiner and Woller. (2003), page 4. http://ac.els-cdn.com/S0305750X03001128/1-s2.0-S0305750X03001128-
main.pdf?_tid=a249c1b2-58f0-11e6-afbd-
00000aacb360&acdnat=1470170302_eaa5124418120b63c4bcb24c131ecb97 
81 Karnani (2007). http://ssir.org/articles/entry/microfinance_misses_its_mark#sthash.gkAEP7CB.dpuf 
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opportunities, as opposed to more microenterprises, would be more beneficial. For example, 
comparing the high economic growth of Asian countries (such as China and Vietnam) to Africa’s 
could be attributed to a large and growing percentage of the population being employed in Asian 
countries and a shrinking employed population in Africa.82 

Economies of Scale 
Microcredit is for microenterprises. The very definition of microenterprises, however, is that it is 
small and most likely to be operating below minimum efficient scale (MES) and operating in this 
environment for prolonged periods of time will make it hard for the microenterprise to survive in 
a competitive business environment. Proponents of microfinance believe that the number, the 
“collection of the tiniest microenterprises is actually the ideal foundation for sustainable 
development”.83 With Sub-Saharan Africa as an example (Kenya and Zambia’s informal 
economy in GDP is as much as 72% and 58%; informal employment in South Africa as a 
proportion of non-agricultural employment is likely to be above 70%), Bateman and Chang 
argue that this microenterprise-dominant system and the lack of growth in the types of 
microenterprises are the reasons why the region is trapped in poverty.84 

The “Missing Middle” 
In 2006, 15% of India’s commercial bank lending was microfinance as the government required 
these banks to allocate some of their funds into MFIs; similarly, about 25% of the population in 
Bangladesh are MFI clients.85 The growth and widespread reach of MFIs as well as the small 
number of small, well-known enterprises have contributed to the issue of the “missing middle”. 
More importantly, the growth of the market and funding size of the microfinance sector 
cannibalized financial support for small and medium enterprises (SMEs) and undermined the 
productivity and overall efficiency of the economy. SMEs are larger and riskier investments in 
the sense that cash flows are not immediate. Unlike microenterprises, it cannot reap the 
benefits of group liability as monitoring and evaluating SMEs is more complicated and usually 
costlier which leads to a lower margin (relative to the apparent “success” and high growth of 
microfinance); private equity and venture capitalists on the other hand, find that there is no clear 
exit or an expectation of exponential returns.86  

The UK’s Department for International Development states that the financial system in 
Bangladesh is inadequate to support long-term investment financing for growth and that smaller 
firms (not microenterprises) are “responsible for the lion’s share of employment” and have 
“severely limited access to financial resources”. Similarly, the IDB reports that Latin America has 
“remained trapped in poverty and underdevelopment because it has channelled far too much of 

                                                
82 Ibid 
83 Bateman and Chang (2012), page 17 http://wer.worldeconomicsassociation.org/papers/microfinance-and-the-
illusion-of-development-from-hubris-to-nemesis-in-thirty-years/ 
84 Ibid, page 18 
85 Ibid, page 18-19 
86 https://www.hks.harvard.edu/centers/cid/programs/entrepreneurial-finance-lab-research-initiative/the-missing-
middle 
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its scarce financial resources into low-productivity informal microenterprises… and far too little 
into more productive formal SMEs” which subsequently led to deindustrialisation problems.87  

During the research process, we have not found any specific examples or data of how 
microfinance in developed countries have affected financing for SMEs. 

Financial Unsustainability 
Grameen Bank in Bangladesh is a “successful” case of microfinance. It claims that through its 
savings services, it has not received any donations since 1998 for financing their operations.88 
However, critics have argued that Grameen’s accounting practices did not follow standard 

procedures upon scrutiny of their 
books. In addition, the books do not 
reflect the grants received for 
programs such as staff training 
(indirectly subsidizes their expenses) 
as well as capital funding through 
public bonds (subsidization though 
government guarantees). An estimate 
of an interest rate of 75% is 
apparently what Grameen should 
charge in order to cover costs.89 If 
Grameen is actually as profitable as it 
makes itself seem, commercial 
financial institutions would 
immediately capitalize on this 
relatively untapped market.  

Figure 15. Reported profits vs. adjusted profit 
of Grameen Bank90 

Microfinance is still somewhat considered as charity and in its nascent stage in developed 
countries and many are thus heavily dependent on donors. It is estimated that about 70% of all 
MFIs are heavily dependent on donors and subsidies and is unlikely to be self-sufficient in the 
near future; the 1 to 2% that are completely “financially sustainable” are mature and well-known 
institutions.91 

Conducting micro-finance activities in the non-profit sector has notable difficulties, including the 
sector experiencing less innovation or issues stemming from donor-dependency and need to 
rely on external support. Operating a MFI in an entrepreneurial environment may help the 
individual entrepreneurs as well as institutions.92 However, this must be approached with 
caution given the difficulties with creating financially independent, commercialized MFIs.   

                                                
87 Bateman and Chang (2012), page 19-20 http://wer.worldeconomicsassociation.org/files/WER-Vol1-No1-Article2-
Bateman-and-Chang-v2.pdf 
88 Srivastava (2010), page 102 https://etd.ohiolink.edu/rws_etd/document/get/bgsu1288558199/inline 
89 Ibid, page 104 
90 Srivastava (2010), page 103 https://etd.ohiolink.edu/rws_etd/document/get/bgsu1288558199/inline   
91 Ek (2011), page 16-17 https://www.diva-portal.org/smash/get/diva2:509662/FULLTEXT01.pdf 
92 Ibid. 
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Investing in Microfinance 
Investing in microfinance can cause challenges due to the developing and less-regulated nature 
of the industry. Some ‘tier 1’ MFIs (the most regulated and commercialized MFIs, about 150 or 
1-2%, according to Microrate) are profitable and have experienced management. As such, they 
may be suited to absorb commercial funding and channel it to micro-borrowers.  

Developing country microfinance investments can have a positive impact on portfolio 
diversification and has been shown to offer a financial advantage compared to pure stock or 
bond portfolios, thanks to low volatility and low correlation with other asset classes93, 
94Microfinance shares exhibit higher market betas than those of conventional financial 
institutions.95 

 
Figure 16. An example of a Microfinance Investment Vehicle structure. Note that this is aimed at MFIs in developing 

markets, although logically the only change for developed countries would be the currency.96 

Some regulatory bodies allow investment in the microfinance sector while others do not. The 
German parliament agreed in late 2007 to enable retail investment funds to invest in the 
microfinance sector. Eligible investments included direct loans and listed securities of regulated 

                                                
93 Janda, Karel et al. (2014).” Can investment in microfinance funds improve risk-return characteristics of a portfolio?”  
Journal of Technological and Economic Development of Economy. 20:4. Retrieved from  
http://www.tandfonline.com/doi/abs/10.3846/20294913.2014.869514  
94 “Microfinance- Banking for the Poor” (2016).  PH & N Investment Services.  
https://www.phn.com/Default.aspx?tabid=1240  
95 Briere, Marie and Szafarz, Ariane.(2013, January 5). “Investment in Microfinance Equity: Risk, Return and 
Diversification Benefits” http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1776451  
96 Diekmann, R. (2007, December 19), page 16. “Microfinance: An Emerging Investment Opportunity”. Deutsche 
Bank Research. Retrieved from https://www.dbresearch.com/PROD/DBR_INTERNET_EN-
PROD/PROD0000000000219174.PDF  
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MFIs only, issued in local capital markets.97 Microfinance investment vehicles (MIVs) tend to be 
specialised vehicles that make use of a variety of debt, mezzanine, equity and guarantee 
instruments. They are typically structured as debt instruments; equity investments seem to be 
rarely included in commercially-oriented MIVs because equity stakes are difficult to place at a 
reasonable price, and (rightly) perceived as riskier by investors when involved in developing 
markets. 

While start-up MFIs are characterised by a larger dependency on donations (usually grants, 
donations and technical assistance), Deutsche Bank notes that more advanced MFIs do tend to 
display a higher debt leverage through domestic or foreign borrowing, and over time some even 
evolve into more formalised financial institutions (e.g. non-bank financial institutions) or even 
regulated MFIs such as niche banks. MFI’s in developed countries, however, show less signs of 
evolution. This poses problems for individuals wishing to invest in microfinance in developed 
countries and make a profit. One option is to invest in a microfinance organisation that may 
have a non-profit structure and holding company similar to FINCA Canada; this allows more 
flexibility than a purely ‘charitable’ organisation. 98   

Joint transactions allow synergies in funding and risk allocation, such as the guarantee from the 
international Finance Corporation for the bond issue of Compartamos, the largest Mexican 
Microfinance bank, in 2004.99 More recently, the California-based non-profit microfinance 
institution, Opportunity Bank closed a $27 million funding round in July 2016.100   

Some work has been done by Julia Meyer, PhD, to create a benchmark for microfinance 
investment funds with regards to developing countries, and the rating agency MicroRate is 
dedicated to evaluating performance and risk in MFIs and MIVs.  The microfinance funds 
managed by ResponsAbility, a private Swiss Enterprise and one of the world’s largest asset 
managers in development investments, generated returns in USD of between 2.9 % and 4.5 % 
in 2014, according to their 2015 report.101 However, little formal investigation has been 
conducted as to the possibility of returns in developed countries as yet. 102,103 

                                                
97 Diekmann, R. (2007, December 19), page 11. “Microfinance: An Emerging Investment Opportunity”. 
Deutsche Bank Research. Retrieved from https://www.dbresearch.com/PROD/DBR_INTERNET_EN-
PROD/PROD0000000000219174.PDF  
98 FINCA Canada. “Who We Are: Business Model”. http://www.fincacanada.org/who-we-are/business-
model/  
99  Diekmann, R. (2007, December 19), page 16. “Microfinance: An Emerging Investment Opportunity”. 
Deutsche Bank Research. Retrieved from https://www.dbresearch.com/PROD/DBR_INTERNET_EN-
PROD/PROD0000000000219174.PDF 
100 “Opportunity Find Secures $27M in Funding to Increase Access to Loans for Small Business Growth”. 
(2016, July 12). MarketWired. http://www.marketwired.com/press-release/opportunity-fund-secures-27m-
funding-increase-access-loans-accelerate-small-business-2141708.htm  
101 Microfinance Market Outlook for 2016. (2015). Page 18. ResponsAbility Investments. Accessed from:  
http://www.responsability.com/funding/data/docs/en/17813/Microfinance-Outlook-2016-EN.pdf  
102 Meyer, Julia. (2013). “Investing in Microfinance: Benchmarking Microfinance Investment Funds”.  JEL. 
http://www.e-
mfp.eu/sites/default/files/resources/2014/02/UMM_Workshop_report_2012_Microfinance_in_Crisis.pdf#p
age=45 . See also (2013), “Investing in Microfinance: An Analysis of Financial and Social Returns”. 
Retrieved from: http://www.cmf.uzh.ch/dam/jcr:00000000-4d29-f7e9-0000-
000044d2017e/Dissertation_Julia_Meyer_full_text.pdf    
103 Microrate (2016). “About Microrate”. http://www.microrate.com/about-microrate  
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Microfinance Trends and Recommendations in 
the Developed World  
Previous and existing models of microfinance have shown some of the limitations of MFI’s as 
well as potential options. Within the organisations involved in developed-country microfinance 
surveyed for the purposes of this report, credit unions had the greatest longevity, followed by 
government-sponsored institutions.104 Nearly half were non-profits.105 Major institutions in 
Europe are government-sponsored development banks or an ‘arm’ of banks, and a mix of non-
profits and credit unions in North America. Other initial trends in successful or sustainable 
microcredit providing institutions include mixed or tailored product lending schemes, an 
emphasis on business development or financial literacy training, stepped or graduated lending, 
and partnerships and mixed business structures. 

Mixed or Tailored Product Lending Schemes 
Purely group-based or peer models of microfinance lending appear to be inappropriate for urban 
programs in developed countries, particularly shown by Metrofund’s peer model contributing to 
‘group losses’ from delinquency. Individual lending as a whole functions better in developed and 
urban areas thanks to developed institutions allowing the use of collateral.106 

Future microfinance models should use tactics to address this.  

Mixed or tailored product lending schemes can address the challenges of microfinance in the 
developed world as both group and individual lending schemes face problems. This may involve 
frequent repayment schedules (i.e. weekly) to effectively lend partly against a steady and 
diversified income stream, not just risky projects. Other options include lending on flexible terms 
that promote access and ease of repayment, and combining both group and individual lending.  

If individual lending is pursued, collateral should be registered or guarantor information should 
be obtained. Institutions which offer solely individual-based loans may be able to serve more 
varied clients or start a lending process and build credit history with group lending. Both models 
function better when bundled together with training to develop business and computing skills.107 

                                                
104 Government-sponsored institutions and crown corporations’ longevity is not necessarily tied to financial success or 
sustainability, depending on the program. Note that this reflects an introductory review of organisations rather than 
random sampling, and should not be taken as definitive summary statistics.  A broader overview of organizations 
offering microcredit (within the US) is available through MicroTracker, FIELD at the Aspen institute’s nationwide 
database on the activities, scale, effectiveness, and outcomes of US microenterprise development organizations. 
http://microtracker.org/  
105 Note that this reflects an initial qualitative survey, based on secondary research. Primary research or exploration 
of a comprehensive database would have to be conducted for exact descriptive statistics. 
106 Ibid, pg 1014.  http://personal.lse.ac.uk/GHATAK/ejnote.pdf 
107 http://www.sciencedirect.com/science/article/pii/S1703494915303340 
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Business Support and Training  
It is common for microfinance institutions to offer business services or financial literacy 
programs alongside loans.108  One research report based on Canadian markets argues that 
while the success of microloans lifting individuals out of poverty is unclear, microcredit 
programs’ successes appear to be due to the services bundled together with the loan as well.109 
If the overarching goal of microcredit providing programs is financial inclusion and job / business 
creation which can increase social inclusion and economic efficiency, then the business 
development advice is a crucial rather than tertiary component. In the figure below, business 
training and support is not a service offered by most microfinance organizations, with the 
exception of NGOs. 

 
Figure 16. Percentage of microfinance lenders in Europe that provide business support services.110 

A Move Away from Specialised Microfinance Institutions  
Standalone models of microfinance do not appear to be significantly profitable in the developed 
world, thanks to previously discussed factors including dispersion and a pre-established 
financial services sector. Metrofund demonstrated that offering one product (specialised group 
loans) was not sustainable. Despite intensive efforts, Calmeadow could not maintain Metrofund 
without significantly increasing rates.111 All else the same, “it remains far costlier to lend small 

                                                
108 “Almost all MDOs that provide microfinance also provide some business development services to their clients.” 
Girado, William and Elaine, Edgcomb. (2011). “Key Data on the Scale of Microlending in the U.S.”. FIELD at the 
Aspen Institute. http://microtracker.org/resources/microtracker/pdf/KeyDataMF.pdf  
109 Visano, Spotton. (2008). “Different and Unequal: Payday Loans in Canada:. 5:1. 
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2722447 
110 The Missing Entrepreneurs Policies for Inclusive Entrepreneurship in Europe (2013), page 144. Google books 
version accessed. 
111 Visano, (2008) page 112.  
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amounts of money to many people than to lend large amounts to a few”.112 This is only 
increased when the institution faces lower collateral and credit score requirements. 

If it is correct that there is a public benefit to the provision of microcredit, particularly if that 
benefit is a derivative of bundled services,113 enforcing a goal of financial sustainability on 
specialised institutions will ensure failure either in closing of a fund or mission drift. This is 
reflected in a trend of non-profit, government-sponsored, and credit union microcredit providers 
in North America, which offer multiple forms of loans that are ‘graduated or stepped’ in 
conjunction with mainstream financing services.  

Conclusion 
While microfinance is relatively less prominent in developed countries, the existing cases do 
show both the challenges of implementation and potential for microfinance to fill gaps in the 
formal financial system in the developed world.  

MFI’s in developed countries face significant challenges. Compared to developing countries, 
they face fierce competition from the established financial industry. The size of loans offered is 
greater (although loan caps exist) and group-lending schemes, relying on social cohesion as a 
method of encouraging repayment, are less successful. Thanks to differing social structures and 
formal welfare institutions, self-employment is relatively less common, resulting in a smaller 
market demand for microloans. MFI’s face greater administrative costs than traditional financial 
institutions; they must operate with either a large client base or relatively high rates. However, 
tailored or adjusted models of microfinance may still address issues of financial inclusion in the 
developed world.  

Comparisons between microfinance in Europe and North America show that MFI’s work when 
they a locally available target market, mixed or tailored lending products (i.e. offer both group 
and individual loans), and are backed by either credit unions or government support. Given the 
challenges and comparisons, a stand-alone microfinance institution model is unlikely to be 
independently sustainable or greatly profitable in the long term; however, institutions with mixed 
product offerings, graduated terms, and partnerships with other organizations may address 
some of these operational problems to provide much-needed seed capital. Microfinance in the 
developed world appears to be most successful when it is offered in conjunction with business 
development training, ‘stepped’ or graduated loans, and is closely tied with small-and-medium 
enterprise development to assist individuals in moving beyond micro-enterprises.  

                                                
112 Morduch (1999) qtd in Visano, (2008) page 115. http://ac.els-cdn.com/S1703494915303340/1-s2.0-
S1703494915303340-main.pdf?_tid=59fbd3aa-5e63-11e6-9b21-
00000aab0f6c&acdnat=1470769328_312dad383547ada8008287aa445269b3  
113 Visano (2008). Page 114.   
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Appendices 

I. Microfinance Institutions in Canada114 
I. The Saint John Community Loan Fund (SJCLF) 
The SJCLF is a non-profit organization whose goal is to “facilitate economic growth and provide 
financial services to marginalized communities” in the greater Saint John region. It uses an 
individual-based lending model and issues microcredit in categories of housing, business, and 
employment. Their loan sizes are typically between $1,000 and $2,500, up to a maximum of 
$7,500. Terms and conditions are computed on a case-by-case basis. The SJCLF operates with 
private donors and government support.  

II. Momentum  
Momentum is a registered charitable organization based in Calgary, Alberta which offers low-
income entrepreneurs access to loans in the Greater Calgary area as a way to reduce poverty. 
It also uses an individual-based lending approach, offering business loans and micro business 
loans for individuals with disabilities. Business loans have a maximum of $7,500 and those to 
individuals with disabilities $10,000. The rate of interest on these loans is prime plus 2%, and 
collateral is not required. Like the SJCLF, it uses character references as individuals rarely have 
collateral or any form of credit history.  

III. The Newfoundland-Labrador Federation of Co-operatives (NLFC) 
The NLFC is a non-profit organization with a mission to promote and support co-operative 
business models and enterprises, respectively. The NLFC’s first pilot for micro-credit in the 
province began as an initiative of the Province’s poverty reduction strategy. Loans are issued in 
gradual amounts to peer circles ranging from $2500 to a maximum of $10,000. The rate of 
interest is determined on a case-by-case basis with no collateral requirements.   

IV. PARO Centre for Women’s Enterprise 
Paro is a non-profit organization designed to provide support to female entrepreneurs. It uses a 
group lending approach where the groups are self-formed and potential borrowers meet through 
training programs facilitated by PARO. Initially, only two individuals in the circle receive loans, 
but once those loans are repaid, others in the group are eligible to borrow. Loan issues are also 
staged; the first stage is from $500 to $1,000 ($500 of which is a grant), eventually leading to a 
loan amount with a maximum of $5,000. The first two stages include PARO grants which do not 
require a repayment. The rate of interest on the loans is 10%, and there is no loan fee or 
collateral required.  

V. Business Development Bank of Canada 
The BDC is a Crown Corporation, focusing on banking services for SME’s. It piloted a micro-
credit program and provides financing to other institutions offering micro-credit. The previous 
project was facilitated by the North Central Community Futures Development Corporation, using 
a group-based lending approach. It only is active in group-based lending in remote northern 
areas, primarily through funding other organizations working with Aboriginal groups.  

                                                
114 The following are taken from Mustapha Ibn Boamah & Jasmine Alam (2016): Canadian microcredit programs: an 
investigation of model differences, Journal of Small Business & Entrepreneurship, 
 http://www.tandfonline.com/doi/pdf/10.1080/08276331.2016.1189685 



M i c r o f i n a n c e  i n  t h e  D e v e l o p e d  W o r l d  | 30 
 

 Center for Social Innovation & Impact Investing | August 2016 

VI. Alterna Savings  
Alterna Savings is a member-owned credit union with a Community Micro Loan program in 
existence since July 2000 when it was purchased from Calmeadow. Loans offered range from 
1,000 to $5,000, and the average loan disbursed is about $5,000. The rate of interest is 
equivalent to 6% over the prime lending rate as well as an administration fee of 6% of the total 
amount borrowed.115 Participants of the program generally have poor credit ratings or no credit 
history. While loans are individual, they require a minimum of two business and personal 
references and a comprehensive business plan.116  

VII. Vancity Credit Union 
Vancity is Canada’s largest credit union. It offers several different microfinance programs, 
including small business loans through the Be My Own Boss program, Circle lending, for start-
ups, microloans for artisans and trades people, and Advice and Business Loans for 
Entrepreneurs with Disabilities (ABLED). Vancity’s programs include both individual and group 
lending, and focuses on different forms of business loans. Vancity’s Circle (peer) lending offers 
initial loans for $1,000 and subsequent loan amounts increase to a maximum of $5,000. Terms 
range from 3 to 24 months and interest rates are based on prime plus 4%. Vancity also offers 
employment loans, including Back to Work loans designed to support individuals who need 
upgrading or training. These primarily support recent immigrants and advance loans from 
$2,000 to $5,000.117  

                                                
115 Mustapha Ibn Boamah & Jasmine Alam (2016): Canadian microcredit programs: an investigation of model 
differences, Journal of Small Business & Entrepreneurship, 
 http://www.tandfonline.com/doi/pdf/10.1080/08276331.2016.1189685 
116 Alterna Savings: Microfinance Program Requirements. 
https://www.alterna.ca/AboutUs/Community/EconomicDevelopment/MicroFinanceProgram/OurLoanFund/ProgramRe
quirements/ 
117 Mustapha Ibn Boamah & Jasmine Alam (2016): Canadian microcredit programs: an investigation of model 
differences, Journal of Small Business & Entrepreneurship, 
 http://www.tandfonline.com/doi/pdf/10.1080/08276331.2016.1189685 
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II. Resources for the Developed World 

 


