
MFC’S HISTORY AT A GLANCE

In the early 90s, the concept of microfinance was virtually unknown in Eastern Europe, while
hardly any governments considered the prospect of encouraging self-employment and micro-
enterprise by offering small loans to low-income people.

In 1997 a group of fledging microfinance practitioners from the region attended the 1st

Microcredit Summit in New York.  At a follow up meeting in Sofia, Bulgaria they discussed 
the creation of a regional resource centre with the aim of addressing the lack of basic 
information, training and technical assistance which plagued the region’s microfinance 
programs, necessitating each one to reinvent the wheel.  The Microfinance Centre (MFC) was 
subsequently formally registered in December 1997, in Warsaw, Poland.  MFC committed to 
advance the work of practitioners through the provision of microfinance know-how, 
facilitation of access to funding and work on legal and regulatory issues for improved access 
to finance. 

Over the last 10 years, MFC has become a major regional network and microfinance resource 
centre recognized globally and focusing on the design and scaling up of innovation and 
solutions that improve access to finance and business skills of low-income people and micro-
entrepreneurs.  MFC action research programmes, training and technical assistance serve the 
majority of MFIs in the region, while the most innovative programmes, such as Social 
Performance Management in microfinance, are implemented globally. 
  
MFC’s Policy Programme initiated reform process for increased access to finance in a number 
of NIS countries and provides on-going opportunities to improve the skills and knowledge of 
regulator and policy makers.  MFC’s Financial Education programs develop cutting edge 
financial and business education products  that build knowledge and skills of low-income 
people in 12 countries of Europe and Asia.  Since August 2010, MFC has been implementing 
“JASMINE” the capacity building program for MFIs in Europe. 

MICROFINANCE IN DEVELOPED COUNTRIES

EU level political will combined with access to financial instruments and institutional 
support creates an unprecedented opportunity to use microfinance methodologies to 
reach out to financially and socially excluded groups in the EU.  Instead of using the 
traditional welfare instruments (grants and subsidies) it is often most efficient to use 
financial service technologies such as loans, especially to support microenterprises.  
Difficulties in obtaining funding from public, private and voluntary sector sources 
have been so far among the major obstacles for microfinance development in the 
EU.  



It should be stressed that the social and economic context for microfinance in EU 
differs greatly from that of India or the Philippines. The challenges include:

 Competition from  well-developed private sector, making chances of survival 
of a small business much lower than in developing contexts. 

 Functional, but poorly designed welfare system and specifically lack of 
incentives for people to graduate off welfare into self-employment. 

 Low levels of financial literacy (linked with higher risk of over-indebtedness), 
lack of specialized skills to run a small business

 Excessive regulation on the microenterprise level as well institutional level (for 
MFIs) making the entry barriers for MFIs much higher than in the developing 
countries. At the MFI level, the legal and regulatory obstacles make lending to 
micro-enterprises inefficient (Romania) or impossible (Germany, where only 
banking institutions can engage in provision of credit). 

 Availability of consumer finance often at very high interest rates 

The implication would be that the microfinance programs are (and will be) be more 
limited in terms of outreach, and so the development of purely commercial models in 
the EU context (similar to those in the developing countries of the South) is not very 
realistic.  However, taking into consideration the experience of successful 
microfinance models in Eastern Europe as well as ADIE in France, it is possible to 
promote the development of socially oriented microfinance models that 
dramatically reduce their dependence on public funding over the years while 
effectively reach marginalized groups of low-income clients.  

The opportunity for microfinance in the EU would lie in complementing (through 
microfinance) the very well developed financial infrastructure, ie. banks (commercial 
social, cooperative, savings banks) and financial cooperatives.  MFIs growing in scale 
and strength should create various links and utilized different opportunities of 
working with the formal financial sector.  

Currently,  the following opportunities could be explored with the support of the 
Progress Microfinance Facility to make its functioning and objectives more 
effective:

1. Support to existing programs providing financial assistance to micro-
enterprises. 

Roughly, there are two distinctive groups that require more focused albeit different 
type of support:

 Microfinance programs supporting start-ups



A multitude of such programs operate in the Europe.  However, most of them lack 
institutional capacity to grow in scale and outreach.  These programs, except for 
funding, above all require long-term capacity building.  Progress Facility may be less 
applicable and effective if long-term capacity building opportunities are not provided. 

 Programs and institutions supporting existing micro-enterprises

1.  Stand alone MFIs: Eastern Europe offers a few examples of well-developed micro-  
enterprise support programs (Mikrofond in Bulgaria, Express Finance in Romania or 
Fundusz Mikro in Poland, while ADIE is an example of a stand-alone MFI operating in 
France).  Such programs are best equipped to use the support of the Progress 
Facility.  These programs additionally receive technical assistance through JASMINE 
facility.  However, there are only few programs in EU that present a relatively high 
level of institutional and programmatic development.

2. Microfinance through commercial banks: in some cases commercial banks 
“outsource” microfinance to non-bank providers (the non-bank provider can also 
be set up by a bank: Crea Sol in France, Per Micro in Italy).  Although there is a 
lot of potential in this type of arrangement, the existing models are rather modest 
in scale and require high levels of technical assistance to be able to utilize larger 
funding pools. 

3. Microfinance through banks with social mission (social, cooperative, microfinance, 
savings etc) and credit unions.  These institutions present a high potential for 
microfinance development.  They have established infrastructure and could be an 
excellent platform for extension of microfinance products to the existing micro-
enterprises.  These institutions require technical assistance to design relevant 
products and could benefit from the Progress Facility.  

4. Various types of public and private public loan funds.  Loan funds are typically 
small in scale and weak institutionally.  In most cases loan funds provide 
subsidized credit to SMEs.  While there certainly justified cases for such 
intermediation, in reality most of the loans end up with enterprises that are 
bankable.  Some of the loan funds have significant potential to adapt 
microfinance methodologies.  However, they require technical assistance to work 
with lower-scale enterprises.   Most of the loan funds in the EU are pretty well 
funded through structural funds. 

All of the above-mentioned examples point to a critical role of capacity building in 
development of the microfinance infrastructure capable of responding to the market 
needs (enterprise development) and absorbing Progress funding. 

In order to advance microfinance in Europe and ensure the effective use of the EU 
funding tied to targeted provision of technical assistance, it would be useful to 
consider creation of a wholesale EU level financial intermediation facility
mandated with the development of the socially oriented microfinance sector in the 
that would:



1. Finance the smaller, existing MFIs (loans, equity, guarantees) 
2. Finance start-up MFIs (grants/equity)
3. Provide technical assistance (TA) to all types of MFIs, in particular:

 Provide TA on micro-credit methodologies to all type of MFIs and banks (social 
and credit unions)

 Support institutional building and strengthening
 Support transformation of smaller, high-potential MFIs into banks (social and 

commercial) or not-for-profit companies and/or for-profit companies if 
appropriate

 Provide TA to commercial banks considering engaging in microfinance 
(“outsourcing” and other models of linkages with non-banks providing 
microfinance)

4. Standardize and benchmark the microfinance sector in Europe
5. Support innovation in design and delivery of financial products to financially 

excluded groups

In relation to the support in expansion of credit due care needs to be paid to the 
provision of risk-reducing products and services (savings, insurance, business advice) 
in an effort to ensure that clients are well insulated against difficult economic 
conditions, even possibly at the expense of MFI size/efficiency measures.


