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ABSTRACT
From 2004 to 2008 microfinance enjoyed unprecedented growth in emerging markets. According to data from the Microfinance Information Exchange (MIX), the sector expanded at historic rates, with average annual asset growth of 39 %, accumulating total assets of over US$60 billion by December 2008. (Chen and Rasmussen, 2010). Microfinance benefited from widespread international recognition as a development tool. But the global economic recession beginning affected the microfinance systems and the microfinance borrowers have been affected by the economic downturn, job losses, and declining flow of remittances. Late payments on loans have recently risen across the microfinance industry.

The microfinance market has a great potential in Romania even this has not been properly exploited. The traits of Romania and other emerging economies are similar: a rural population still living off subsistence agriculture, the majority of them have very little collateral to be eligible for bank credits, have little or no track record of employment or credit, and access to development funds from international institutions, including the EU, is very bureaucratic and hard to attain. Entrepreneurs in Croatian economy are still not flexible in adaptation to market needs and the reorientation of the business. Also accompanied by insolvency and difficult access to financing - microfinance are burdened by non-tax contributions. This paper provides an overview and recommendations for further development of two countries, one of which is still awaiting entry into the European Union.
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1. INTRODUCTION
The increase of economic competitiveness depends mostly on the development capacity of the small and medium enterprises (SMEs) taking into consideration that small business are those that create new jobs and they represent the main promoter for entrepreneurship. 

But initiating and developing a business requires the existence of financial resources and, often, finding appropriate sources of finance is a major difficulty for small and medium enterprises, especially for start-ups and micro enterprises.

In general, the banks offer loans to existing businesses, being reluctant to give credits to the companies that do not offer guarantees or to the start-ups. As well, the banks consider that some credits required by SMEs are too small and the costs for administration and monitoring are not justified. In addiction, the serious liquidity problems caused by the current financial crisis have restricted lending activity of banks and increased the cost of credit. Therefore, small businesses are forced to seek other credit sources and the microfinance represents a viable alternative. 

Microfinance is the provision of financial services to low-income clients, including consumers and the self-employed, who traditionally lack access to banking and related services. In practice, the term is often used more narrowly to refer to loans and other services from providers that identify themselves as microfinance institutions (MFIs). These institutions commonly tend to use new methods developed over the last 30 years to deliver very small loans to unsalaried borrowers, taking little or no collateral. These methods include group lending and liability, pre-loan savings requirements, gradually increasing loan sizes, and an implicit guarantee of ready access to future loans if present loans are repaid fully and promptly.
Microcredit is a part of microfinance, which is the provision of a wider range of financial services to the very poor. Microcredit is based on a separate set of principles, which are distinguished from general financing or credit. Microcredit emphasizes building capacity of a micro-entrepreneur (Spovadia, 2006), employment generation, trust building and help to the micro-entrepreneur on initiation and during difficult times, such as financial crisis. Microcredit is regarded as an instrument for to increase the employment and to enhance the income in the socio-economically depressed areas, by providing financial support to the micro and small enterprises, mostly founded and run by families (Karatas and Helvacioglu, 2008). There is a growing tendency to use microcredit systems as a source for the entities that are unable to attain services from the traditional financial institutions. 

2. Microcredit in the European Union: recent trends
The microfinance services have spread rapidly in recent years and it is considered an important source of funding for entities that can not access traditional financial services institutions.

European Commission defines microcredit as an extension of small loans to entrepreneurs for socio-economic enterprises, for the employees to start their own business, for people working in the informal economy and unemployed or others who do not qualify for contacting a banking credit (EC, 2007b). 

In Europe, microcredit activities aimed at two groups: micro-businesses (with fewer than 10 employees) and disadvantaged people (unemployed or inactive persons receiving social assistance, immigrants, etc.) that intend to start independent activities but do not access to traditional banking services.

Micro-credit is often used in EU member states and regions as a means to encourage the growth of independent activities and the creation and development of micro-enterprises. In fact, small business represent a priority for cohesion policy in European Union (2007-2013), financial support offered is 55 billion euros, of which 50% are intended to support small businesses, including micro-enterprises (figure 1).
Figure 1. Financial support for small business - EU cohesion policy (billion)
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Source: Delvaux, Ph., A European initiative for the development of micro-credit, Directorate General for Regional Policy, European Commission, October 2008.
In Europe the micro-credit is any loan of up to 25,000 euros; the average is generally $ 10,000 for the old Member States and 3,800 euros for the 12 new Member States. 
Figure 2. Number of enterprises in Europe (x 1000)
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Source: European Commission, A European initiative for the development of micro-credit in support of growth and employment, Brussels, 2007. 

At present, in European Union there are 23.2 million enterprises, of which 21.2 million (92%) are micro enterprises and the working population under the poverty line is 28 million (figure 2).
Micro-credit is important for the rural areas, plays an important role for integration of the ethnic minorities and immigrants, both economically and socially. Microcredit is seen as a financing tool used to reduce unemployment and to develop areas or disadvantaged groups by providing financial support to SMEs.

Therefore, the use of microcredit is not aimed solely at stimulating entrepreneurship and economic growth but also social aspects. In fact, the European Union considers the micro-credit schemes as a vital tool to boost competitiveness and entrepreneurship, particularly for women and minorities.
Thus, the micro-credit activity plays an important role in achieving the Lisbon Strategy regarding the economic development and jobs’ creation and promoting social inclusion in accordance with the modern meaning „flexicurity” (a combination of flexibility and social security).

European Commission underlines the cost effectiveness for the micro-credit schemes as an instrument of public policy given that the environment cost to support microcredit schemes in Europe is under 5000 Euros for a new job created, with a survival rate of over 60% after two years, for a a started business based on microcredit (EC, 2007b).

Over the past decades, the European economy has evolved from the dominance of large industrial enterprises to a greater reliance on small businesses, mostly in the services field, leading to an increased demand for microcredit.

In the current context, while microcredit is commonly associated with small loans for entrepreneurs from poor countries, in the context of international financial crisis, it becomes a tempting tool for developed economies, too. 

Thus, on short-term, the potential demand for microcredit in the EU could rise, according to Eurostat estimates, to more than 700,000 new loans, with a value of about 6.1 billion euros. The average size of a micro-credit is estimated at 7,000-8,000 Euros.

The demand for microcredit can be classified in the following trends: demand for microcredit which has a positive impact on small firms, the demand for creation of new jobs that lead to a lower unemployment and social exclusion, demand for funds to maximize the contribution of informal sector and demand for loans to minimize the effects of immigration.

3.  Microcredit initiatives at the European level 

Microfinance is an effective tool to stimulate entrepreneurship but to ensure a micro-credit offer for the member states is a very difficult task.

Although there is an active microfinance sector in many member states and regions, however, there is not a uniform legislation regarding microfinance activities in the European Union as part of the acquis communautaire.

In Europe, only two countries, France and Romania, have specific legislation on micro-credit. In the other countries, the microcredit activity is regulated by laws that govern the institutions that provide micro-loans: banks and non banking institutions. 
While legislation covering the banking sector is harmonized to a great extent with European banking laws, regulations on micro-credit granted by non-banking institutions differ from country to country (table no. 1).

Table 1. Characteristics of the regulatory system for the microcredit activities in the European countries

	Country
	Non bank Institution
	Interest rate cap
	Tax incentives
	Special regulation
	Guarante schemes

	Austria
	x
	
	
	
	x

	Belgium
	x
	x
	
	
	x

	Bulgaria
	x
	
	
	
	x

	Cyprus
	
	
	
	
	x

	Czech Rep.
	x
	
	
	
	x

	Finland
	x
	
	
	
	x

	France
	x
	
	
	x
	x

	Germany
	x
	x
	
	
	x

	Hungary
	x
	
	
	
	x

	Ireland
	x
	
	x
	
	

	Italy
	x
	x
	
	
	x

	Latvia
	x
	
	
	
	x

	Lithuania
	x
	
	
	
	x

	Luxem.
	x
	
	
	
	x

	Poland
	x
	x
	
	
	x

	Portugal
	
	
	
	
	x

	Romania
	x
	
	
	x
	x

	Slovak Rep.
	x
	
	
	
	x

	Sweden
	x
	
	
	
	x

	Turkey
	x
	
	
	
	x

	United

Kingdom
	x
	x
	x
	
	x


Source: European Commission, The Regulation of Microcredit in Europe, Expert Group Report, Brussels, April 2007.
The EU and its member states have taken some actions to support micro-credit (CIP, EQUAL, PHARE, etc.) but these have not proved sufficient in order to allow sustainable development for micro-credit activities in Europe.

Therefore, the European Commission proposed new initiatives to stimulate microcredit such as: 

· to improve legal and institutional environment of the member states;

· fostering entrepreneurship, 

· promoting best practices, including training activities and provide additional financial capital for microfinance institutions.
The micro-credit operations must be integrated into a broader framework in accordance with the subsidiarity principle, being necessary to be created a more favorable environment for the sector.

The community initiatives to develop micro-credit activities have resulted in JEREMIE (Joint European Resources for Micro, Small and medium - Joint European Resources for Micro and Medium Enterprises) with the support of the European Investment Fund in order to improve the access to finance, including the micro-credits to SMEs.

The program facilitates the use of financial products such as micro-credit, loan guarantees, venture capital funds, seed capital, etc. Also, a special attention is given to the start-ups, technology transfer and innovation funding.  

The European Union initiative to provide partial guarantees for micro loans portfolios through the Multiannual program for Enterprises and Entrepreneurship, (2001-2005) was continued and extended under the Program for Entrepreneurship and Innovation (part of Competitiveness and Innovation Framework Program - CIP), managed by the European Investment Fund.

Thus, the SME Guarantee Facility – (SMEG) provides additional guarantees to increase the supply of loan capital to SMEs and covers the following areas: access to credit for SMEs, providing micro-credit and securitization.

There were set up various organizations and networks in this field (European Microfinance Network, created in 2003 in Paris and Microfinance Center for Central and Eastern Europe and NIS established in Warsaw in 1996) that have the common mission of promoting microfinance, encouraging  the entrepreneurship and creating new jobs.

The attitude of the European Commission regarding the redefining of the micro-credit designed to ensure economic restructuring for disadvantaged groups in the society is supported by the European Savings Banks Group (ESBG) that represented one of the largest networks of microfinance providers in Europe, with members in 26 European countries.

According to this institution, due to the local dimensions of micro-credit activities, the EU should aim primarily at the microcredit at national, regional or local level, before seeking to create a single market for microcredit.

However, the European Commission aims to introduce a pan-European system of microcredit in order to harmonize and integrate all microfinance initiatives at member states and candidate states.

A recent joint initiative of the European Commission, European Investment Bank and European Investment Fund had as result the JASMINE program (Joint Action to Support Microfinance Institutions in Europe) designed to support the micro-credit activity in Europe for two types of actions:

► Technical assistance to microfinance institutions (financed by EC, DG REGIO) in order to make them more reliable and to attract easier the necessary funding; 

► Funding the activities of non-banking financial institutions in order to grant more loans.

The purpose of the Jasmine program is to improve the access to finance for small entrepreneurs, the unemployed and people who are unable to access bank loans. 
This program began in 2009, with a pilot phase of three years and with a capital of 50 million Euros. The JASMINE pilot initiative primarily target EU-based non-bank microfinance institutions in development phase, sustainable or close to sustainability (figure 3).  
Figure 3. Jasmine intitative
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Source: European Investment Fund, JASMINE, A Pilot action to promote microcredit in European Union
Due to the extensive heterogeneity of the European microfinance market, JASMINE may broaden the scope of its interventions. It could for instance be extended to greenfield MFIs willing to act in underserved areas or expanding MFIs. In addition it could also be widened to MFIs which are in the process of transforming into banks and which need equity participation and help well established MFIs willing to open new branches to develop innovative products. 

To provide effective support for the promotion of microcredit in the European Union, the EC has highlighted four main objectives within the JASMINE initiative:

- Improve the legal and institutional environment in the Member States;
- Further change the climate in favour of entrepreneurship;
- Promote the spread of best practices;
- Provide additional financial capital for new and non-bank MFIs.
On July 2, 2009, European Commission has proposed to create a new tool for micro financing – named Progress - which could offer a real help to the small business owners and people who will start new businesses, in particular young people and unemployed. Thus, the new tool of microfinance is to help people who, under the current reduction of credit resources, might face difficulties in accessing funds for starting of new businesses.

Besides access to funds, these people will benefit from additional support measures, such as: training and professional counseling. Disadvantaged people, including young people, who want to develop a small business will also benefit of guarantees and assistance on preparing a business plan.

The initial budget is 100 million Euro and it is expected that this amount will mobilize over 500 million Euro in a joint initiative with international financial institutions, in particular with the European Investment Bank Group. The result of this initiative can be materialized in approximately 45,000 loans for a period of up to 8 years. In addition, the possibility of loans to benefit from reduced interest rates through the assistance of the European Social Fund will facilitate the access to funds. 

Microcredit will be designed for micro-enterprises with less than 10 employees and unemployed or inactive people who want to start independent activities but have no access to traditional banking services. 

The service, agriculture and tourism sectors may represent areas with potential to absorb a significant proportion of the workforce available in the labor market, for which Romania and other EU countries should develop the necessary tools for applying this idea, especially in the non-banking market. 

4. Microfinance market in Romania

The microfinance market has a great potential in Romania even this has not been properly exploited. 

The traits of Romania and other emerging economies are similar: a rural population still living off subsistence agriculture, the majority of them have very little collateral to be eligible for bank credits, have little or no track record of employment or credit, and access to development funds from international institutions, including the EU, is very bureaucratic and hard to attain.

Between 2003 and 2004, the total amount of the loans in Romania increased with over 1 mil USD. The number of beneficiaries of the microfinancing institutions increased with 58% but was still low with just 1,300 active clients. The average value of a loan is about 3,200 Euro which is close to the EU average. 
In 2005 was adopted the Microfinance companies’ law which has the purpose to create the legal framework for the organization, operation and development of the microfinance commercial companies. 
In 2005 there were 256 microcredit companies and one year after endorsing the microcredit society’s law, 14 microcredit companies were notified in the Evidence Register. There are also some credit cooperatives and a bank (ProCredit Bank) which address to the same market share. ProCredit has clients in urban areas while the credit cooperatives reach also the rural areas.
One of the most affected social categories during crisis is the middle class, represented by the small entrepreneurs. Thus, the SMEs are vulnerable because they are not protected by the state and they do not have sufficient reserves to face the crisis. One problem the companies and population have to deal since the beginning of the crisis was the restrictive access to credit. 
In 2009, 8,7 mil. Romanians had no bank account and 84% from SMEs did not succeed to get a banking loan accordingly with a study made by Erste Group. 

Table 2. Providers of microcredit and public/private mechanisms
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Source: European Commission, The Regulation of Microcredit in Europe, Expert Group Report, Enterprise Industry, Brussels, April 2007

Because of the crisis the banks became very cautious regarding the business financing, especially for the start-ups. In these conditions, in order to get a loan, the firms should take some risks such as an increased contribution to the investment as well as guarantees. But the private equities and the supplementary guarantees have not been among the priorities of the Romanian SMEs in the last years, because most of them were focused on investment. From these reasons, many entrepreneurs should look for more flexible and advantageous alternative for financing, as micro-financing programmes.

Microfinancing suppose the granting of low credits as well as offering other financial services to some individuals and firms which does not present interest for commercial banks because do not have a credit history or guarantees. Thus, the access to financial services can contribute to the economic development, especially for the low income individuals. The specialized companies can offer micro-payments, through a banking account without commissions. There are others financial products such as microsaving which suppose to save small amounts and microinsurance, with low costs for protection against unforeseen risks or pensions.  
In Romania, services such as microcredit and microsavings can be very helpful for rural workers to start or continue their small business, because it helps them overpass the hurdle of a relatively high initial investment. 

But not only the commercial firms need financing, but also the social sector, such as public and non-governmental organizations which serve the needs of the groups disadvantaged social or economical. The social sector is mostly non-banking and the numbers of organizations that apply market strategies for self financing are very low. This is why there is a high potential for supporting financially these organization through microfinancing.
5. Microfinance market in Croatia
Entrepreneurs are not flexible to adapt to market needs and the reorientation of the business. Also accompanied by insolvency and difficult access to financing there are high non-tax contributions. It is necessary to remove barriers to capital access for entrepreneurs and micro-entrepreneurs. Croatia as a tourist-oriented country is facing with a huge funding in this sector. Throughout the text, microfinancing is seen as a process - something that is continuous and ongoing. The concept of microfinancing is related and is often referred to in relation to tourism sector.
6. Financing of tourism in Croatia
6.1. Indirect funding
Financing business in the field of tourism carried out by taking a loan from the relevant financial institutions, especially banks. Lending is done under the market conditions in the form of subsidized loans. Share travel loans in total loans was 23.9% with an average interest rate of 5.4%.
6.2. Subsidized loans to businesses in the tourism
Subsidized loans to entities in the tourism industry was encouraged by state officials, the cooperation of banks and HBOR and various subsidized credit programs (the interest rate subsidy). It is the most notable in Croatian Adriatic resorts with 82% (mostly long-term investment loans.).
Table 3. The regional distribution of subsidized loans to Croatian tourism sector
	Region
	The level of incentives (%)

	Adriatic Croatia
	82

	Zagreb region
	10

	Central Croatia
	6

	Eastern Croatia
	2


Source: Kovačević, M. (2006), Anketa “Kreditna politika banaka”

Croatia is mainly used indirect forms of financing, market and subsidized loans to businesses in the tourism industry. The share of loans by type of accommodation facilities is dominant for hotels, villas, apartment (46%). At least it is still investing in hotels and camps (1%). (Kovačević, M.: 2006). In the framework of the European Union there are opened a number of programs intended for users in the field of Croatian tourism.
Table 4.  European Union Programmes
	Program name
	Brief description of program

	CIP
	Framework Programme for Competitiveness and Innovation

	CIP 1
	Entrepreneurship and Innovation

	CIP 1
	Eco Innovation

	CIP 2
	Program Policy Support ICT

	CIP 3 IEE Altner III
	Aid for promotion of renewable energy sources

	CIP 3 IEE Save
	Promotion of energy efficiency and energy saving

	Kultura 2007-2013
	The development of transnational cultural cooperation in Europe

	Eco-label
	European label for products that are friendly to the environment

	ESPON
	European observation network planning

	EUREKA
	Developing cooperation between SMEs, research centers and universities that are engaged in industrial innovation

	1. Award EUREKA Lynx Award
	Program for SME whose participation in the EUREKA project resulted in the growth

	FP 7 cooperation
	The program covers collaborative research projects

	IPA 2 Cross-border cooperation 

Croatia - BIH
	

	IPA 2 Cross-border cooperation 

Croatia – Monte Negro
	

	IPA 2  Cross-border cooperation
	Adriatic Territorial Cooperation Programme

	IPA 2 Cross-border cooperation 

Croatia – Hungary
	

	IPA 2 Cross-border cooperation 

Croatia – Serbia
	

	LLL – program of lifelong learning
	

	LLL – program languages
	


Izvor: Belić, M et al. (2008), EU fondovi – Vodič kroz europske fondove 2008.-2013. Novum d.o.o.
In Croatian microfinance practice is necessary to define the objects of analysis and key issues. A more detailed analysis of needs, stakeholders through the identification of individuals, groups and institutions is necessary. The project may result in strategies as the proper ways of financing in the future.
7. Conclusions

Banks usually provide access to finance for existing micro enterprises and traditional start ups they are reluctant to deal with those who lack collateral, steady employment or a verifiable credit history, although the default rate on micro loans is quite low. Access to finance is therefore a real problem for those who are considered non bankable customers.
There is a high demand for micro-credit from part of potential entrepreneurs who do not have access to the traditional banking services. As a result, only part of the potential demand for micro-credit is satisfied. 
The recent initiatives of the European Commission and Small Business Act provide an opportunity to improve the micro-credit in Europe. But development of this sector is a challenge that involves many stakeholders, such as:

( Member States (providing the institutional, legal and commercial activity needed to promote micro-credit); 
( European Commission (JEREMIE, JASMINE, SME Guarantee Facility, etc.);
( European Parliament (adoption of measures to strengthen the capacity of micro finance institutions); 

( European Investment Bank Group (financial expertise, fundraising, etc.);
( Micro-financing networks (informing, the best practices, etc.); 

( public and private investors, banks (financing and expertise). 

The Lisbon Agenda, the microcredit initiative of the Commission and the Small Business act offer a good opportunity to improve the micro-credit environment in Europe. Also the partnership between banks and MFIs need to be encouraged and a special attention should be paid to their reliability and good governance as these are key factors to raise interest on the financial market and attract private capital. 
The access to microcredit in order to develop a business by the small entrepreneurs, unemployed and disadvantaged people who lack access to traditional banking instruments is a possible solution provided by the European Union to the Member States in order to overcome the crisis.  
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