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COMMUNITY DEVELOPMENT AND MICROFINANCE IN DISADVANTAGED COMMUNTIES

February 6, 2007,

Bucharest, Hotel Tulip Inn
Seminar Notes
The event was opened by Roxana Mirciu, Executive Director of Foundation PACT, which presented the reasons for this seminar to take place and the questions it would explore:

Reasons
1) The desire of Foundation PACT and Allavida to diversify their community development interventions. 

2) There are other organizations which have started social investment projects - CRCR, CAR, FPDL

3) The desire to build partnerships with microfinance institutions and programmes to support the development of SMEs in disadvantaged communities 
4) Learning from international experiences

5) The need for microfinance institutions to insure their institutional sustainability while addressing disadvantaged clients and communities 

Questions to explore 

1) What is microfinance/micro crediting? 

2) Who are the beneficiaries of microfinance programmes? How accessible are these programmes for disadvantaged groups and communities? 

3) The concept of sustainability in microfinance; sustainability for whom?

4) Partnership between community development organizations and microfinance institutions: aims, values and instruments. 

1) Presentation Bernie Morgan, Chief Executive CDFA- Community Development Finance Association 

CDFA has 76 members, of 3 categories by their target group: individuals, SMEs and social enterprises. 

· First category provides loans to people who are not able to get it from somewhere else, without paying huge interest (doorstep lenders) 

· Second category provides microfinance – small loans for businesses, given the fact that in UK it is not of banks’ interest to lend money for small businesses. Some provide loans for social enterprises. 

· Third category provides equity finance – invests in businesses in very poor communities

This is a very young sector in UK itself. It offers different types of products: loan finance, leasing finance, redevelopment buildings type of finance. Some members would specialize in particular markets (women, older people – communities of interest). 

CDFA is member of European Microfinance Network. Even in UK, there are not enough links with community development sector, but we base our work on principles and mechanisms specific to a community. However the relationship between community development sector and microfinance sector are not yet established. 

CDFA provides support for its members:

· Has developed a performance framework where social impact is at the core of discussions

· Helps out with the outreach-  reaching out for community groups, faith based organizations, local business 

· Lobbying for improved public policy

There are a couple of governmental institutions with an interest in community development finance: 

- a new governmental office for charities and soc enterprises in UK                  

- Government Department for communities UK

Many governmental agencies are financing CDFA members but at the same time stimulate them to merge – this is not always a good option. Mergers should take place from a point of strength.  

EU State aid Rules, but the members are not subject to EU financing. 

There is a Community development tax relief (5%) which helps the support provided to CDFIs.  

Through the small group discussions, a comparison was made between the UK situation and the Romanian situation with regard to the microfinance sector: 

	UK
	Romania

	EU State Aid rules 
	

	Short term public funds 
	

	International links (conference in England 20-22 June) 
	International conference

Belonging to international networks 

	Forced mergers 
	

	Community investment tax relief
	

	Separation of public policy between personal and enterprise finance 
	

	Government minister for charities and social enterprises 
	

	Government department for communities 
	

	Young sector (financing for less than 3 years), not yet ready for private investment 
	It does not exists as institutions, more as sector

	Variety of markets (individuals, micro businesses, SMEs, social enterprises, also women, refugees, older people) 
	

	No links with the community development sector 
	Limited links with community development sector 

There is a desire to work together 

	Strong trade association 
	“Medium” strong trade association 

	Reaching sustainability is a challenge 
	Sustainability is a permanent challenge. It means to permanently look for generating resources. 

	Performance framework and code of practice 
	We do not have a structure, except internal procedures for SMEs

	Insufficient marketing outreach 
	Lack of funds for promotion of financial instruments 

Lack of technical assistance 

Lack of training delivered to SMEs

	Diverse sector (not just MFIs)
	Need for diversified sector 

Personal loans

Social enterprise 

Common source of funds 

	Challenge to balance social mission with business objectives
	

	No one regulatory framework
	

	Variety of products
	Weak attempt to create products , low diversity, lack of proper implementation mechanisms, lack of information 

	Rigid welfare system
	


2) Presentation Maria Doiciu, Financial instruments expert, Phare Project for Technical Assistance for SMEs in Romania. 

For reference, please see PowerPoint presentation. 

EU is directing its resources into the development of the microfinance sector. 

Why is MFI needed in Ro- barriers to access loans from the Credit Unions.

The International donors only established community development funds. 

BRD – was the only formal bank that started to work with the microfinance institutions. The new legal framework is not supportive and enabling for MFIs and the supervision of the National bank introduces additional difficulties. 

Support of initial donors reduced over the last years. 

Need of training for MFIs staff. MFIs – need for initial physical capital &investment, money for research, physical, soft and hard investment. 

Questions & Answers

Gilda Craciun, Association Muscel for Education and Culture- There is a lack of trust with regards to applying for these funds. How does the information reaches the final beneficiaries? Many times these people are not prepared and they do not have the capacity to use these opportunities. 

M. Doiciu: The first project that deals with e-commerce, SMEs portal will respond tot this need of the beneficiaries. There is money earmarked for promoting the scheme. This is not an easy job, we know and we already have feedback on the fact that the sector is not known in Romania. We are connected to networks in EU but it seems that there are consistent gaps in Romania to what regards the microfinance sector. MFIs did not do it because lack of funds for promotion. In the beginign there was a lack of funds for loans. Promotion was bad in the begining as there were not enough funds. 

Jonathan Edwads – Allavida The presentation went to the heart of the problems that microfinance sector faces. Around 50 MFIs are about to register. Who will finance the start up?   

M. Doiciu: You cannot restrict the establishment of MFIs, the market will deal with that. 

There is a concern with an oversupply of MFIs and how to ensure the quality of their products. Legislation should deal with that – companies will be forced by law to provide services that companies will be forced to provide.

Doina Danciu, FRDS: Could microfinance institutions support the enterprises that are looking at accessing structural funds? As this would be much difficult for many of them. 

M.Doiciu. There is a precedent for the structural funds- SAPARD Programme. And there is an exemple for this- the partenership between Sapard and ROMCOM. 

Mircea Onita, CDE- We at CDE, we have co-financed many SAPARD projects and it functioned very well. Now we are waiting to see what will happen with the strucutural funds. 

Florentina Ionescu , ANIMMC- SMEs will be financed by three Ministries through three different programmes, Ministry of Agriculture, National Agency for Small and Medium Enterprises and Ministry of Work. 

Mircea Onita, CDE- From our experience, there is a serious limitation of information access in rural and periurban areas. Presently there is a crisis among SMEs in relation to their complying to EU regulations. Many of our clients do not know where to go to gain this information and we need to provide them with this information- this effort raises our costs and implicitly the value of the loans we are providing and the interest rates of the loans.  

3) Presentation Mircea Oniţă, CDE- Center for Economic Development 

For reference, please see PowerPoint presentation. 

CDE is a nongovernamental, non-profit organisation, initiated by Soros Economic Development Fund. The first microfinance programme was targeting rural communities in disadvantaged areas. The programme had a very strong social focus- however the purpose is not to create a social comfort, but to support income generation activities. 

We support the formation of community groups interested to acces loans as a group- this functions in rural areas, where people know each other and are more trustful and supportive. We also provide training for this groups, which is an excelent opportunity in exchanging information on the expectations of each party, CDE and the beneficiairies. The work methodology is associative and participative. People in rural communities have a need for association. Many groups we have financed have made efforts to support other community members- including people from local authorities. 

In agriculture, there are two types of loan beneficiaries: 

· the subsistance loans- the once which take a credit for subsistance/consumption 

· the development loans- for the ones which develop and become antreprenours. 

There is a high percentage of women (36%) of all the CDE beneficiariy and in mining zones this percentage is even higher and more than men. 

What is very important is that these people are gaining a loan/bank education and also history.  

Presently the demand is much higher than the offer. 

Questions and answers 

Mona Cosma, Open Society Foundation. There is a gap at some point between community development and economic development. It get cut at some point- what should we do? Where should we work more together? For example in the case of comprehensive community development programme, we have already 6 community groups which start working as a group. How shall we procede to initiate a local economic development process in these communities? 

Mircea Onita. First thing that comes into my mind is the local administration. We need a partnership with the local administration.  

Crenguţa Bărbosu, World Vision- Economic developemnt is an engine for community development and the fuel could be the microfinance.  

Mircea Onita. In the communities were we did not have partnerships with local authorities, the local antreprenours were key. And another important key was the information. And information wise, there is a huge gap between urban and rural areas. 

Rodica Mureşan, ANIMMC)- for example through a PHARE project, there was a created a business incubator in  Odorheiul Secuiesc, which represents a much needed infrastructure for the local entreprenours. Another example is the town of Pitesti, where the mayor is very active and entreprenorial and presently a cluster is created around  Dacia Piteşti. If we talk in the Romanian context, all these activities need subsidies- the microfinance sector needs to build an infrastructure and find a niche. Community development is a group of measures that need to be implemented and what we lack is the dialogue between different actors. 

Florica Cherecheş, Integra – The legislation is restrictive and microfinance institutions have additional problems due to the frequent changes in the legislation.  

R. Mironovici, National Agency for Developing of Mining Area: There is a great difference between the needs identified by community members and various development agencies. 

Gilda Craciun, AMEC – We need to use the traditional knowledge (handicrafts) in communities. 

Mircea Onita. There are very many people who request a loan to start up a bussiness valuing their own talents and abilities. Sometimes we are forcing people to become entreprenours. Maybe we could discover the entreprenorial qualities and help the person to develop and put them to use. There are two types of programmes: ones which are artificially developing entreprenours and others which discover entreprenours. However the main difficulty that entreprenours have is the distance between the production and the market. 

Mircea Onita. Law  28 has brough microfinance institutions in the same boat with the banks. But the transaction cost for a microcredit is higher because we go to areas where banks are not present. And this supplementary costs increases the interest rate. Because Microfinance institutions are part of the bank system, people tend to compare the interest rates, which is not realistic. One more thing is that at CDE we have insured our portofolio, therefore our risk is 0. One means to measure the performance of a microfinance institution is the percentage of people who fail to pay they rate- which in CDE case is 0,01%, that’s because in rural areas people behave differently.  

What type of clients does CDE have. 

Besides individuals, CDE finances enterprises, farms, entrepresis for distribution of agricultural equipment and associations of farmers. Microfinance has another important role in the economy- to upgrade entreprenours from the black market to the grey and white market. 

Maria Doiciu: We are involved in more European networks and we are developing a project called Learning form West to East and from East to West. The people from East are learning from the West how to keep to their social mission, while the West is learning from the East how to deal with sustainability issues. 

4) Presentation Florica Cherecheş, Integra, Oradea

For reference, please see PowerPoint presentation. 

Foundation Integra stands at the limit of social mission driven institution and microfinance institution. Integra started off as a programme dedicated to support disavantaged women. After while, the target group has been diversified. Integra is targeting disadvantaged people and assists them to find employment and develop their own bussiness. Integra methodology combines training, financial services and market access support. 

Integra is preocuppied both to sustainability for its clients and for its institution. Sustainability for clients means access to information, knowledge and financing which translated into mentoring support for clients, creating opportunity for networking and market access. The institutional sustainability is endangered by the permenent changes in the legislation. 

Integra encourages various types of partenerships: NGO- SME (the expertise of NGOs in project writing could be transfered to the SME), community development NGO- microfinance institution,  NGO- local administration, NGO- EU integration office and NGOs- the bank system. 

The advantage of approaching a microfinance institution is that we are flexible and trying to provide the best conditions for reimbursement depending on the specifics of the business. 

There is unfortunate that companies are not stimulated to invest in microfinance- how shall we do that? 

Under the new Romanian legislation, a microfinance institution is defined as a IFN (Non-bank financial institution), but actually the requirements are pushing it into transforming into a bank institution. How is it that something which had functioned so well for 15 years (and there are many proofs for that) now needs to dissaper? 

One solution for adapting the legislation would be to start off a partnership with ANIMMC and the other ministries involved. We should make an inventory for the sector, of the legislative changes which have an impact on the sector- we need to lobby for those legislative improvements which support the development and not the restrain of the sector.   
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