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Introduction: 
 Micro-financing provides basic financial services such as loans, savings, and insurance to 
low-income people. Its benefits include allowing aspiring entrepreneurs in LEDC’s to use money for 
startups, keeping more children in school, empowering businesswomen, increasing access to free 
healthcare, and providing a larger supply of food for the poor. Approximately 500 million people 
could benefit from microfinance since nearly half the world survives on less than $2 a day. Currently, 
985,000 jobs have been sustained through micro-financing efforts.  

 Micro-financing cannot solve the issue of poverty as it is affected by confounding variables 
such as poor infrastructure. In addition, microfinance borrowers get charged interest, and in countries 
such as Mexico and Zambia, their interest rates are unusually high and unregulated. Since micro-fi-
nancing helps create new job opportunities by funding start-ups, it will help LEDC’s find more eco-
nomic stability. Micro-financing can help create more of an economic equity between fully economi-
cally developed countries and LEDC’s. In order to maintain some degree of economic equity between 
countries and further strengthen the communities within the LEDC’s through outlets such as improved 
education, the Economic and Social Council must find new ways to improve micro-financing.  

The Issue: 
 According to a World Bank Development report, at least 80% of humanity lives on less than 
$10. The United Nations declared 2005 the “International Year of Microcredit”, and ever since then, 
the practice has become more popular and the role and importance of microfinance in LEDCs has in-
creased. This is primarily because the institution of microfinance, in practice, increases financial in-
clusion by providing poor people with the financial tools that will enable them to address aspects of 
their lives that trap them in poverty. However, this economic development approach intended to bene-
fit low-income women and men has also attracted an ongoing debate amongst those who do not belie-
ve it is as an effective way of alleviating poverty. Although the UN and other international organiza-
tions agree that fighting poverty is key to solving pressing problems such as world hunger and child 
mortality, progress remains slow, especially in the developing world. Emerging markets such as Sub-
Saharan Africa and Western Asia continue to suffer from disastrously high rates of extreme poverty, as 
do parts of Eastern Europe and Central Asia. 

One reason why LEDCs find themselves unable to break the cycle of poverty is the inability of 
the poor to access basic financial services. The poor cannot open savings accounts, because they do 
not have enough money to meet the minimum balance requirements. The poor also cannot get loans, 
not only because they don’t own anything valuable enough to serve as collateral (a possession that the 
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borrower agrees to give the lender if she cannot repay the loan), but also because major banks do not 
make small loans of a few hundred dollars. 

A “microfinance” institution (MFI) is a kind of bank that offers financial services specifically to 
the poor. By providing the poor with a safe place to store small amounts of money, MFIs help safe-
guard their wealth against unexpected economic shocks, such as natural disasters. By making afforda-
ble microloans available, MFIs allow the poor to start up small businesses that benefit their families 
and communities, such as small shops or farms. 

Microcredit and microfinance’s are not omnipotent cure-alls; they will not eradicate poverty. 
However, it can slowly build to mitigate the long-term effects of living under low economic stan-
dards. Aiding this process means micro financiers standing in the “lending community”; micro finan-
ced loans fall in between the reasonably lower bank rates (which require a credit score to take) and the 
astronomical fees of a moneylender. 

History 

In the 1970’s, Dr. Mohammad Yunus, a professor at Chittagong University, conducted an expe-
riment that would go on to change the world of modern economics. He lent out small sums of money 
to poverty stricken women in the village of Jobra, Bangladesh. The money was on loan, meaning that 
Dr. Yunus set a date to pay back the money; surprisingly, almost all of the borrowers repaid their 
debts, including the interest rates. 

This idea- giving financial services (primarily bank loans) to low-income citizens- is known as 
microfinance. Microfinance represents a bigger concept, though: individuals are capable of rescuing 
themselves from the sticky claws of poverty, so long as they are given a few resources. For example, 
Dr. Yunus went on to found Grameen Bank, which, statistics estimate, helps 5% of their customers 
leave poverty each year.  

Dr Mohammad Yunus’s microfinance venture was successful in Bangladesh, and inadvertently 
some parts of Asia where the most clients in the world are, numerous areas in Africa and South Asia 
still do not have access to microfinance. 

Keywords 

Microfinance: Microfinancing refers to loans, savings, insurance, transfer services, microcredit 
loans and other financial products targeted at low-income clients. They usually are composed of small 
amounts of capital. They are valuable because low-income clients, especially in LEDCs, rarely get 
access to financial services in small amounts, unless they get loans from third-parties at a very high 
cost to themselves e.g. mafia loans. 

LEDCs: LEDCs are less economically developed countries. These are countries that are consi-
dered lacking in terms of its economy, infrastructure and industrial base. The population of a less eco-
nomically developed country often has a relatively low standard of living, due to low incomes and 
abundant poverty. There are 50 LEDCs in the world, out of 193 nations.  

 Microsavings: deposit services that allow people to store small amounts of money for future 
use, often without minimum balance requirements. Savings accounts allow households to save small 



RESEARCH REPORTS

amounts of money to meet unexpected expenses and plan for future investments such as education 
and old age. 
  

Key Organizations Involved 

United Nations Capital Development Fund (UNCDP): An organization that promotes microfi-
nance and investment capital for the worlds 48 least developed countries.Their mission is “To promo-
te and support transformative investment through local governments and domestic banks in LEDCs 
by piloting and scaling up innovative financing mechanisms and policies in the public and private sec-
tors”. They partner with local governments, financing agencies (such as the World Bank), their many 
international partners, other UN organizations, and development partners to develop this mission. 
They are also a big player in terms of microfinance, and their website has a lot of information on their 
approach to microfinancing. 

International monetary Fund (IMF): An organization composed of 189 countries, working to 
foster global monetary cooperation, secure financial stability, facilitate international trade, promote 
high employment and sustainable economic growth, and reduce poverty around the world. The IMF 
works to improve the economies of its member countries. They work directly with the government, 
but to receive their aid countries have to give collateral and submit to policy reform, which has caused 
criticism in the past. Another point of criticism is their voting system, which is based on contributions. 
This means that the US, for example, owns a fifth of the votes due to its large contribution. The IMF 
also serves as a balancing power, meaning that they attempt to prevent domino effects when a country 
has a recession, and proactively give out emergency loans, such as loans to Ghana or, infamously, 
Greece. 

International Finance Corporation (IFC): As a part of the World Bank, the IFC is an internatio-
nal financial institution that offers investment, advisory and asset management services to encourage 
private sector development in developing countries. Its goals are to increase sustainable agriculture 
opportunities, improve health and education, increase access to financing for microfinance and busi-
ness clients, advance infrastructure, help small businesses grow revenues, and invest in climate health. 
They are the branch of the World Bank most focused on the private sector, and work in more than 100 
countries. In 2015 alone, the IFC distributed more than 53 billion USD in microloans. It is recom-
mended to look further into their website, since they have a lot of information and resources on how 
they carry out microfinance projects. 

BRAC: Baton Rouge Area Chamber, works with business leaders and parish partners to grow 
jobs and wealth and to improve the business climate and competitiveness of the region. It is a deve-
lopment organization dedicated to alleviating poverty by empowering the poor. 

Challenges microfinancing in LEDCs 

Poor people in most LEDCs find it difficult to repay loans and so fall into abject poverty when 
they incur more debts. This is possibly because microfinance institutions offer high interest rates; an 
interest rate of 30-35% amongst most LEDCs compared to 25% in most LEDCs in South Asia. 

Microfinance institutions and NGO’s who provide financial services to the poor also encounter 
difficulties which lead to more inefficiencies than benefits. This is common in LEDCs since microfi-
nance banks often have weak portfolio management and lack of human resources required to monitor 
borrowers. The issue of undercapitalisation is also common since non-performing loans and high 
overheads lead to a fall in capital assets and liquidity. This makes the microfinance practices in 
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LEDCs counter-intuitive and gives credibility to opponents of microfinance who assert that microfi-
nance is a neoliberal concept that encourages consumption smoothing rather than encourage savings 
and other forms of financial planning. 

In addition, gender gaps are prevalent in gaining access to loans. Unlike Dr Yunus’ innovative 
creation which sought to harness the entrepreneurial spirit by empowering poor women through mi-
crofinance, microcredit programs in some LEDCs have been unsuccessful in reaching women in rural 
areas because of the social and cultural framework of rural, orthodox societies. Although the income 
generated from the informal sector can sustain low-income households who work in this sector, it ra-
rely ever contributes to increasing an economy’s productive potential or to its structural transforma-
tion. 

Linking Microfinance to Poverty Eradication 

There is a fundamental linkage between microfinance and poverty eradication in that the latter 
depends on the poor gaining access to, and control over, economically productive resources, which 
includes financial resources. For the resource-poor, survival often depends on subsistence agriculture 
and/or small income-generating activities at the home or in the local marketplace. In many instances, 
microenterprises rather than formal employment creates an informal economy that comprise as much 
as 70% of the national economy. Yet the lack of saving and access to finances creates a state of perpe-
tual scarcity, a poverty cycle that restricts people's potential to improve their livelihoods. As already 
noted, the lack of financial services is not the only limiting factor in income generation: other perva-
sive social, economic, and political barriers also play a key role. Within this complex system, howe-
ver, there is a clear need for better microfinance services for LEDCs poor, which can play a key role 
in poverty eradication.  

Benefits of microfinance in LEDCs 

Since most LEDCs have a significantly larger primary sector compared to other sectors of the 
economy, the provision of microfinance services, like microcredit, develops this sector of the eco-
nomy, causing an increase in the overall GDP. This is common within agricultural and fishing indus-
tries where community building and cooperation is integral for development. For example, in a study 
conducted in Bangladesh by The Agriculture, Forestry and Fisheries Research Information Techno-
logy Center, relationships among groups that participated in microfinance became stronger and their 
social capital increased compared to groups that did not. 

Since the microfinance revolution, there has also been a significant increase in micro-enterpri-
ses such as basket-weaving and fruit-selling which has helped transform the lives of those on or below 
the poverty line. Furthermore, the provision of financial services to the poor including credit for small 
and micro-enterprises, savings facilities, insurance, pensions, and payment and transfer facilities is 
clearly desirable and contributes to the achievement of the Millennium Development Goals.  
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Key Events 

Previous Attempts to Solve the Issue  
 In the past, international institutions like the Inter-American Development Bank have stressed 
the importance of diverting capital to small and medium enterprises which are capable of generating 
employment and paying taxes. To some extent, diverting capital to SMEs could help address the un-
dercapitalisation issues, however it might not necessarily be productive if those who own the SMEs 
lack financial education required to enjoy the benefits of microfinance. 

 The last twenty years have seen significant advances in understanding and providing financial 
services to better advance development and eradicate poverty. This includes providing the financial 
means to save, access credit, and start small businesses, with the potential to enhance community de-
velopment, as well as local and national policy making. When properly harnessed and supported, mi-
crofinance can scale-up beyond the micro-level as a sustainable part of the process of economic em-
powerment by which the poor can lift themselves from poverty. 

Event/Date Explanation

1997 
Microcredit Summit in Washington DC, where 
several bilateral and multitareal donors were 
created(2900 delegates from 137 countries) 

On 1997, more than 2,900 people from 137 
countries gathered at the Microcredit Summit to 
launch a campaign to reach 100 million of the 
world's poorest families, especially the women 
of those families, with credit for self-
employment and other financial and business 
services 

1997 
UN resolution GA/52/194

It was made as an outcome of the Microcredit 
Summit, in Washington DC, for helping poor 
families through microfinance.

1998 
UN resolution GA/53/223

The report contains surveys, current experiences 
and highlights the strengths and weaknesses of 
the microcredit approach, including the 
administrative difficulties and limited linkages 
with other services for the poor.

2003 
UN resolution A/58/221

Implementation of the first United Nations 
Decade for the Eradication of Poverty.

2004 
UN resolution A/58/488

Programme of Action for the International Year 
of Microcredit.

2005 
The UN declared 2005 as the International Year 
of Microcredit

The year of Microcredit 2005 calls for building 
inclusive financial sectors and strengthening the 
powerful, but often untapped, entrepreneurial 
spirit existing in communities around the world.

2009 
UN resolution A/RES/63/229

Role of microcredit and microfinance in the 
eradication of poverty.
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 In the past, UN member states have generally been in support of microfinance programs. Ho-
wever, the controversies surrounding microcredit have shaken the international community’s confi-
dence, and although MFIs still have widespread support, the tone of the debate has undeniably darke-
ned in recent years. 
 Microfinance in Bangladesh   
 Since the idea of lending or giving very small sums of money to poor people was introduced 
to the world by the pioneering Grameen Bank in Bangladesh, the approach has been taken up by 
many non-governmental organizations, donor agencies and the United Nations as an essential part of 
their poverty-reduction efforts. Microfinance has provided countless people with access to financial 
services. But over-indebtedness of micro-finance clients in Andhra Pradesh has recently led to nume-
rous suicides and a political crisis in India's fifth-largest state. And controversy has swirled in Bangla-
desh. 
 Microfinance in Tanzania 
 In May 2000, the Government of Tanzania approved a national microfinance policy. The Go-
vernment recognized that microfinance systems are and will increasingly become integral parts of the 
country’s financial system, with the potential of better financially serving the people, the majority of 
who reside in rural areas. The policy formulation process began in 1996 with a comprehensive review 
of the micro-finance market. The review was followed by a joint Government-donor review mission, 
along with participatory input from MFIs and other stakeholders. The policy identifies three catego-
ries of implementation strategies: regulation and supervision, development and maintenance of stan-
dards, and capacity building. Although it is too early to access the impact of this policy, it does reflect 
the recognition of microfinance as a formidable economic sector among national policy makers. 

Possible Solutions 

●  Make microfinancial teaching programs for people in LEDCs.  
● Try to reduce microfinance operation costs, requesting the UN to ask microfinancial institu-

tions to decrease interest rates in LEDCs. 
● Adopt regulatory rules to protect the consumers of the LEDCs, as they do not have financial 

knowledge, against predatory and abusive lending practices. 
● Support the expansion of microfinance promoting development problems in LEDCs to create 

small and medium-sized enterprises. 
● Create a UN committee to achieve universal acces to banks, insurance and financial service. 
● Establish training in business administration for the recipients of microfinance to ensure the 

long term viability of each enterprise. 
● To ask all local LEDCs governments to make institutions or banks in villages where members 

can use more actively and have access to their money very easily. 
● Greater the access of microfinance in Less Economically Developed Countries  
● Microfinance is a means to poverty eradication, and not an end in itself. Efforts for operatio-

nal sustainability must target not only the less poor capable of repaying loans, but include the 
otherwise marginalized poor. 

● Savings services not only provide a valuable financial assistance to low-income clients, but 
they also strengthen institutional self-sufficiency, membership commitment to microfinance 
initiatives, and build a sense of discipline, self-esteem, and wellbeing. 

● Preliminary and ongoing research is an important investment for microfinance initiatives 
● Lean, simple infrastructures utilizing basic design of microfinance products facilitates admi-

nistrative procedures and increases operational efficiency. Simple and clear savings and loans 
criteria. 
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