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1.  Introduction  and key research questions  

Policy makers, stakeholders, investors and practitioners in the European m i-

crofinance sector need robust market data  to develop the sector and improv e 

framework and funding conditions for microcredit provision throughout the 

EU. In particular, the preparation of t he next generation of centrally managed 

EU instruments  in the field of microcredit (post -EaSI) calls for com parable 

market information on the potential demand of business microcredit and the 

funding needs of the non -bank MFIs that provid e these products.  

Market information and funding needs are not yet covered by the joined su r-

vey activity of t he European Microf inance Network (EMN) and the Microfinance 

Centre (MFC) . Therefore, in 2017, these networks  commissioned evers & jung 

to produce this  initial study on  a)  the options for a n approach to produce such 

market information  at EU level on a regular basis and b) a first calculation of 

the estimated market potential and funding needs by 2020.  The report ad-

dress es the following key research questions:  

¶ How to assess the total market size and potential for business micro-

credit in Europe?  

¶ How to assess the role of non-financial service provision for business 

microcredit clients? 

¶ How to link the funding needs of the European non-bank microfinance 

sector to the assessed market situation for business microcredit? 

¶ How to project the development of the market situation and the relat-

ed funding needs to 2020 and beyond? 

 

1)  Assessment of market size and potential 

Existing research on the potential demand for business microcredit in Europe 

regularly falls short in terms of transparency and robustness. This is due to an 

imprecise demarcation of target groups and a limited availability of reliable 

and comparable data on the different target populations, especially regarding 

their use and access to financial services. In addition, the heterogeneous 

landscape of financial service provision throughout EU member states limits 

the significance of the results of purely top-down approaches trying to capture 

the market situations in various EU member states. This study offers a cri-

tique of the most relevant existing approaches toward market size assessment 

at EU and national level and proposes a new, synthesized approach for ongo-

ing market monitoring at EU level. It also provides a pilot calculation using the 

proposed approach.    

2)  Role of non-financial services 

The importance of non-financial services to deliver microcredit to enterprising 

individuals and, to some extent, existing microenterprises is well established. 

Yet, it is still unclear how big the demand/need is for BDS in microcredit pro-

vision. In addition, no model is yet available to calculate the average cost of 

BDS provision to microcredit clients. Similarly, it is also unclear how much of 

these costs can be covered by fees and MFI resources. A better understanding 

of these issues will help to assess how BDS costs transfer into the external 

funding needs of microcredit providers that are not currently addressed by 

financing institutions active in the microcredit sector. 
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3)  Estimation of the sectorôs funding needs 

Available estimations of the funding needs of non-bank MFIs in the EU have 

mostly been based on unstructured ad-hoc surveys with limited relevance and 

robustness. The distribution of funding needs over different funding types and 

instruments as well as their specific linkage to the market for microcredit pro-

vision have yet to be explored in detail. This study looks at possible ways to 

link the estimation of non-bank MFI funding needs across different funding 

types to create a detailed assessment of potential market demand for busi-

ness microcredit. It also develops an approach to estimate the level of exter-

nal funding needed to cover the costs of providing non-financial services to 

microcredit clients. 

4)  Projection towards 2020 

Robust projections of the future development of potential demand for busi-

ness microcredit and the associated funding needs are challenging because 

the demarcation of annual numbers and volumes is difficult and changes in 

the client base are often not foreseeable in the long term. As a proxy solution, 

this study provides a very simple way to extrapolate the results of the pilot 

calculation for 2016 towards 2020.    
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2.  The European MF sector ï definitions and 

demarcations  

2.1.  Definiti ons  

The current EU definition of microcredit (or micro-credit and, often used 

synonymously, microloans) focuses on the 25k EUR cut-off limit for the pro-

vided loan volume and only includes loans to start-ups, self-employed persons 

and businesses. It was first introduced in 2001 as a maximum limit in the 

SME Guarantee Facility in the ñMultiannual Programme for Enterprises and 

Entrepreneurshipò (MAP 2001-2005).1 The definition was further developed in 

a DG Enterprise Working Group report in 20032 and in following EU documents 

leading up to the communication on the European initiative in 2007.3 

Following international definitions (e.g. from CGAP), the wider term micro-

finance was used to include the provision of other basic financial services 

(such as personal loans, insurance, leasing etc.) for financially excluded peo-

ple, although no specific EU support schemes or policies were developed to 

foster the provision of these products. 

For the ongoing funding period, the definition of microcredit used by the 

Commission and EIF for the EaSi programmes still focuses on the amount and 

objective of the loans provided: ñMicro-credit is defined by the European 

Commission as a loan or lease under EUR 25,000 to support the development 

of self-employment and micro-enterprises. It has a double impact (sometimes 

also referred to as óthe two sides of the microfinance coinô): an economic im-

pact as it allows the creation of income generating activities and a social im-

pact as it contributes to financial inclusion and therefore to the social inclusion 

of individuals.ò (EIF 2015). 

Both European microfinance networks, EMN and MFC, are advocating for a 

revision of this core definition, as after more than ten years, it does reflect the 

realities in the sector and the capital market.4 The networks therefore propose 

to define microfinance as all those activities oriented to provide access to 

financial services to people that are excluded from the traditional financial 

markets, and respecting the following characteristics: 

¶ Target clients: socially or financially excluded people (generally with-

out collateral nor credit history or previous/tracked experience) lacking 

access to mainstream sources of finance (e.g. current and potential 

micro-entrepreneurs and the self-employed); 
 

¶ Objective of the operation: social and financial inclusion (not for 

profit maximization, nor for profit distribution);  
 

¶ A tailor-made delivery system that: 

o analyses the repayment/financial capacity of a business or indi-

vidual and ensures the prevention of over-indebtedness as well 

as the adequacy of offered products and terms;  

o offers access to well-tailored measures accompanying finance 

that may involve training, mentoring, coaching, business sup-

 

1 COM (2001)  
2 COM (2003)  
3 COM (2007)  
4 EMN/MFC (2016 a) 
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port and other accompanying measures (Business Develop-

ment Services -BDS); 
 

¶ Products:  

o microcredit: business microloan for the creation or expansion of 

income-generating and job-creating activities or micro-

enterprises, i.e. the financing of investment and/or working 

capital,   

o other: personal inclusion microloans, micro-insurance, micro-

saving facilities, etc. (for business or personal purpose) target-

ed at protecting/building personal/household/enterprise assets; 
 

¶ A small amount of the individual transaction with ï as a rule - a max-

imum equal to the EU per capita GDP. 
 

This  study  focuses on the assessment of  the market size and potential de-

mand  for business microcredit and  non - financial services  in Europe and 

the estimation of the funding needs that arise for organisations that provide 

these products and services i.e. non -bank MFIs . Throughout the study , the 

following  general definitions  of these products  and services  apply:  

¶ Microcredit:  loan of a small amount (normally smaller than the EU per 

capita GDP), proposed for the creation or expansion of income -

generating  and job -creating activities or micro -enterprises, i.e. the f i-

nancing of investment and/or working capital, offered to socially or f i-

nancially excluded people (generally without collateral or credit hist o-

ry) lacking access to mainstream sources of finance,  with a social and 

not - for -profit objective, on terms adapted to the analysed repayment 

capacity (to prevent over - indebtedness), and coupled with access to 

high quality non - financial  services . 

¶ Since a concise definition of non - financial services in European micr o-

finance is not yet established, this paper uses a general demarcation of 

the term as a continuum, which includes a variety of services that are 

targeted at microfinance clients. EMN lists the following sub -groups of 

services as relevant for t he European microfinance sector 5: general i n-

formation and orientation, client development services, entrepreneu r-

ship development services, and actual (existing) business development 

services. Under this broad demarcation approach , non - financial se r-

vices ar e defined as ñservices that improve the performance of the en-

terprise, its access to markets and its ability to compete. This includes 

a wide array of business services , both strategic and operational , 

aimed at individual enterprises.ò6 An important part o f the research is 

the further fine - tuning of the different categories of non - financial se r-

vices offered by European MFIs  to create  a more concise definition.  

2.2.  Market s tructure  

This study follows the understanding of a twofold market structure in Eu-

ropean microfinance that was established in the ex-ante assessment of the 

financial instruments for microfinance in the EaSI programme:7 

 

5 EMN (201 1)  
6 Ibid ., p. 7.  
7 COM (2012)  
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1)  The primary market is the market of microcredit provision. In this 

marketplace, the demand of potential clients/beneficiaries for ac-

cessible finance to back their entrepreneurial activity meets the supply 

of financial and non-financial products and services offered by micro-

credit providers (MCPs) or microfinance institutions (MFIs).  

 

2)  Since European MFIs are not normally allowed to take deposits from 

their clients, they rely on external funding to back their supply of 

products and services. The interaction of MFI demand for funding with 

the supply of funding instruments by public and private funding in-

stitutions forms the secondary marketplace, the market of micro-

finance funding.  

Figure 1: Overview of the twofold market structure of European microfinance  

 

 

For a comprehensive market analysis that can serve as a rational for EU level 

policy interventions, the demand and supply relationships between the three 

actors in this market structure ï clients/beneficiaries, providers and funding 

institutions - need to be taken into consideration. This study only focuses on 

the demand side of both the microloan and the funding market. Since it only 

considers business microcredit, the market for microloans is understood as a 

market on which the provision non-financial services is an integral part of the 

provision of financial microcredit products. 

2.2.1.  Market segments and ta rget groups  of microcredit 
provision  

Potential demand for business microcredit products and associated non-

financial services is constituted by two main factors: (1) the number of po-

tential clients and the number of potential loan applications and (2) the 

volume of the external finance needed. 
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Existing research shows that microcredit markets in European countries are 

very heterogeneous in terms of size and segmentation. Most differences in the 

sizes of target populations and their financial needs are connected to the de-

velopment of the general economy and the financial service sector. Nonethe-

less, a rough general segmentation of the typical market segments that are 

addressed by European MFIs has been established over the past years.  

In their Working Paper Series, the EIFôs Research & Market Analysis unit dif-

ferentiates two main microfinance target groups: potentially new business 

founders and established microenterprises.8 This follows the understand-

ing established by EMN9 and others that in European microfinance, two main 

types of lending activities can be observed:  

1)  (Social) inclusion lending - the provision of microcredit products to 

enterprising or self-employed individuals that are excluded from 

banking services, due to their socioeconomic status of being socially 

excluded or (long term) unemployed and/or belonging to financially 

excluded population groups like ethnic minorities or young people. The 

average loan sizes are relatively low and meant to support basic in-

come creating activities. 
 

2)  Microenterprise lending - the provision of microcredit products to 

existing microenterprises. Organisations that implement the lending 

model of microenterprise lending tend to focus on the upper end mar-

ket of microfinance, providing loans to bankable or nearly bankable 

microenterprises that have difficulties accessing loans up to 25,000 

EUR from commercial banks due to risk aversion or lacking liabilities. 

The average volume of the provided loans is markedly higher than in 

the model of (social) inclusion lending, meant to support the start or 

stabilization of microenterprises. The maximum loan sizes go up to 

25,000 EUR (or even higher in some cases). This lending type also in-

cludes lending to small, agricultural businesses, a practice that 

represents the main part of microfinance activities in developing coun-

tries and is also an important part of microcredit provision in Europe, 

especially in underdeveloped parts of Eastern European countries.  
 

The role of non-financial services to microcredit clients depends on the type of 

lending activities and the main target groups of the lending institution. Many 

MFIs engaged in (social) inclusion lending offer non-financial services as an 

integral part of their client support package while MFIs that are mainly in-

volved in microenterprise lending see it as an optional add-on service to their 

financial products.  

2.2.2.  Market segments in the market for microfinance 

funding  

Microcredit providers in Europe are mainly non-bank MFIs that are not allowed 

to take deposits to finance their lending operations. Therefore, the supply of 

microcredit products in the market for microcredit provision is linked to the 

availability of external funding for microcredit providers.  

 

8 See for example the chapter on microcredit in the regularly published ñEuropean Small 

Business Finance Outlook ,ò e.g. Kraemer -Eis et al (2016).  
9 EMN (2012)  
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Funding requirements to build up and sustain microcredit portfolios tend to 

increase over time due to an actual or projected increase in the demand for 

microcredits and/or the upscaling (higher average loan volumes) and widen-

ing the MFI client base. Since non-bank MFIs in Europe serve relatively risky 

client groups, they also look for risk-sharing instruments, mostly in the form 

of public guarantees. Based on their lifecycle stage, MFIs also use external 

funds for institutional development. Most MFIs start out as NGOs with a social 

vision. Donor grants and ñsoft loansò are the main sources of funding in the 

formative stages of the organisation. As the MFI matures, private debt capital 

becomes available but the debt structures have restrictive covenants and/or 

guarantees. In the last stage of MFI evolution, traditional equity financing be-

comes available, because mature MFIs can qualify as a profitable invest-

ment.10 There is also a demand for external funding to finance MFIsô non-

financial services to microcredit clients, but this part of the funding market is 

not yet well developed in Europe. 

In Europe, funding is supplied both by public and private actors. Especially in 

Western Europe, public funding is still important for many providers. The main 

public funding institutions are the EIF and EIB at EU level, ministries and EFSI 

managing authorities or EFSI financial intermediaries at national and regional 

level. Private funders act mainly in the framework of their corporate social 

responsibility (CSR) activities or in cooperation with public funders. The pic-

ture in Central and Eastern Europe is different due to the maturity of the sec-

tor and the prevalence of more commercial models of microcredit provision. 

Here, international donor organisations and investment funds are more active 

than public funders. In South-East Europe, the public-private EFSE (European 

Fund for Southeast Europe) is very active. 

Table 1 aligns the funding needs of MFIs with the financing actors. 

 

Table 1: Funding available to European non-bank MFIs 

Funding Needs Sources of funding Types of funding offers 

Start-up costs/ 

institutional devel-

opment 

Private: Donors Donations 

Public: National/regional govern-

ments, 

Grants, subsidies for TA 

Long term invest-

ment / patient 

capital 

Private: Social investors, Commercial 

banks 

Equity and quasi-equity 

investments 

 

Private/Public: International Micro-

finance Investment Vehicles  

 

Equity and quasi-equity 

investments  

Public: Revolving funds at Europe-

an/National/ Regional level, set up by 

public actors 

Equity and quasi-equity 

investments, interest free 

loans 

 

10  Bogan (2008)  



The European MF sector ï definitions and demarcations  

 11 

Refinancing loan 

capital 

Private: Commercial banks, Private 

Investment Funds  

Senior loans 

Private/Public: International Micro-

finance Investment Vehicles  

Senior loans, junior debt 

instruments 

Public: Revolving funds at Europe-

an/National/Regional level, set up by 

public actors 

Senior loans,  

Operational costs 

of lending opera-

tions 

Private/Public: International Micro-

finance Investment Vehicles 

Guarantees 

Public: European/National/Regional 

Guarantee schemes 

Guarantees 

Operational costs 

of non-financial 

services provided 

Public: National/regional Structural 

funds programmes 

Grants, Subsidies  

 

2.3.  Microcredit Providers  as financial 
intermediaries  

In the microfinance sector, MFIs act as financial intermediaries that connect 

microcredit provision and microfinance funding. In their role as financial in-

termediaries, these organisations transform capital resources into financial 

products that can be ñconsumedò by final beneficiaries, i.e. enterprising per-

sons, start-ups and microenterprises. They also offer additional services to 

support their clients. The level of their institutional capacity as financial inter-

mediary determines if they act as efficient transmission belts or as bottle-

necks in connecting the available funding to satisfy the demand of final recipi-

ents. Multiple studies and surveys of the past years11 argue that European 

MFIs, especially smaller organisations from Western Europe, are characterized 

by low capacity levels in the following key areas: 
 

¶ Lack of institutional capacity in building and maintaining 

adequate funding models to grow microfinance operations. 

Additionally, there is a clear need for sustained funding to cover 

start-up and operating costs and funding for on-lending to high risk 

target groups. 
 

¶ Underdeveloped systems for performance measurement and 

analysis. A culture of transparency and reporting is often missing 

in non-bank MFIs, especially in Western Europe. In Eastern Europe, 

capacity levels in this regard are higher, but are too often limited to 

fulfilling reporting requirements of funding/donor organisations.  
 

¶ Average capacity levels regarding human resource man-

agement. Although recruiting experienced senior management 

staff does not seem to be a problem, finding trained middle man-

agement and experienced loan officers is difficult for most organi-

 

11  E.g. Jung et al (2009), Kraemer -Eis/Conforti (2009), EMN (2012).  
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sations/programmes. Training courses need to be tailor-made for 

these employees to be of use for non-bank MFIs. 
 

¶ Lack of capacity by non-bank MFIs for networking and co-

operation. More coordination efforts between the actors in the na-

tional microcredit sectors are needed to allow peer exchange, joint 

marketing activities and lobbying for more favourable legal and pol-

icy frameworks.  

Taken together, these issues contribute to a lack of ñinvestment readinessò 

that limits the use of more advanced funding instruments for microfinance. In 

particular, underdeveloped performance measurement can be perceived as a 

serious barrier to more extensive funding opportunities in the market. Quali-

tative research reveals that many MFIs are trapped in a vicious circle: no 

funding without proper performance measurement and no proper performance 

measurement without funding.  

To improve the institutional capacity of European MFIs, the European Com-

mission has developed the European Code of Good Conduct of Micro-

credit Provision. The Code is primarily addressed to non-bank microcredit 

providers and has been intensively piloted since its conception in 2009. Under 

EaSI, signing-up to/endorsing the Code has become a pre-condition for ac-

cessing assistance from EaSI Technical Assistance and EaSI Financial Instru-

ments. The Code has five indexed sections comprising several clauses: 

1.  Customer and Investor Relations: This section covers the obliga-

tions of microcredit providers towards customers and investors, and 

rights of customers and investors; 

2.  Governance: This section covers standards for both management and 

the board of microcredit providers; 

3.  Risk management: This section details common approaches and pro-

cedures for managing risk; 

4.  Reporting Standards: This section details which indicators, including 

those on social aspects, microcredit providers must collect, report and 

disclose; and, 

5.  Management Information Systems: This section details common 

standards for management information systems. 

It is expected that the ongoing implementation of the Code will enhance the 

institutional capacities of European non-bank MFIs and act as the future quali-

ty benchmark for the provision of microcredit in Europe. It not yet clear how 

much impact this will have on the overall performance of the sector since the 

capacity of MFIs to absorb funding streams and provide a growing number of 

microcredits can also be limited by the regulatory frameworks under which 

they operate. The implications of these national frameworks have been ex-

plored in multiple publications in recent years.12 The most relevant implica-

tions are: 

¶ Restrictive banking laws that prohibit non-bank MFIs to provide micro-

credit products directly to their clients; 
 

¶ Microfinance laws with reporting and risk management requirements 

that are too demanding for non-bank MFIs; 
 

12  COM (2007a), TrustLaw (2011)  
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¶ Usury laws that limit the interest rate flexibility of MFIs serving very 

cost-intensive client groups; and, 
 

¶ The lack of access of non-bank MFIs to debt registers. 

 

Currently, the legal frameworks for microcredit provision differ substantially 

between European countries, ranging from dedicated legal acts for micro-

finance provision to specific provisions on microlending in acts regulating the 

banking or NGO sector. Since this is a matter of national policy, the role of the 

European Commission is limited to initiatives aimed at capturing lessons 

learned in some countries and extrapolating them to support the development 

of microcredit provision in other countries. 
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3.  Assessing market  potential of micro credit  in 

Europe  

3.1.  Existing a pproaches for d emand 
assessments  

3.1.1.  Top - down approaches  at EU - level   

Top-down approaches for demand assessment in European microfinance rely 

on publicly available statistical data at the national level and assumptions 

about the size and shares of the target groups for microcredit (see chapter 

2.2.1) to produce an approximation of the potential demand at the EU level. 

For this study, two existing top-down approaches were analysed in more de-

tail. The first method was initiated by the European Investment Funds in the 

framework of JEREMIE13 evaluations and further developed by evers & jung as 

part of the ex-ante assessment of the financial instruments for microcredit 

provision under the EaSI programme; the second method was developed by 

ICF GHK in the framework of the evaluation of the JASMINE TA pilot. 

Top down approach by EIF and evers & jung  

As part of the preparation of the EaSI programme, evers & jung was commis-

sioned by the European commission (DG Employment) to produce an ex-ante 

assessment of the planned financial instruments for microfinance in the ñMi-

crofinance and Social Business axis.ò This study included a market analysis of 

the European MF sector to identify market imperfections and failures, as well 

as to assess investment needs in the area of microfinance. The results of the 

analysis were used to develop and validate financial engineering options for 

the new microfinance facility under EaSI. The analysis explored the demand 

and supply side for microcredit provision and funding for microfinance in five 

country clusters, including EU member States and EFTA countries. 

To assess the demand for microcredit products, evers & jung looked at exist-

ing approaches and identified the existing top-down estimation by the 

European Investment Fund as the most promising starting point. This es-

timation is based on Eurostat data of the working population in the EU at risk 

of poverty.14 The number of potential entrepreneurs in this population is cal-

culated by multiplying the working population at risk of poverty with the share 

of people that told the EU-wide Eurobarometer survey15 that they are willing 

to start an enterprise. Based on the number of potential entrepreneurs at the 

risk of poverty, the potential client group of microcredit provision is estimated 

by calculating the number of people that actually start a business. Following a 

study by ILO,16 this group amounts to at most 4% of all potential entrepre-

neurs. The total demand volume can then be calculated by multiplying the 

number of potential microcredit clients with the average loan volume of mi-

crocredit in Europe. In 2007, this calculation estimated the demand for micro-

 

13  Joint European Resources for Micro to Medium Enterprises.  
14  Group in relative income poverty, i.e. individuals living in households where equalised  income 

is below the threshold of 60% of the national equalised  median income (see definition of E u-
rost at).  

15  Based and using the results of Eurobarometer Nr.354, COM (2012b).  
16  ILO (2002 )  
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loans in the European Union (EU27) at around 700,000 loans a year with a 

total volume of EUR 6.2 bn.17  

In the ex-ante assessment, evers & jung argued that this estimation model is 

adaptable at the European and country levels due to the broad availability of 

the base data used in the model (working population at risk of poverty, results 

of Eurobarometer Flash survey). The disadvantage of this approach is that the 

data used only allows an estimation of the potential demand for microloans in 

one, although, important market segment of microfinance (start-ups by peo-

ple at the risk of poverty). It does not include the potential demand in other 

market segments and target groups (especially existing micro businesses and 

self-employed) and therefore underestimates the total potential demand for 

microcredit products. 

Evers & jung updated the estimation from 2007 to generate a proxy for the 

demand in 2012. The calculation produced a potential annual demand of 

1,214,000 microloans worth EUR 8.66 bn. Table 2 shows the steps in the 

calculation: 

Table 2: Calculation steps in general top down approach by evers & jung 

Population EU28 (2012): 506,820,764 

Ą 66.9% working population (aged 16-64): 339,063,091 

Ą 24.2% at risk of poverty:18 82,053,268 

Ą 37% potential entrepreneurs:19 30,359,709 

Ą 4% target group: 1,214,388 potential loans 

* Average loan size:20 7,129 EUR/loan 

Ą Potential loan volume: 8,657,374,669 EUR 

 

This calculation does not account for the differences between the individual EU 

countries regarding the size of the population at risk of poverty, the share of 

potential entrepreneurs and the average microloan size. Evers & jung there-

fore provided a more detailed assessment based on actual national data 

regarding the size of the population at the risk of poverty, the shares of en-

trepreneurial persons and the average volume of microloans provided be-

tween 2010 and 2011. The results for each country were then aggregated in 

country clusters, and finally at EU level (including Norway, Iceland & Switzer-

land), which is shown in Table 3. 

 

 

 

 

 

 

17  European Commission (2007 b)  
18  The share of population at risk of poverty has increased compared to the estimation in 2007 

due to the impact of the financial and economic crisis in the EU.  
19  Potential entrepreneurs are the group of people of productive age (16 -64) facing the risk of 

poverty; it is assumed that on average only 37% of this group would be willing to set up m i-
cro -enterprises (see COM ( 2012 b), i.e. the share of potential entrepreneurs has decreased 
compared to the number used in the previous estimation.  

20  EMN (2012)  
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Table 3: Estimated demand and supply for microloans in the EU 

Country cluster Potential demand for micro-

credit (2012)21  

Central and Eastern Europe  1.2 bn EUR 

Western Europe 2.1 bn EUR 

UK and Ireland 379.6 m EUR 

Southern Europe 1.2 bn EUR 

Scandinavia 231.5 m EUR 

Total EU 28 5.1 bn EUR 

 

Based on this calculation, the total annual demand in the EU28 countries 

was 5.1bn EUR in 2012. As additional controls, evers & jung compared indi-

vidual country results with available market studies at the national level e.g. 

France or Germany. This indicated that this top-down calculation underesti-

mated the potential demand identified in these national studies, although not 

by a wide margin. 

Top down approach by ICF GHK 

The ICF-GHK report, ñEvaluation of the JASMINE Technical Assistance 

Pilot Phase,ò for the European Commission analysed the performance and 

impact of JASMINE initiative on the European microcredit sector from 2008 to 

2013.22 The JASMINE Technical Assistance Facility is a pilot initiative that pro-

vides two types of services: technical assistance to selected microcredit pro-

viders and business development tools and services for the entire European 

microcredit sector. 

ICF-GHK criticizes the restricted target group perspective of the top down ap-

proach by evers & jung. They argue that a robust demand assessment should 

also include other potential entrepreneurs as well as established self-

employed and micro enterprises that are excluded from traditional banking 

services. Therefore, they developed a methodology to calculate demand for 

microcredit that provides a more comprehensive view of all microcredit target 

groups. This framework is based on data from a literature review as well as 

Eurostat and ECB surveys on SME finance (SAFE). The methodology splits 

four target group populations into sub-groups, which depict the share of 

the relevant targeted groups.  

¶ The first target group population depicts the employed. 7% of this 

group represent the unemployed seeking to become self-employed, 

while 34% of this sub-group are described as unbankable. 
 

¶ The second target group population are start-up entrepreneurs 

seeking finance. 4% of this group are taking steps to start a busi-

ness. 20% seek external finance under EUR 25,000. An unknown ratio 

of this sub-group is already funded by friends and family. 4% of the 

 

21  The estimation of the demand for microloans per country cluster is the sum of the deman d per 

country using the formula  described for the EU on Page 14ff , which is based on European 
Parliament (2010 ).  

22  COM ( 2013)  
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groupôs funding needs are partially met through commercial sources, 

while 41% of this target group are unsuccessful in obtaining loans. 
 

¶ The third target group population represents self-employed individ-

uals. 15% of this group is seeking external finance under EUR 25,000. 

17% are funded by family and friends, while an unknown share is par-

tially able to meet demand through commercial sources, and 40% are 

unsuccessful in obtaining commercial loans. 
 

¶ The last target group population are established micro enterprises, 

which targets the business population that employs less than 10 em-

ployees. 9% of these businesses are seeking external finance under 

EUR 25,000. 6% are already funded by family and friends, while 18% 

are partially able to meet demand through commercial sources, and 

16% are unsuccessful in obtaining external finance. 

The relevant market size for each country is then calculated by multiplying the 

expected number of borrowers with the average loan size from the EMN Over-

view Survey 2011-2012. The EU-wide estimation is then formed by the ag-

gregation of the results. 

Table 4 depicts the key aspects of the two approaches used by evers & jung 

and ICF-GHK. 

 

Table 4: Overview of methodologies used by evers & jung (2013) and ICF GHK (2014). 

 Evers & Jung ICF GHK 

Reference 

Year 

2010-2012 2012 

Target 

groups/ 

Market 

segments 

covered  

Socially excluded persons 

starting a business 

Potential start-ups (unem-

ployed and total) without ac-

cess to finance 

Existing microenterprises and 

solo entrepreneurs without ac-

cess to finance 

Variables 

included 

Country specific variables: 

¶ Active population (15-

64) at risk of pov-

erty/social exclusion 

¶ Proportion of people 

that are interested in 

becoming self-

employed, based on 

national results in Eu-

robarometer 2012 

¶ Average microcredit 

volume in EMN/MFC 

Overview Survey  

Non-country specific vari-

ables: 

¶ Proportion of people 

interested in becoming 

self-employed that ac-

Country specific variables: 

¶ Total active population 

(15-64) 

¶ Number of unemployed 

persons 

¶ Number of self-

employed individuals  

¶ Population of micro 

businesses (<10 em-

ployees)  

¶ Average microcredit vol-

ume in EMN/MFC Over-

view Survey  

Non-country specific varia-

bles: 

¶ Proportion of unem-

ployed that wishes to 

become self-employed 
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tually set up a busi-

ness and need a mi-

crocredit based on ILO 

study (3%) 

(7%) 

¶ Proportion of these that 

are unbankable (34%) 

¶ Proportion of population 

that takes steps to start 

a business (4%) 

¶ Proportion of start-ups, 

solo entrepreneurs and 

microbusinesses, that  

a.  seek external finance 

<25k EUR 

(20%/17%/18%) 

b.  are funded by friends 

and family 

(45%/17%/6%) 

c.  are able to meet their 

financing needs partially 

by commercial sources 

(4%/12%/18%) 

d.  are unsuccessful in ob-

taining bank loans 

(40%/16%) 

Calculation 

of demand 

Number of socially excluded 

individuals that are interested 

in becoming self-employed, 

actually set up a business 

and need a microcredit multi-

plied with the average vol-

ume of provided microcredit 

Potential start-ups: 

a) Number of unemployed that 

wishes to become self-

employed and are unbankable 

multiplied with average volume 

of provided microcredit 

b) Total number of individuals 

that take steps to start a busi-

ness and seek external finance 

<25k EUR multiplied with aver-

age volume of provided micro-

credit 

Existing business and the 

self-employed 

a) Number of established self-

employed that seek external 

finance <25k EUR multiplied 

with average volume of provid-

ed microcredit 

b) Number of established micro 

enterprises that seek external 

finance <25k EUR multiplied 

with average volume of provid-

ed microcredit 

 

Estimated 

demand 

- EU-wide (including Norway, 

Iceland & Switzerland): 

667,000 loans amounting to 

a total loan volume of 5,1 bn 

- EU-wide: roughly 5,1 million 

loans approximating to 41,6 bn 

EUR. 



Assessing market potential of microcredit in Europe  

 19 

EUR  

 

Both approaches have merits in providing a structured methodology for using 

public available statistical data to assess the potential demand for business 

microcredit in the EU. The approach of evers & jung considers only the de-

mand from one target group (potential start-ups out of social exclusion) while 

ICF GHKôs approach also includes for existing businesses. ICF-GHKôs approach 

uses more variables to derive the estimation of potential demand, although 

most of these are non-country specific and therefore might distort the overall 

result. Neither approach elaborates on how to identify the annual number of 

potential loan applications from their results and how to assess the future 

development of the estimated demand. Comparing the results of the calcula-

tions from 2012 that were based on these two approaches, it seems safe to 

say that the approach of evers & jung tends to underestimate the total poten-

tial demand for business microcredit in the EU, while ICK-GHKôs approach 

tend to overestimate it. 

In this study, we propose to use the best parts of both top-down approaches 

(using public statistical data sources, including multiple target groups, using 

country specific variables) and combine it with a bottom-up perspective that 

allows for a more detailed breakdown of the market structures in the different 

EU countries. This should allow for a more robust estimation of the potential 

demand and market size in the EU and extrapolation of future developments. 

3.1.2.  Bottom - up approaches  at national level  

Contrary to top-down approaches that rely on aggregated statistical data and 

multi-country survey results to calculate proxy values for the number of po-

tential microcredit clients at EU level, bottom-up approaches focus on 

building up general market information from country-specific analysis. The 

main data sources for such calculations are surveys at the national level, 

estimations from practitioners and market information from MFIs.     

An example of a bottom-up approach is an exercise from 2010, in which rep-

resentatives from a sample of European MFIs estimated the potential micro-

credit demand in their countries over three years. In total, a potential of 

2,935,000 microcredit clients were identified in these countries (see Table 5). 

The highest demand was expected from unemployed people wishing to start a 

business (20%), followed by people who are long-term unemployed or living 

on social welfare (12%) or people who are excluded both from the market and 

welfare support (4%) and other disadvantaged groups such as single parents, 

the young, and migrants (4%).23  

 

Table 5: Practitioner-based evaluation of microloan demand in 10 EU member states  

Selective Member States Average evaluation of po-

tential demand (numbers of 

users, 2007-2010) 

Poland 675,000 

Bulgaria 110,000 

 

23  European Parliament (2010 )  
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Latvia 30,000 

Spain 500,000 

Romania 230,000 

Italy 475,000 

France 375,000 

United Kingdom 325,000 

Germany 210,000 

Netherlands, the 5,000 

Total 2,935,000 

 

Due to missing documentation regarding the methodology used for producing 

this estimation,24 these results cannot be extrapolated for all EU member 

states. For a bottom-up approach that produces a robust approximation of the 

potential demand for microcredit in the EU, we would need a transparent 

overview of the methodologies used for gathering the microdata of each EU 

country in order to assess the size and development path of the core market 

segments/target groups for microcredit.  

In the search for a suitable bottom-up approach in a transparent and compa-

rable manner, this study looked at different market analysis exercises that 

were conducted over the past years in European countries. The examples of 

Romania, the Netherlands and Poland were identified as the most helpful for 

deriving the key aspects of such an approach.  

The most recent report related to the microcredit market failure in Romania 

was drafted by Eurom Consultancy and Studies SRL for European Investment 

Bank. The summary report presentation was made public at the Ministry of 

European Funds meeting with Romanian Financial Institutions in July 2016. 

In the report, Eurom uses the EU 28 variables established by ICF-GHK (see 

previous chapter) to estimate the potential annual demand for microcredit in 

Romania. Adjustments were made for two variables: percentage of unem-

ployed seeking to become self-employed, from 7% (in EU28) to 2% (for the 

purpose of this analysis in Romania) and percentage of start-up entrepreneurs 

seeking finance from the active population, from 4% to 2%. These adjust-

ments were made based on the assumption of lower entrepreneurship skills 

among the unemployed and the active population and of lacking incentives for 

start-ups in Romania. 

The calculation results in an annual demand for microcredit around 180.000 

loans representing a total market value of 1.5 bn EUR. The report extrapo-

lates this results toward 2021 (see Figure 2).  

 

 

 

 

 

24  The difference between the countries, e.g. the Netherlands and Poland suggest that very 

different approaches were chosen . 
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Figure 2: Projection of microcredit demand in Romania 

 

 

Euromôs report does not present country specific research data for Romania 

and is therefore more like a top down assessment than a bottom-up analysis. 

The indicators from the ICF-GHK assessment are not country specific and like-

ly result in an overestimation of the actual demand potential for business mi-

crocredit in Romania. Nevertheless, this report makes a case for a combina-

tion of standardized top-down assessments including all target groups of 

business microcredit and a more detailed bottom-up analysis using country 

specific data and indicators on these target groups. 

In 2008, SEON Foundation presented a report on the demand for business 

microcredit in the Netherlands.25 This report was produced shortly after the 

creation of a high level ñNational Advisory Council on Microfinanceò in 2007. 

The Council advised the Dutch government to develop a comprehensive mi-

crocredit programme to include coaching, mentoring and a guarantee scheme. 

This programme ultimately became Qredits, an organisation that is now deliv-

ering a range of microcredit and small SME loan products throughout the 

Netherlands. 

To estimate the total demand for business microcredit in the Netherlands, the 

report looks at the main target group of business microcredit (low-income 

people who aspire to set up a business and are excluded by banks) and calcu-

lates the potential demand using average loan volumes. Following this ap-

proach, the report identifies 7,3% of the Dutch population as low-income, and 

therefore, 7,3% of annual startups as target group for microcredit products. 

Based on this figure, the total potential demand for microloans is 43.508 per-

sons, with an average loan size of 17.000 EUR, which corresponds to a total 

value of about 740m EUR. 

 

25  SEON Foundation (2008)  
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In an additional step, the report differentiates between non-bankable demand 

(below 15.000 EUR) and bankable demand (over 15.000 EUR, but under 

25.000 EUR). The total potential non-bankable demand is 26.105 persons, 

with an average loan size of 8.000 EUR, which corresponds to 209m EUR. The 

total potential bankable demand is calculated at 17.403 persons with an aver-

age loan size of 22.000 EUR, which corresponds to 383m EUR. 

The report also argues that much of the estimated demand will not result in 

successful loan applications, if the potential entrepreneurs are not provided 

with coaching and mentoring services. Only a well-designed process for the 

assistance of micro entrepreneurs in the Netherlands will result in a rise in 

applications for microcredit, improved preparation of the prospective entre-

preneurs and less rejections from the MFIs. 

The report by SEON uses a mixture of a top-down methodology and bottom-

up analysis to provide a useful picture of the actual market realities for busi-

ness microcredit in the Netherlands. This example shows the importance of 

looking at the various segments of the market in a given country, which in-

cludes potential clients that cannot or will not use products offered by MFIs. 

The so-called ñfrontiers of accessò methodology could be a suitable bot-

tom-up research framework to build up such market information on national 

market structures. David Porteus established the method in 200526 as an 

analysis tool to understand how markets work over time, and in particular, 

how they work to increase access by poor people.  

The access frontier approach segments the market for a particular product 

into five groups: those who use it currently, those who could have it but donôt 

want it, those who are within reach of the market and in the foreseeable fu-

ture, and those outside the reach of the market because of their low income. 

The approach focuses on how to increase the proportion of the eligible popu-

lation who can access a product. This requires understanding the reasons for 

non-usage and defining effective access carefully. In particular, the approach 

seeks to identify potential users in the ñsupra-market zoneò who are not able 

to use the product because of insufficient income and are therefore beyond 

the reach of direct market solutions in the medium term. 

Based on the segmentation of current users and non-users, three market poli-

cy zones are identified: (1) the market enablement zone - between the cur-

rent usage level and current access frontier; (2) the market development 

zone - between the current and future access frontier; and (3) redistribution 

zone of people in the supra-market group. This distinction enables policies for 

state intervention to promote or accelerate usage and match it with the state 

of market development, and in particular, not to crowd it out. Private provid-

ers should also adjust their long-term strategies based on the market devel-

opment trajectory. 

In Poland, the ñfrontiers of accessò methodology was applied in 2006 by MFC 

to assess the national demand and supply for microcredit in the framework of 

the JEREMIE initiative.27 The analysis of the demand study was based on six 

focus groups and two nationally representative surveys (1.020 low-income 

households and an additional sample of 203 microentrepreneurs from low-

 

26  Porteus (2005)  
27  MFC (2006)  
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income households).28 In the surveys, the need for finance and the eligibility 

for microcredit were analyzed. The results showed that there were not many 

potential or current microentrepreneurs that considered external financing 

from a formal source in the next 3 years as an option. However, when the 

research team showed participants the concept of microcredit, the interest in 

enterprise financing was three times higher than previously declared plans 

(see Figure 3). 

 

Figure 3: Results survey on external finance use of polish entrepreneurs 

 
 

The study stated that in 2006 the Polish microcredit market accounted for 

29% of low-income households, totaling 1,98 million low-income microenter-

prises. 17% of the market was existing microenterprises and 83% was poten-

tial start-ups (low-income households aspiring for self-employment). The rest 

of the low-income population were households that were either not eligible for 

microcredit or they objectively do not need microcredit. The total value of the 

market, estimated on the basis of the average loan size of current micro en-

trepreneurs using credit (18.250 zloty), was 36.08 bn zloty. 

Since only 3% of the identified target group used microcredit in 2006, the 

study made recommendations to develop the different market sectors 

(ñzonesò) that were identified via the access frontier methodology: the so-

called market enablement zone (within access to frontier limit) and the mar-

ket development zone (within growing access to frontier limits, especially if 

enabling policies for inclusive entrepreneurship are in place). 

The example of the study by MFC shows that the frontier of access methodol-

ogy can be applied for a bottom-up analysis that produces detailed insights 

into the national market structure for microcredit. It also shows that extensive 

fieldwork is required, e.g. surveys in populations of microcredit target groups. 

In the following proposal for an integrated approach to assess demand for 

business microcredit in the EU, this approach is reflected in the proposed tools 

for analysis at the national level. 

 

28  Low - income household in Poland has been defined as the one living below a median 
equalised  income (per capita) ï 850 zloty (1 euro = 3.9 PLN), close to the social min i-

mum poverty rate.  
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3.2.  Proposal for  an integrated  approach  

Based on the review of available methodological frameworks for top-down and 

bottom-up assessments of market potential for business microcredit in Eu-

rope, a proposal for an integrated approach was developed. It strives for 

a combination of a) standardized top-down assessments of the total 

market potential in general microcredit client groups throughout Europe and a 

toolbox for b) bottom-up analysis at the national level to quantify the 

specific market segments that are accessible for MFIs operating in each legal 

and economic framework for self-employment, entrepreneurship and micro-

lending in the various EU countries. 

During the writing of this study, the proposed approach was discussed with 

EMN and MFC as well as with representatives of national microfinance net-

works and MFIs from different EU countries (see Table 16 in the annex).  

As part of this research, the top-down part of the proposed approach (quanti-

fication of main target groups and total market potential) was piloted with the 

most recent available statistical data for EU-28 countries. The results of this 

pilot calculation can be found in the next chapter. We propose to update this 

data regularly (see also chapter 4.3.) and to use it as a starting point for the 

bottom-up part of the exercise, which needs to be organized at national level 

in the coming years. 

3.2.1.  Top - down assessments  

3.2.1.1.  Main target groups for business microcredit  

For the standardized top-down assessments of the total client potential in core 

microcredit markets throughout Europe, a general distinction between two 

main client groups for business microcredit is chosen, which is also used 

by EIF Research & Market Analysis in their Guidelines for SME Access to Fi-

nance Market Assessments (GAFMA):29  

a)  Client group 1: (Potentially) new business founders 

b)  Client group 2: Existing microenterprises 

Within these two broad groups of potential clients for business microcredit, 

more specific target groups can be delimited (see also Figure 4): 

Client group 1: 

a)  Potential new business founders out of social exclusion  

b)  New business founders in the process of setting up a business  
 

Client group 2: 

a)  Existing solo entrepreneurs older than one year 

b)  Existing microenterprises with 1 to 9 employees, older than one 

year 

c)  Existing individual farms without a legal form in Eastern European 

countries and existing informal businesses 

 

 

29  Kramer -Eis/Lang (2014).  
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Please note that this typology is based on existing insights on market differ-

entiations in European microfinance and an initial qualitative survey on the 

market perspectives of 15 MFIs from 8 European countries, conducted at the 

annual conferences of MFC and EMN this year (see Table 16 in the annex). 

 

 

 

 

 

Figure 4: Overview of main client groups and specific target groups for business microcredit 

 
 

The size of these target groups can be approximated using publicly available 

data from Eurostat, national data and the results of the Global Entrepreneur-

ship Monitor (GEM), which surveys the level of entrepreneurial activity in a 

number of countries including most EU member states.30 Table 6 provides an 

overview of the target groups and data samples. 

 

Table 6: Data used for calculating total size of target groups 

Target group Data used for total size of target 

group 

Potential new business founders 

out of social exclusion 

Most recent Eurostat data on working 

age population at risk of poverty (Eu-

rostat) 

 

30  For countries that are not covered by GEM,  we propose to use average GEM results for 

the relevant country group within the European cluster (Efficiency -driven and Innov a-
tion -driven).  
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Most recent GEM data on share of 

population with entrepreneurial in-

tention 

New business founders Most recent Eurostat data on working 

age Population (Eurostat) 

Most recent GEM data on share of 

nascent entrepreneurs 

Existing Solo entrepreneurs Most recent Eurostat data on popula-

tion of enterprises active (zero em-

ployees, older than 1 year) 

Existing Microenterprises  Most recent Eurostat data on popula-

tion of enterprises active (1-9 em-

ployees, older than 1 year)  

Existing individual farms and in-

formal businesses 

Individual farms: Most recent Euro-

stat data on number of very small 

farms above subsistence level31  

Informal businesses: Most recent 

European Social Survey data on 

number of informally self-employed 

persons32  

 

Since the approximation of potential new business founders and actual new 

business founders are based on survey results that ask for ñintention to set up 

a business in the coming three yearsò (entrepreneurial intention) or ñbeing in 

the process of starting a businessò (nascent entrepreneurs), we propose to 

produce annual numbers by taking the GEM based calculated numbers as 

three-year sums.33  

3.2.1.2.  Total market potential within target groups  

The share of individuals and/or enterprises in these target groups that see 

access to finance as their main problem and/or have no access to bank loans 

or other formal forms of external funding34 represent the market potential 

for business microcredit products (see Figure 5).   

 

 

 

31  Family farms  (held by natural person) with standard output below 2.000 EUR, whose 

household consumes less than 50% of the final production .  
32  Based on calculations done by Hazans (2011). Employers with more than five employees, 

as well as the se lf -employed without workers who work as professionals  are considered 
formally self -employed .  Other self -employed persons (i.e. all non -professional self -
employed operating alone, as well as employers with 5 or fewer workers) are consi d-
ered  informally self -employed .  

33  By dividing the calculated number by three, the annual number is approximated.  
34  For a more robust approximat ion, the share of individuals/enterprises within the target 

groups that have financial needs under a certain volume threshold (e.g. 25k EUR) 
should be taken into account as well. Unfortunately, no comparable survey data on the 
financial needs of new busine ss founders and existing microenterprises is available for 
EU-28 countries. Instead, this issue is addressed in the step for calculating total ma r-
ket value at national level.  
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Figure 5: Overview of target groups and total market potential 

 

To approximate the market potential for each target group, different top-down 

assessment methodologies are proposed and were chosen based on the fol-

lowing basic principles: 

¶ Simplicity; 

¶ Updatability; 

¶ Comparability; and, 

¶ Working with publicly available data. 

For the target groups in Client group 1, we propose to use data from the na-

tional results of the GEM Report on Entrepreneurial Finance, published in 

2015. In this report, the GEM consortium covers issues regarding the use of 

finance by early stage entrepreneurs in GEM countries. To approximate the 

number of potential new business founders out of social exclusion that 

could be looking for a business microcredit, we propose to use the survey re-

sults of non-excluded early stage entrepreneurs using bank finance as a 

proxy. Since access to bank finance is very limited for the group of aspiring 

entrepreneurs out of exclusion, we expect that this figure indicates the mini-

mum market potential for business microcredit for this target group. For the 

target group of new business founders, we propose to use the GEM survey 

results of early stage entrepreneurs using friends as a source of business as 

proxy for the market potential of business microcredit.  

For existing microenterprises, we propose to use data from the ECB SAFE 

(survey on the access to finance of enterprises), using the share of businesses 

that see access to finance as their most pressing problem. Since this data 

covers businesses with at least one employee, a proxy is needed for existing 
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solo entrepreneurs. Based on available (although mostly anecdotal) evi-

dence regarding the financial needs of solo entrepreneurs,35 we propose to 

double the share indicated by the ECB SAFE survey for microenterprises. Solo 

entrepreneurs not only face less supply of accessible financial products com-

pared to microenterprises and SMEs, they also regularly encounter more se-

vere fluctuations in income liquidity crises. 

Also, a proxy for the annual frequency of financial requests for these two tar-

get groups needs to be established. We argue that every business (solo en-

trepreneurs and microenterprises) that sees access to finance as its most 

pressing problem is looking for some kind of external finance over the next 

three years. 

For individual farms and informal businesses, no comparable survey re-

sults can be used. Therefore, we propose a proxy based on the experience of 

MFI practitioners with these target groups. Regarding individual farms, we 

expect that at least 60% are looking for external finance on an annual basis. 

Of these, 80% are financially excluded, i.e. have no access to formal bank 

finance. For informal businesses, we expect that 10% of all informal business-

es actively look for external finance each year. Of these, 80% can be consid-

ered financially excluded. Table 7 summarizes the methods for target group 

construction. 

Table 7: Methodology to approximate business microcredit market potential for client groups  

Target group Approximation methodology  

Potential new business founders 

out of social exclusion 

National results in GEM Report on 

Entrepreneurial Finance (Share of 

TEA using banks as source of fund-

ing) 

New business founders National results in GEM Report on 

Entrepreneurial Finance (Share of 

TEA using friends as source of fund-

ing) 

Existing solo entrepreneurs Proxy based on results of ECB/SAFE 

for existing microenterprises (see 

below)36  

Existing microenterprises  Most recent ECB/SAFE data on micro-

enterprises voicing access to finance 

as their most pressing problem 

Existing individual farms and in-

formal businesses 

Proxies based on experiences of MFI 

practitioners with this target groups 

 

 

35  E.g. from a regional crisis intervention hotline for solo entrepreneurs, run by  evers & jung 

in Hamburg.  

36  We propose to multiply the share of potential clients by the factor two compared to m i-
croenterprises.  
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3.2.2.  Bottom - Up Analysis  

3.2.2.1.  Accessible m arket segments for MFIs  

The dimensions of the market segments that are accessible to non-bank 

MFIs are determined by different structural factors at the national level (e.g. 

legal framework for non-bank lending, support structures for inclusive entre-

preneurship, development of banking sector and alternative finance, etc.) and 

market penetration issues. Therefore, this has to be assessed bottom-up and 

separately for each country. In practice, this step should be implemented by 

practitioners (MFIs) or their respective national networks and/or associations 

since these actors have the best insights into the scope of their market out-

reach.  

These MFI market assessments should be based on the numbers produced by 

the top-down assessment regarding the potential market size of the main tar-

get groups in a given country (see Error! Reference source not found. in 

he annex for first pilot results). Accessible market segments consist of the 

number of individuals/businesses in the different potential markets 

that can be reached by MFIs in a given time period (e.g. the next three 

years). They might be segregated into sub-groups within the main target 

groups (e.g. young new business founders, female solo entrepreneurs or in-

formal businesses run by migrants). See Figure 6 for a visual representation. 

Figure 6: Overview of market potential in target groups and total market accessible by MFIs 

 
 

For the country specific assessments, no standardized methodology can be 

formulated at this point, as the most feasible approach depends highly on the 

framework conditions in each country (e.g. access to existing market infor-

mation of MFIs, availability of survey budgets, additional statistics and survey 

data at national level, etc.). As mentioned previously, the assessments need 

to take into account relevant legal and regulative framework conditions at 

national level. 
 

Therefore, we advocate the development of a methodological toolbox for 

these analytical activities, out of which MFIs and national networks and asso-

ciations can build their country specific approach. Based on our desk research, 
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we suggest following the general logic of the frontiers of access methodol-

ogy (see chapter 3.1.2) to assess national market segments, based on the 

results of the top-down calculation of total potential market size.  

Practically, this method breaks down the total potential market into ñmarket 

outreach zonesò of business microcredit that develop over time depend-

ing on changes in market and framework conditions. The information needed 

at the national level can be broken down into the following areas: 

 

1)  Total potential market for the different target groups;  

2)  Current usage of business microcredit in the different target 

groups (in %, and the recent trend); 

3)  Current product features and framework conditions related to 

access to business microcredit products; likely product and 

framework condition development in the next 3-5 years; and, 

4)  A profile of current non-users of business microcredit, including 

reasons for non-usage, sufficient to distinguish: 

a)  Those who choose not to use a product even though 

they are able to; 

b)  Those who would use the product but are denied access 

by certain product features and framework conditions 

(awareness, product availability, documentation re-

quirements, cost of products, etc.); and,  

c)  Those who would use the product but are denied access 

primarily because of their income. 
 

Information on (1) is available via the results of the proposed top-down 

calculation of total market potential over different key target groups. 

From the national viewpoint, it is important to elaborate which target groups 

are in the focus of national providers of business microcredit and which are 

not. As part of this, sub-groups may be identified (and quantified!). For infor-

mation on (2) the most recent EMN/MFC Overview survey data can be 

used. For (3) insights from national MFIs and national networks can be 

used. Information on (4) requires access to accurate survey data of non-

users. In the absence of such data, estimates could be made based on sector 

discussions and projections, taking into account historical usage trends. 

Table 8 provides a first overview of the analytical steps to be taken at the na-

tional level for such activities.  

Table 8: Toolbox for bottom-up analysis 

Analytical step Information required Analytical tools  Provided by 

Assessing total mar-

ket size in focus of 

national microcredit 

sector 

Total potential market size 

in target groups for busi-

ness microcredit 

Updated top-down 

calculation  

EMN/MFC  

Specific target groups in 

focus of national micro-

credit providers 

Interviews with 

providers 

National net-

works/MFIs 

Assessing share of 

current users in na-

tional target group 

markets 

Current usage of business 

microcredit in target groups 

(n/%) 

EMN/MFC Over-

view survey results 

EMN/MFC 

Trend in usage of business 

microcredit in target groups  

Interviews with 

practitioners 

National net-

works/MFIs 
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Assessing national 

market and frame-

work conditions for 

using business mi-

crocredit 

Current product features 

and framework conditions 

related to using business 

microcredit products in the 

national sector/market 

Interviews with 

providers and 

stakeholders 

National net-

works/MFIs 

Development of product 

features and framework 

conditions 

Interviews with 

providers and 

stakeholders 

National net-

works/MFIs 

Assessing market 

segments of non-

users (current and 

in the future) 

Profile of current non-users 

of business microcredit 

Surveys, panel 

discussions of pro-

viders and stake-

holders  

National net-

works/MFIs 

3.2.2.2.  Total market value  of market segments   

The benefits of calculating the total market value, based on the identified 

market segments (i.e. the total volume of the expected demand for 

business microcredit), was discussed controversially by practitioners and 

experts during the study exercise. Many MFIs see such an assessment of po-

tential total loan volumes at the national or European level as counterproduc-

tive since these numbers are not connected to their experiences ñin the fieldò 

and tend to overestimate the actual size of the lending market that can be 

realized in a short to mid-term perspective. Others emphasize the importance 

of presenting a quantification of the total value of the addressed lending mar-

ket for policy advocacy and interaction with possible funders. 

To find common ground, we propose addressing the issue of total market val-

ue at the national level and identify the market segments that are accessi-

ble for MFIs in a country after the results of the top-down market size calcu-

lation are broken down via bottom-up analysis. Based on the size of the iden-

tified market segments, the total value, in terms of potential annual loan vol-

ume, can be extrapolated.  

In the past, the total volume of microloan demand in Europe was calculated 

using the average loan volumes in the EMN/MFC Overview survey. This 

does not take into account that the average funding needs of potential clients 

in different target groups might be higher (or lower) than the actual micro-

loans provided in the past. Also, the different types of credit that are de-

manded by different target groups for business microcredit are not taken into 

account. Therefore, we propose the following approach to calculate the annual 

market value of the market segments identified at national level (Table 9). 
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Table 9: Approaches to calculate total volume of loan demanded 

 

 

 

37  The farms and you ng fa rmers are assisted financially by EU S tr uctural Funds programmes 

and are applying for  bridge loans from MFIs ï SMEs/Micro credit Banks or credit coo p-
eratives . 

Target group Type of credit         

demanded 

Frequency of 

financing re-

quest 

Assessment of average 

financial needs 

Potential new 

business found-

ers out of social 

exclusion 

Startup Loans  Once (in the 

year of found-

ing) 

Per country calculation 

based on GEM Report on 

Entrepreneurial Finance 

(average amount of funding 

needed by TEA) 

New business 

founders 

Startup Loans Once (in the 

year of found-

ing) 

Per country calculation 

based on GEM Report on 

Entrepreneurial Finance 

(average amount of funding 

needed by TEA) 

Existing solo en-

trepreneurs 

Liquidity Loans Every 3 years Set amount (Proposal: 20k 

EUR) 

Existing micro-

enterprises  

Liquidity and 

Investment 

Loans 

Every 3 years Set amount based on 

ECB/SAFE data on average 

size of last bank loan re-

quest (Proposal: 50k EUR) 

Existing individ-

ual farms and 

informal busi-

nesses 

Bridge Loans37 

(farms) and 

Liquidity Loans 

(informal busi-

nesses) 

Every year Set amount (Proposal: 10k 

EUR) 
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4.  Assessing non - financial service  provision  for 

business microcredit clients  

4.1.  The role of non - financial services in the 
European microcredit market  

In the European microcredit market, especially in Western Europe, the inter-

play between the demand and supply of business microcredit products is 

heavily influenced by (potential) clientsô use of non-financial support. 

Since (potential) microcredit clients generally lack both resources and/or the 

skills/knowledge to access formal bank credit, they often need additional sup-

port to make productive use of the financial products offered by MFIs and 

other alternative financial service providers and ultimately repay the loans. 

Therefore, non-financial services have a value for both the microcredit client 

and the microcredit provider. They are also an important part of the social 

mission of MFIs that aim to empower their clients in a more holistic way. 

Regarding the demand and supply of such services throughout Europe, 

one has to keep in mind that the observable supply is only partially market 

driven. The available services are in most cases not fully monetised offers 

but rather ñsecondaryò offers that MFIs provide at zero or very limited costs to 

the client. Such offers are only possible due to intensive cross-financing or 

subsidies to cover the full costs of service provision, which are not linked to 

the level of active demand for these services in the market.38 Therefore, we 

propose to look only at the actual supply of these services in the European 

microcredit sector and the funding needs that arise from the cost structure 

to provide this supply of non-financial services. 

As a starting point, a robust typology for these kind of services should be 

established. On this basis, a transparent empirical assessment of the scope of 

available supply in the sector can be organised. The results of the last 

EMN/MFC Overview survey (see chapter 5.1.2.) fall short in this regard. As an 

improvement, we propose a basic typology of service categories that focuses 

on the status and group of the clients that are addressed by the different ser-

vices. This typology can be used in future surveys and analytical endeavors.  

4.2.  A typology  o f non - financial services  in 
European microfinance  

Non-financial support services for microcredit clients are offered in many ways 

for a number of purposes. As mentioned in chapter 2, this paper only looks at 

services that target clients for business microcredit products, excluding non-

financial services for clients of personal microcredit products. 

Based on work done by EMN,39 three broad categories of business-oriented 

services can be distinguished in European microfinance:  

¶ Client development services; 

¶ Entrepreneurship development services; and, 

¶ Business development services  

 

38  This is especially true if the provision of non - financial services is mandatory for assessing 

public funding instruments, as in the EaSI programme.  
39  EMN (2011)  
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These categories differentiate between services that address potential micro-

credit clients before they apply for a business microcredit (client develop-

ment services), services that address business microcredit clients from the 

client group of new business founders (entrepreneurship development 

services) and services that address existing businesses (business devel-

opment services). More specifically: 

¶ Client development services are support services that address peo-

ple with no or low levels of financial management skills. They aim to 

prevent harmful situations (e.g. over-indebtedness) and are deployed 

before a microcredit product is used, since the target group does 

not yet have the necessary skills to manage a loan product. 
 

¶ Entrepreneurship development services include services that focus 

on developing the business skills and know-how of individuals. They 

help raise awareness on entrepreneurship as a conscious career choice 

and provide basic business skills training. They are normally deployed 

in combination with microcredit products. 
 

¶ Business development services target already existing micro and 

small businesses to improve their operations, with services ranging 

from business advice to technical skills training and linking entrepre-

neurs to markets. They also are deployed in combination with a mi-

crocredit products.  
 

Non-financial services of all three categories can be realized as the following:  

¶ Direct personal support  formats , both one -on -one (coaching, co n-

sulting) or in groups (workshops, seminars) ; or,  

¶ I ndirect online support formats  (e.g. e - learning, etc).  

Non - financial services do not necessarily need to be  provided by the same 

organization that is providing the microcredit product , but can also be be o f-

fered in co -operation  with an external non - financial service provider .  

4.3.  Available dat a on the supply  of non -
financial services by European MFIs  

There is no detailed data available on the supply of specific non-financial ser-

vices to (potential) business microcredit clients. Nevertheless, studies on the 

usage of general business support schemes show that these services are un-

derutilized by micro enterprises, which are even less inclined to seek general 

support services than small enterprises. This may be because sole entrepre-

neurs in particular find it difficult to identify or express their actual needs for 

external support. A second reason could be that these entrepreneurs simply 

are not aware of the existence and availability of general support services in 

their region or at national level.  

In 2002, a survey by DG Enterprise40 found that 76% of European micro-, 

small and sole proprietor businesses lacked information on the availability of 

support services. Since then, the situation has clearly improved due to more 

information that is available online. Nevertheless, there is still a ñlack of visi-

bilityò for support services on the supply side, which results in a mismatch 

between how enterprises want to be informed and how providers actually 

 

40  COM (2002)  
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promote and organize the services they offer. The study from 2002 also pre-

sented evidence that the manner in which external support services are pro-

vided does not necessarily match the needs of micro enterprises.  

Microenterprises tend to prefer a personalized approach and want to access 

information through direct contact (mailing, telephone) or personal visits by 

service providers. Moreover, the majority of surveyed small and sole proprie-

tor businesses (70%) asked for support services that are specifically tailored 

to their respective enterprise size. However, the majority of support services 

donôt have target group orientation in terms of size class, sector, or phase of 

enterprise development. Nearly all support services offered by MFIs address 

SMEs in general without differentiating between sub-groups. For MFIs, this 

means that most existing microenterprises with access to microcredit have 

not yet used dedicated support services or even know about their existence. 

As a result, European MFIs have to develop the provision of support services 

to their (potential) clients by themselves. The EMN/MFC Overview Survey 

on the Microfinance Sector regularly asks participants which kind of non-

financial services they offer and how many clients use the non-financial ser-

vices on an annual basis. The results of the last survey showed that in 2014 

and 2015, 58% of the participating MFIs offered some kind of non-financial 

service. Additionally, the survey asks MFIs that offer non-financial services to 

specify their offer based on a multiple choice list that unfortunately mixes ser-

vice categories and formats that are not clearly demarcated. The catego-

ries/formats of non-financial services that are mentioned most often include 

business development services (32%), financial education (31%), and men-

toring (30%). MFIs mostly internalise the provision of non-financial products 

and services (88%) and mainly deliver them ñin personò to their clients (56%) 

or combine personal and online methods (40%). 

Regarding the total number of clients served, the surveyed MFIs reported, 

that in 2015 around 206.000 clients received some sort of non-financial ser-

vice. Compared to the number of active borrowers reported by these MFIs for 

the same year (228.000), the results show that around 90% of all microcredit 

clients (including private microcredit) received some form of non-financial 

support. 

To better monitor the supply of non-financial services by European MFIs in the 

future, the EMN/MFC Overview Survey should revise its data collection on this 

issue, taking into account the typology proposed here. This is already under-

way for the next iteration of the survey in 2018. 

4.4.  Costs of non - financial service provision  

The provision of non-financial services is cost intensive. In particular, one-on-

one support requires a high amount of personal resources and is difficult to 

standardize for improved cost efficiency. Another challenge is that the provi-

sion of high quality non-financial services has different organizational de-

mands compared to microcredit provision with regard to management, quality 

control, human resources and training. Even if non-financial services are pro-

vided by the same organization, the unit in charge of the microcredit products 

will usually operate independently from the unit providing the non-financial 

services. This produces additional costs for the organization. The consensus is 

that the costs of providing financial products and services should be separated 

from the costs of non-financial service provision. 

Since non-financial services are not normally offered at market prices to cli-

ents, many MFIs do not have a detailed overview of the individual cost of 
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providing a specific service. The average costs of providing non-financial ser-

vices to (potential) microcredit clients depend on many factors, such as the 

specific service formats the MFI is providing to its target groups as well as the 

intensity of the offered support; others factors are linked to (national) frame-

work conditions, such as labor cost levels or the availability of volunteers. The 

average cost per client is also dependent on the number of clients that are 

served by the individual MFI, as standardization and deployment of more cost 

efficient formats such as group support schemes or online-based services can 

only be used effectively by MFIs with a larger client base.  

This heterogeneity shows is illustrated in an internal pilot survey of six MFIs 

by EMN in preparation for an upcoming EU pilot programme for non-financial 

services for migrants. It calculated annual costs per client that range between 

150 and 2.000 EUR. The survey also shows that MFIs from Eastern Europe 

provide their clients fewer non-financial services at a lower annual cost level 

than their Western European peers.  

Based on the experiences of the European networks in exchanging best prac-

tice in non-financial service provision by European MFIs, it can be argued that 

the average intensity of non-financial service provision differs by the target 

groups of business microcredit. Potential new business founders out of 

social exclusion and informal businesses demand the highest intensity of 

non-financial services, which encompass the categories of client development 

services and entrepreneurship development services. This target group is also 

more relevant for MFIs from Western Europe than for Eastern Europe, which 

results in the highest average cost per (potential) client. New business 

founders and solo entrepreneurs also need intensive non-financial services 

(entrepreneurship development services and business development services) 

but these are usually at a lower average cost since this target group is also a 

key target group of Eastern European MFIs, which can offer these services 

through a lower cost structure than Western European MFIs.  

Existing microbusinesses and individual farms are the target groups with 

the lowest need of intensive non-financial service provision (both mainly busi-

ness development services). Since business development services for existing 

microenterprises need to be of higher quality than in the other target groups, 

the average cost is estimated to be on the level of services for new business 

founders and solo entrepreneurs. In the case of individual farms, the business 

development services are mainly provided by Eastern European MFIs, which 

results in lower estimated average cost.   

Table 10 shows the estimated average costs in EU-28 countries to provide 

non-financial services to (potential) clients across the different target groups 

of business microcredit. These estimates can be used to assess the total fund-

ing needs of European MFIs in offering non-financial services to their (poten-

tial) client base (see chapter 6.2). 
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Table 10: Cost estimation model for non-financial service provision 

Target group Estimated average 

cost per client (EUR) 

Potential new business founders out of social 

exclusion 

800 

Informal businesses 800 

New business founders  400 

Solo entrepreneurs  400 

Microenterprises (1-9 employees) 400 

Individual farms  200 
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5.  Assessing the funding needs  of European non -

bank  MFIs  

5.1.  Existing assessments of funding needs  for 
microcredit provision  

The ex-ante assessment for the microfinance instruments under EaSI ana-

lysed the funding needs of European MFIs following through three steps:  

¶ Analysis of general funding needs of MFIs in Europe;  

¶ Estimation of funding needs based on current use of funding; and,  

¶ Outlook on future developments in funding demands of MFIs. 

The general funding needs were analysed based on a desk research includ-

ing the main literature sources on MFI funding. The results of this desk re-

search were used as the basis for the further steps in the analysis, e.g. to 

develop proxies for the actual funding needs of microcredit providers in Eu-

rope based on their current use of funding. Finally, the findings were comple-

mented by a qualitative survey of future funding demand among MFIs in Eu-

rope that was based on a series of interviews with MFIs. The interviews in-

cluded MFIs that have already benefited from EPMF, MFIs that are interested 

in applying for it in the future and MFIs that have applied in the past but did 

not receive EPMF funds. The results show that MFIs in Europe use several 

types of funding to finance their operations and growth. The most common 

include: debt finance, guarantees, equity and grants (see chapter 2.2.2).  

The analysis also finds that no standard methodology is available to calculate 

how the assessed demand for microcredit products in a country translates into 

actual funding needs for MFIs, especially concerning funding for organisa-

tional growth and institutional capacity building. The interviews show that 

even MFIs themselves have no clear picture of how their external funding 

needs regarding operational costs and institutional development is connected 

to the estimated client demand. The situation is more clear for the refinanc-

ing of loan capital. Most non-bank MFIs in Europe refinance their loan port-

folio completely via external debt. The ex-ante study therefore argued, that 

the estimated demand for microcredit products in a country can be translated 

1:1 into funding needs for on-lending. 

Based on the desk research of studies on the institutional capacity of non-

bank MFIs in Europe,41 the ex-ante study assumed that risk costs are in 

most cases not covered by operational income, and therefore need to be re-

financed by external funding. This can take the form of guarantees or equity 

investments. In most cases, microfinance portfolios need to cover a default 

rate of around 5% in Europe. For MFIs with high-risk target groups, the rate 

can go up to 15-20%. This means that MFIs need to cover up to 20% of each 

EUR of loan volume provided in the form of risk costs.  

For the development of an MFI, the amount of funding required is only loosely 

linked to the volume of loans provided, as the operational income increases 

with larger portfolios while efficiency gains also kick in. It can be argued that 

smaller and younger MFIs need higher amounts of funding to develop their 

business than more established MFIs looking to scale up their portfolio.  

 

41  Jung  et al (2009)  
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The ex-ante study provided an estimation of the total volume of funding 

used to produce the supply of microcredit products (business and personal 

loans) identified for the time period of 2010 to 2012.42 To refinance loan 

capital for 2010-2012, the volume of the estimated supply of loans was used, 

as the leverage of the refinancing volume is around a factor of one. For the 

funding used for covering default risk in microloan provision for 2010-

2012, the study used the total volume of estimated microloan supply in a 

country and multiplied this by 0,2. This served as a proxy for the typical cap 

rate for first lost coverage of guarantee instruments in microfinance, e.g. the 

microcredit guarantee instrument of the Progress Microfinance Facility. 

These general estimations were complemented by: 

a) An analysis of different data sources for funding levels of European 

MFIs (e.g. MixMarket database, information from national and European net-

works, annual reports by larger MFIs and allocation reports in EU programmes 

such as the European Progress Microfinance Facility). The information that 

could be gathered through these channels was unreliable and only useful for 

some countries. Additionally, an estimation of the total volume of funds used 

for building up the equity base and/or for capacity building was not possible. 

b) A qualitative survey, conducted through face-to-face interviews with 

representatives of MFIs from nine European countries. The interviews cov-

ered the expectations of MFIs regarding volume, type, design and conditions 

of external funding offers. The MFIs were also asked about their difficulties to 

access available funding. During the survey, it became apparent that most 

MFIs in Europe are looking for long-term funding options at prices that reflect 

their limited ability to charge their clients high interest rates and additional 

lending costs. Furthermore, the MFIs stated preferences for flexible external 

funding conditions to reach alignment with their funding instruments already 

in use. External funders should also take into account the MFIsô developmen-

tal stage as an institution and its business activities. The interviewees clearly 

stated that the funding needs for start-up MFIs are very different from those 

of established MFIs, and that a general problem is the lack of available funds 

for BDS and coaching to clients. The interviews also show a great demand for 

accessing direct Technical Assistance (TA), which is now offered via the EaSI 

TA instrument. Some of the MFIs mentioned that offers for direct TA should be 

linked to suitable funding options to finance the implementation of the ideas 

and strategies developed with consultants. 

The biannual EMN/MFC Overview surveys cover the issue of funding by 

asking participants about their mix of funding sources in the reported year. 

The questionnaire distinguishes between grants, debt financing, equity, and 

guarantees. In terms of the share of funding collected, debt financing is, on 

average, the most widespread source of funding (30,3% in 2015 and 28,9% 

in 2014). Nevertheless, grants still play a major role, especially for Western 

providers (38,7% in 2015 and 40,6% in 2014). 

The survey also identified funding patterns for different countries and institu-

tional types. In 2015, 44,7% of commercial banks funding came from debt 

financing. Equity was the main source of funds for cooperatives/credit unions 

(45,8%). The funding structures of NGOs are more diverse (although nearly 

one-third of funds come from grants). NBFIs (non bank financial institutions) 

 

42  COM (2014)  
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also show differentiation in terms of funding structure (although debt financ-

ing is the most important funding source at 35,3%). Grants are particularly 

crucial in the funding structure of respondents in France, Ireland, and Italy, 

while MFIs in Albania, Bosnia-Herzegovina, Bulgaria, Finland, Macedonia, and 

Moldova showed a higher incidence of debt financing. Equity represents the 

main source of funds for MFIs in Kosovo, Montenegro, the Netherlands, and 

Serbia. In Hungary and Romania, the main funding sources are local micro-

credit funds and social funds.  
 

In past iterations, the EMN/MFC Overview Survey did not ask participating 

MFIs for total volume of funding used and the volume of funding needed in 

the future. We argue that this would be an important addition to inform the 

discussion about public funding instruments at EU and national level. In the 

following chapter we describe an approach to approximate future funding 

needs of the sector based on the results of the top-down assessment of busi-

ness microcredit market potential and market outreach of MFIs in EU-28 

countries. This approach could be used as a starting point to further develop 

data collection on the funding needs of European microcredit providers.  

5.2.  Proposal for estimating MFI funding needs  

We propose to follow the general approach of the EasI ex-ante assessment to 

estimate the annual funding needs of the non-bank MFI sector in rela-

tion to the assessed size of the annual MFI market: 

¶ For debt funding, the total volume of the annual MFI market needs to 

be refinanced. 
 

¶ To estimate the funding needed for external risk-sharing, we as-

sume that 10% of the total volume of the annual MFI market is in very 

risky target groups (new business founders out of social exclusion, solo 

entrepreneurs and individual farms) and 5% is in other target groups 

that need to be secured via guarantees to allow for on-lending from 

commercial funders. 
 

An estimation of the amount of equity/grant funding needed for organi-

zational development of non-bank MFIs is difficult, as this is not directly 

connected to the actual size of the market for business microcredit. Since Eu-

ropean MFIs are still relatively small organisations, the absorption capacity of 

larger equity investments is limited. An analysis of the experiences from the 

delivery of the equity portion of the EaSI financial instruments, which was 

introduced this year, will be helpful to better assess the needs of MFIs in this 

regard. It is already clear that investments in ICT-infrastructure are underde-

veloped in the sector and will be a big challenge over the coming years.    

Since the provision of business loans to the different target groups is closely 

connected to the provision of non-financial services at zero or very limited 

costs to the client, additional funding needs exist to cover the full cost of non-

financial service provision. To estimate the total funding needed, we propose 

to use the cost model established in the previous chapter on non-financial 

service provision, and based on the assumptions of the share of non-financial 

service users in the various target groups (see Table 11). 

 

 

 




