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This research paper outlines the importance of small- and 
medium-size enterprises (SMEs) for the European economy, 
especially in the Southern part of Europe, their need to access 
funding, and how Western European microfinance might be an 
alternative funding source in the case of microenterprises or 
self-employment. We use Greece as an example to highlight 
how European microfinance can be applied and what parallels 
to traditional microfinance markets can be found. 

Microfinance is generally understood as a poverty 
alleviation tool in the developing world that provides access to 
finance to those who are excluded by the formal banking 
system. But it has also been recognized by European policy-
makers as an instrument to support entrepreneurship, 
competitiveness and social inclusion. The adverse effects of 
the financial crisis have advanced the European Commission in 
launching the European Progress Microfinance Facility 
(Progress Microfinance) in 2010 as many small businesses 
lacked access to financial services, despite the existence of a 
dense and competent banking network. 

Microcredits in the European Union are defined as loans 
and leases smaller than EUR 25,000 to entrepreneurs with 
less than 10 employees and a turnover below EUR 2 million or 
to people who wish to become self-employed but do not have 
access to traditional banking services. The main objective of 
microfinance is the creation or expansion of income-
generating activities to improve production capacity.  

In a survey requested by the European Commission in 
cooperation with the European Central Bank in 2009, 29% of 
the surveyed companies identified finding customers as their 
most serious concern, followed by access to finance. As 
shown in Figure 1, almost 40% of the managers in Greece 
(EL) selected access to finance as their most pressing 
problem for their company compared to only 8% in Finland (FI) 
and Malta (MT). Smaller companies with turnover of less than 
EUR 10 million selected access to finance in general more 
often than their peers with a turnover above EUR 10 million.  
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Highlights 
 

 Small and medium-size enterprises play an 
important role as employer in Europe. 

 Progress Microfinance fights poverty by 
supporting microenterprises to access 
financing or promote self-employment in 
countries with high unemployment rates. 

 Greece's macroeconomic environment 
shows similarities to many developing 
countries, and microfinance could help 
temporarily to bridge funding needs of 
micro-entrepreneurs who are excluded from 
the Greek banking system.   

 
 
 
 

Figure 1: Access to finance 
 

 

Source: Eurobarometer/Credit Suisse 
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Microfinance in Europe 

SMEs constitute the majority of all companies in Europe and in 
many countries they even contribute more to employment and 
value creation than large companies. According to the 
European Commission SMEs can be divided into three 
categories: medium-size, small and microenterprises. Almost 
20 million SMEs provide more than 65 million jobs in the EU-
27, of which, whereof a majority of 91% are microenterprises 
with less than 10 employees. The average headcount in the 
Mediterranean area is below five employees. The employment 
contribution in Southern European countries is particularly high 
with 70% to 80% of all people at work employed by SMEs1.  
Microenterprises have a higher job creation or growth rate than 
larger companies. 99% out of the 2 million start-up 
enterprises created every year are micro and small enterprises 
and one third of these newly founded companies are launched 
by unemployed people.  

The European Union (EU) has promoted a series of actions 
over the past decade in order to support microfinance, and as 
a response to the financial crisis Progress Microfinance, the 
first ever EU-wide dedicated financing program for the 
European microfinance sector established to support 
microenterprises and self-employment. As shown in Figure 2, 
the funding for Progress Microfinance is provided by the 
European Commission (EC) and the European Investment 
Bank (EIB) and is managed by the European Investment Fund 
(EIF). The fund then either provides guarantee instruments or 
offers senior loans, subordinated loans, risk-sharing loans and 
equity participations to the microfinance (MF) intermediaries or 
micro-credit providers. Due to the diversity of regulatory 
frameworks each country has its own micro-credit providers 
which lend to beneficiaries. At the end of 2011, EIF had 
already entered into contracts with 14 MF intermediaries in 12 
countries. 

 

                                                 
1   Working Paper 2009/001, EIF Research & Market Analysis, p. 11f 

The European microfinance strategy is also highly supportive 
to the Europe 2020 strategy which focuses on smart, 
sustainable and inclusive growth for the European Union as a 
response to the crisis. One of the objectives is to reduce the 
number of people threatened to poverty to 20 million and 
enabling 75% of the population aged 20 to 64 years to have a 
job2.  

 

Greece as potential candidate for microfinance 

Greece entered into a deep recession in 2008 and since then 
the country is struggling to emerge from it. Difficulties have 
been accumulating for years and the country was hit much 
more by the financial and economic crisis than its European 
peers. The debt crisis revealed major structural gaps in the 
country's competitiveness and productivity. Its international 
investment position has deteriorated which was reflected in 
decreasing foreign direct investment and an increasing 
unemployment rate. 

 
The low productivity results from the high portion of SMEs 

in the Greek economy. Approximately 30% of the 
manufacturing employment in the country is in 
microenterprises. The growth of companies is negatively 
impacted by scale disincentives including overregulated areas 
of economic activity, bureaucracy to approve investments, and 
labor restrictions. 

According to the global competitiveness report published 
by the World Economic Forum (WEF) for 2011-2012, Greece 
ranks 90 out of 142 countries and is classified as an 
innovation-driven economy. Since 2005, the WEF has based 
its competitiveness analysis on a Global Competitiveness Index 
(GCI), a comprehensive tool that measures the microeconomic 
and macroeconomic foundations of national competitiveness.  

The competitiveness is defined as a set of institutions, 
policies, and factors that determine the level of productivity of 
a country. In case of GCI, the components are grouped into 

                                                 
2   TrustLaw Publication: Creating Jobs in Europe (2011), p. 5 

Figure 2: Simplified structure of Progress Microfinance 
 

 

Source: EIF, Credit Suisse 

Figure 3: Greece versus innovation-driven economies 
 

 

Source: WEF, Credit Suisse 
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three main categories, basic requirements (20%), efficiency 
enhances (50%) and innovation and sophistication factors 
(30%). The three categories are grouped into 12 pillars of 
competitiveness. Greece's overall ranking is 90 out of 142 
economies compared to Ireland (29), Spain (36), Italy (43) and 
Spain (45). As can be seen in Figure 3 and Table 1, Greece is 
underperforming its peer group "innovation-driven economies" 
and the other peripheral European countries in trouble.  

The Greek banking system is still highly troubled after the 
sovereign debt crisis as more than a majority of the 
outstanding sovereign debt was held by domestic banks. 
According to the International Monetary Fund (IMF) some 
30% of deposits have already left the Greek banking system. 
As a result the Greek banks are still busy to restructure their 
businesses and need to increase their equity cushion. 

When we compare Greece with microfinance in developing 
countries, many problems look very much alike. A high 
unemployment rate of 21.9%, a significant informal economy 
(around 30% of total economic activity) limited access to 
financing, structure of the economy with a relevant portion of  
microenterprises, low confidence in their political institutions 
(high corruption, wasteful government spending, insufficient 
legal frameworks, large and inefficient public sector), services 
as the largest contributor to GDP. The financial market 
development is not supportive to the Greek economy with poor 
results with regard to ease of access to loans, soundness of 
banks and venture capital availability. 

On the other hand, it is very difficult for Greece to compete 
for foreign direct investments as the country has very low 
scores in those factors that are attractive for investments, 
including the quality of the educational system, the quality of 
management schools and the extend of staff training. 
Although the country seems to have good scores in the 
availability of scientists and engineers, it is lagging very badly 
with regard to innovation. All European peers have better 
scores in innovation and many developing countries outperform 
Greece with regard to innovation. This might also explain why 
venture capital availability is so low in Greece.  

Besides the changes the country needs to make on the 
macro level and implement to go back on the track to 
competiveness, there are urgent needs on the micro level in 
the form of funding issues for microenterprises or unemployed 
people who wish to start a business to become self-employed. 

Progress Microfinance offers this kind of support. The 
Pancretan Cooperative Bank (PCB) has joined the group of 
microfinance providers under Progress Microfinance in 2012. 
Thanks to Progress Microfinance PCB would be able to offer 
up to EUR 6 million of microloans to Greek micro-
entrepreneurs with a focus on financing start-ups to three 
years and new borrowers with a robust business plan. A 
further senior loan up to EUR 8.75 million is expected to allow 
PCB to meet the demand of numerous microenterprises 
facing difficulties in accessing finance due to the credit crunch 
and the stricter eligibility requirements applied by the Greek 
banking sector. With a leverage of 1.5 times, PCB would 
generate up to EUR 13 million of microloans to 
microenterprises. Established in 1993, PCB has become the 
biggest cooperative organization in Greece. Although the 
majority of its branches are located in Crete, PCB is likely to 
work in other parts of Greece, where it is expected to support 
more than 1,000 microenterprises.   

Greece has no history with regard to microfinance 
activities, but the choice of a cooperative bank as a 
microfinance provider is in line with many developing countries 
that offer microfinance service also through credit unions or 
cooperatives as they usually deal with small enterprises. 
Although PCB has a limited outreach with its main base in 
Crete, it seems to be a good starting point to grow the sector 
first locally and roll it out later to other regions. The high 
unemployment rate is likely to increase the demand for funding 
to start self-employment and according to TrustLaw the 
establishment of an enterprise in the form of an individual 
company is rather simple and flexible, because there is no 
requirement to have a minimum share capital.  

 

Conclusions 

European microfinance is a young sector and a common legal 
framework is missing for the European Union. Progress 
Microfinance is a common European initiative to promote 
microloans in order to fight poverty within Europe by 
supporting microenterprises to access financing up to EUR 
25,000 or promoting self-employment in countries with high 
unemployment rates. Greece demonstrates similarities to 
developing countries in which microfinance has become an 
important sector. The country needs to solve its structural 
problems in order to re-gain competitiveness which is 
expected to take some time. Microfinance can impact on the 
micro level by bridging smaller financing needs at the base of 
the pyramid.  

Progress Microfinance is an attractive way to address the 
current market fragmentation of the microfinance market and 
to incubate a segment that has no sufficiently viable financial 
infrastructure in place yet to foster a generally sustainable 
sector within Europe. The inclusion of a broader range of 
microfinance intermediaries in the respective countries allows 
bearing in mind country-specific regulation with regard to 
lending but at the same time a stronger outreach can be 
achieved. Microfinance needs in general a minimum scale to 
start attracting private sector capital which is strongly 
supported by the Progress Microfinance program.  
 

Table 1:  

 Greece Ireland Spain  Portugal 

Overall ranking               
90  

              
29  

              
36  

              
43  

Institutions               
96  

              
23  

              
49  

              
51  

Macroeconomic 
environment 

            
140  

            
118  

              
84  

            
111  

Goods market efficiency             
107  

              
13  

              
66  

              
62  

Labor market efficiency             
126  

              
17  

            
119  

            
122  

Financial market 
development 

            
110  

            
115  

              
64  

              
78  

Innovation               
88  

              
23  

              
39  

              
32  

Source: WEF, Credit Suisse 
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Risk disclosure 

Investors should consider this report as only a single factor in 
making their investment decision. For a discussion of the risks 
of investing in the securities mentioned in this report, please 
refer to the following Internet link: 
 
https://research.credit-suisse.com/riskdisclosure 
 
CS may not have taken any steps to ensure that the securities 
referred to in this report are suitable for any particular investor. 
CS will not treat recipients as its customers by virtue of their 
receiving the report. The investments or services contained or 
referred to in this report may not be suitable for you and it is 
recommended that you consult an independent investment 
advisor if you are in doubt about such investments or 
investment services. Nothing in this report constitutes 
investment, legal, accounting or tax advice or a representation 
that any investment or strategy is suitable or appropriate to 
your individual circumstances or otherwise constitutes a 
personal recommendation to you. 
 
The price, value of and income from any of the securities or 
financial instruments mentioned in this report can fall as well 
as rise. The value of securities and financial instruments is 
subject to exchange rate fluctuation that may have a positive 
or adverse effect on the price or income of such securities or 
financial instruments. Investors in securities such as ADRs, the 
values of which are influenced by currency volatility, effectively 
assume this risk. 
 

Structured securities are complex instruments, typically involve 
a high degree of risk and are intended for sale only to 
sophisticated investors who are capable of understanding and 
assuming the risks involved. The market value of any 
structured security may be affected by changes in economic, 
financial and political factors (including, but not limited to, spot 
and forward interest and exchange rates), time to maturity, 
market conditions and volatility, and the credit quality of any 
issuer or reference issuer. Any investor interested in 
purchasing a structured product should conduct their own 
investigation and analysis of the product and consult with their 
own professional advisers as to the risks involved in making 
such a purchase. 
 
Some investments discussed in this report have a high level of 
volatility. High volatility investments may experience sudden 
and large falls in their value causing losses when that 
investment is realized. Those losses may equal your original 
investment. Indeed, in the case of some investments the 
potential losses may exceed the amount of initial investment, 
in such circumstances you may be required to pay more 
money to support those losses. Income yields from 
investments may fluctuate and, in consequence, initial capital 
paid to make the investment may be used as part of that 
income yield. Some investments may not be readily realizable 
and it may be difficult to sell or realize those investments, 
similarly it may prove difficult for you to obtain reliable 
information about the value, or risks, to which such an 
investment is exposed. 
 

https://research.credit-suisse.com/riskdisclosure
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