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ABSTRACT
Microcredit is regarded as an instrument for to increase the employment and to enhance the income in the socio-economically depressed areas, by providing financial support to the micro and small enterprises, mostly founded and run by families. There is a growing tendency to use microcredit systems as a source for the entities that are unable to attain services from the traditional financial institutions. 

Microcredit applications are rather new in Turkey and there are only few studies undertaken in this field. The most recent legal development which is stimulated by the EU harmonization process is the Draft Law on the Micro Finance Institutions and it is expected that with the approval of this law, there would be a considerable increase in the number of the microcredit programs made available to the SMEs. 

The main aim of this study is to analyze the microcredit facilities in the EU that are established for the SMEs and to discuss the applicability of those facilities in Turkey by using the data collected from the previous and ongoing microcredit programs in Turkey. The study bears a unique aspect as it presents updated information on the microcredit experiences in Turkey accompanied with a study of the EU practices. The study concludes with the provision of strategies for Turkey to increase the efficiency and the sustainability of the microcredit programs among SMEs. The study both employs primary and secondary data in this field.
INTRODUCTION

Small enterprises, new or existing, often face certain problems when they approach finance providers for both enterprise fixed capital investment and working capital. This insufficient supply of microloans is a major issue, particularly where business creators are unemployed persons, women or form part of ethnic minorities. Supporting the supply of microloans is therefore not only an issue of entrepreneurship and economic growth, but also of social inclusion.
Well functioning microfinance systems are vital for the prosperity of people from all income levels, as well as the long-term growth of vibrant national economies. In Least Developed Countries (LDC’s), where the majority of the citizens hover at or around the poverty line, governments can generate and grow domestic capital resources by fostering the efficient intermediation of small amounts of money. Creating efficient systems that formalize microfinance services allow for greater circulation of funds and higher rates of investment.
The microcredit experiences in the EU have shaped with the tendencies to increase the competitiveness of the SMEs and have always provided a more generous budget then the conventional microcredit schemes. Therefore microcredit has always seen as a source of financial injection for the business oriented development of the disadvantaged groups in the society. For the last decade, the EU used microcredit as a facilitating tool to achieve Lisbon Agenda objectives. However, the adverse effects of the two major undesired developments in the EU society; namely ageing society and migration have triggered the European Commission to take the essential measures to redefine the scope of the microcredit. In 2007, the European Commission published its Communication on microcredit, re-introducing it as a fundamental tool to hinder unemployment and poverty.
On the other hand, microcredit applications are rather new in Turkey and there are only few studies undertaken in this field. The most recent legal development which is stimulated by the EU harmonization process is the Draft Law on the Micro Finance Institutions and it is expected that with the approval of this law, there would be a considerable increase in the number of the microcredit programs made available to the SMEs. The main aim of this study is to analyze the microcredit facilities in the EU that are established for the SMEs and to discuss the applicability of those facilities in Turkey by using the data collected from the previous and ongoing microcredit programs in Turkey. The study bears a unique aspect as it presents updated information on the microcredit experiences in Turkey accompanied with a study of the EU practices. The study concludes with the provision of strategies for Turkey to increase the efficiency and the sustainability of the microcredit programs among SMEs. The study both employs primary and secondary data in this field.
MICROCREDIT IN THE EUROPEAN UNION: A FINANCIAL ASSISTANCE INSTRUMENT REFOUNDED
Microcredit Demand and Supply in the European Union

The European Commission (2007) in its recent Communication titled “A European initiative for the development of micro-credit in support of growth and employment” provides a detailed analysis of demand and supply of microcredit in the European Union. The European Commission estimates that the potential demand for micro-loans for EU-27 is € 6 145 million which is estimated to be equal to 712.900 loans in sum. At the demand side, the European Commission identifies that there are three large Micro Finance Institutions (MFIs) [Adie (France), Finnvera (Finland) and Fundusz Mikro (Poland)] created before 1996 that dominate the market. There three supply 70% of the total of 27 000 loans disbursed in 2005. According to this Communication 65% of MFIs disburse no more than 100 loans a year and the average loan amount is 7 700 euros, with wide variations (€10 240 in the EU-15 and €3 800 in the new member countries). The average repayment rate is 92% and over half the MFIs offer parallel advisory and training services (European Commission, 2007).
European Investment Fund (EIF) assesses that there are 11 million potential customers in the European microfinance market and categorizes the demand for microfinance under four major trends: the demand of micro-loans that have a positive impact on small enterprises, the demand for job creation supports to avoid unemployment and exclusion, the demand for funds to maximize the contribution of the informal sector to the public and demand for micro-social loans in the meaning of funds to minimize the adhere effects of immigration (Carpenter, 2007). 
In the European Union there are two recent trends that affect the revisiting of the microcredit system as an effective tool to improve the economic standards of the disadvantaged groups in the society especially in the regions that lag behind the socio-economic development targets of the EU (Nowak, 2007). The economic trends are mostly induced by the increasing part of the services sectors in the European GDP in line with the growing use of new communication technologies that put a pressure on the development of small production units that are expected to be capable of adapting themselves to this novel information society dynamics. This first trend is very much related with the Lisbon Agenda of the EU whereas the second trend constitutes a more social manner with a focus on the demographic changes occurring in the European society, stimulated by the ageing population challenges and the increase in immigration. This second trend is a part of social inclusion policies of the EU. 
Microcredit Policies of the European Union
The microcredit approach of the EU differs from the traditional understanding of microfinance serving to reduce the undesired economic impacts of poverty and foresees a much more generous system designed to improve the competitiveness of the micro enterprises. The European Commission defines micro enterprises as the enterprises with less than ten employees with a turnover which does not exceed € 2 million (European Commission, 2003) and provides the upper limit of € 25.000 for the loans that will be evaluated under the scope of the microcredit system. 91.5% of Europe’s enterprises have fewer than ten employees. That means that nine out of ten of the EU’s non-financial businesses are micro-enterprises. These microenterprises account for about 30% of all jobs and one fifth of the value-added (European Commission, 2007a).

The Enterprise Policy Group (EPG), a group consisting of experts from the Member States and advising Enterprise Directorate General on enterprise policy, deals mainly with access to finance for small entrepreneurs and describes their relationship with public or private banks, private micro-finance providers, guarantee societies and business support services.
The EU perceives the microcredit schemes as one of the fundamental instruments to encourage entrepreneurship through self-employment, in particular among women, and minorities, favoring social inclusion. The European Commission in its recent Communication titled “A European initiative for the development of micro-credit in support of growth and employment” defines the micro-credit as the extension of very small loans (micro-loans) to entrepreneurs, to social economy enterprises, to employees who wish to become self-employed, to people working in the informal economy and to the unemployed and others living in poverty who are not considered bankable. Despite the international definition of the microcredit is based on social objectives, the European definition is deliberated with a high density of banks, depending upon a segmentation of the market (Nowak, 2007).
The European Commission highlights the cost effectiveness of microcredit schemes as a public policy tool by providing that the average cost of support for micro-credit schemes in Europe is reported to be under €5 000 per job created with a survival rate of well over 60 % after two years for businesses set up with the microcredit assistance (European Commission, 2007). Even though these evidences certainly prove that microcredit is an effective tool to boost entrepreneurship in the society, it is also mentioned by the Commission that assessing the availability, or supply, of micro-credit in the Member States appears to be quite difficult (European Commission, 2007, 3). Therefore the Commission proposes a new initiative with four strands that will improve the microcredit environment in the EU. Those strands include; improving the legal and institutional environment in the Member States; further changing the climate in favor of entrepreneurship; promoting the spread of best practices, including training and providing additional financial capital for micro-credit institutions. These action areas target at setting up a dedicated support structure for microcredit with the view to develop mentoring services which are essential to support micro-borrowers setting up a business, to develop good market practices by creating a specific microcredit label and a guide of good conduct. It also seeks to improve the provision of capital and proposes to set up of a microcredit fund which would help finance the loan activities of micro finance institutions (European Commission, 2007, 10).
The European Commission’s attitude towards re-establishing microcredit as a financial tool to assist the economic restructuring of the disadvantage groups of the society is also welcomed by European Savings Banks Group (ESBG), the representative of one of the largest networks of microfinance providers in Europe with members in 26 European countries. ESBG, in its position paper dated 14 February 2008, mentions that due to the local dimension of microcredit the EU focus should primarily be on facilitating microcredit at national, regional or local level, before looking at the creation of a single market for microcredit per se. However, the European Commission is willing to introduce a pan-European system of microcredit which will harmonize and integrate all of the microfinance applications of Member States as well as the Candidates. Micro-finance for small enterprises is of major importance for the renewal and growth of the business population and hence to the strengthening of entrepreneurship in Member States and Candidate Countries (European Commission, 2004).
Microcredit Programs in the European Union
Today there are three main drivers of the microcredit schemes in the EU; enabling institutional environment for microcredit and microenterprises, financing of microcredit institutions through grants and market resources helping them to become sustainable in the long term and the extension of best practices. There are two resource centers and membership organizations (European Microfinance Network created in 2003 and located in Paris and Microfinance Centre for Central and Eastern Europe and the NIS countries created in 1996 Located in Warsaw). Both of them bear the common mission of promoting microfinance as a tool to fight economic and social exclusion and encouraging entrepreneurship and self-employment (Nowak, 2007).
There are some initiatives that are already put into effect in the EU which can be categorized as microcrediting. Multi-annual Program (MAP) 2001-2006 was a framework plan of activities which aim at enhancing the growth and competitiveness of business in a knowledge-based internationalized economy, promoting entrepreneurship, simplifying and improving the administrative and regulatory framework for business so that research, innovation and business creation in particular can flourish, improving the financial environment for business, especially SMEs and giving business easier access to Community support services, programs and networks and improving the coordination of these facilities (European Council, 2005). MAP had a special focus on promoting micro finance and included a specific support initiative for MFIs in the EU which was the Microcredit Guarantee Window, delivered by the European Investment Fund (EIF) in cooperation with the Commission (European Microfinance Network, 2008). MAP contributed to the microcredit system by introducing the micro credit window of SME Guarantee Facility.
The SME Guarantee Facility (SMEG) is part of the Entrepreneurship and Innovation Programme which is one of three schemes under the Competitiveness and Innovation Framework Programme Micro credit guarantee window of the SME Guarantee Facility (SMEG) is established with the aim of reaching even more SMEs than its predecessor under the MAP and designed as an instrument that will be managed by the EIF on behalf of the European Commission. The system is managed through the voluntary applications of the micro finance institutions that wish to participate in this program contacting the EIF. The SMEG is founded with the intention that it shall encourage financial institutions to play a greater role in the provision of loans of a smaller amount by enabling the financial intermediaries to receive grants to partially offset the high administrative costs inherent in microcredit financing (Budavari, 2006).

The European Commission and the EIF have set up a special credit facility of microfinance and SME creation called JEREMIE under the European Regional Development Fund (ERDF). JEREMIE enables the regional and local ERDF managing authorities to transform some parts of their budget, into loan capital to be assigned to selected potential financial intermediaries, including microcredit institutes. JEREMIE provides the framework for a series of coherent financial actions to improve the financial environment for small businesses (medium, small and micro enterprises, known as SMEs) at national, regional and local level. Increasing small businesses’ access to finance and risk capital enables economic growth and competitiveness (http://www.eif.org/jeremie, 2008) The new JEREMIE (Joint European Resources for Micro and Medium Enterprises) scheme for 2007-2013 is expected to provide micro-credit, guarantees for both loans and equity and venture capital finance to SMEs (Commission, 2007).
The Regulation of Microcredit in Europe
There is no given official legislation for microcredit in the European Union as a part of the European acquis communitaire. There is a diverse landscape of legislation in the member States and the Candidates primarily targeting institutional types under which microcredit is provided. The Expert Group Report of the Commission on the regulation of microcredit in Europe provides that there are two models of institutions of microcredit: banks and non-banks. Where the rules referring to the institutional model are complemented by rules concerning both types such as interest rate caps, tax and other, which can also have a decisive impact on microcredit, the EU law only forbids deposit-taking simultaneously with lending without being regulated. Even though there are some Member States that have adopted stricter approaches to lending, many countries allow non-bank providers to work without having a specific regulation for the establishment of the legal entity of such institutions (European Commission, 2007a). 
MICROCREDIT IN TURKEY

Micro and small business in Turkey are a visible and productive part of the Turkish economy. SMEs account for 99% of all enterprises in Turkey. Non agricultural SMEs employ more than 40% of the workforce, and produce 35% of exports. The Tradesmen and Artisans Confederation (TESK) that deals exclusively with the enterprises of tradesman, service providers and craftsmen estimates that there are about 4 million businesses in Turkey with 1-10 employees. Two million of these businesses are registered with TESK, and the majority is self-owned. An additional 700,000 SMEs with independent legal status are registered with the Chamber of Commerce (Burritt, 2003).
According to World Bank, the number of people living in absolute poverty in Turkey is relatively low. On the other hand, vulnerability to the threat of poverty remains high. Income distribution among sectors of the population and regions are highly disparate. Micro and informal sector activities play an important role in protecting population segments against vulnerability. Access to microfinance services helps decrease vulnerability by enabling people to take advantage of economic opportunities that allow them to diversify and increase their sources of income.

Microcredit Supply in Turkey 

Supply of microfinance services in Turkey is very limited, both in terms of the numbers of people served and the range of services offered. The primary suppliers of microfinance services currently are the state-owned banks, Halk Bank and Ziraat Bank. The legacy of directed and subsidized credit programs, however, has rationed the delivery of credit through these channels, and resulted in supply-driven products and services that do not respond well to the financial service needs of clients. In contrast to most early stage microfinance sectors, NGOs are virtually absent from the market in Turkey. Several are experimenting with microcredit delivery at this time, such as the Grameen Bank initiative in Diyarbakır and Maya Enterprise for Microfinance. There is no clear policy for facilitating the access of the un-banked majority to the population as well as small business to the formal financial sector. There is a continued lack of clarity in government policies regarding microfinance and there is no common understanding on microfinance among government, NGOs and private sector. Microfinance types of activities are usually used in Turkey as a tool for government incentives or a tool for income generating activities.

The largest players in the microfinance sector in Turkey are the state-owned banking institutions, Halk Bank and Ziraat Bank. Nearly all microfinance loans through formal operators are supplied by these state-owned banks. Halk Bank provides loans to about 130,000 micro and small enterprises registered through TESK. Average outstanding loan sizes are approximately $1,600. Given that these borrowers are registered in the formal sector and can meet collateral requirements they are likely among the better off in the target market. It is likely that nearly 100% of these loans go to men. On the other hand, Maya provides loans to 200 women micro entrepreneurs operating in the informal sector. Average loan sizes are about $350, a different market segment than that currently reached by Halk Bank. The total demand for microfinance services in the non-agricultural sector is estimated conservatively at 2 million clients. Supply estimated as of the end of June at 130,000 clients meets an extremely limited portion of demand. Ziraat bank serves nearly 2 million clients in the agricultural sector, although more than 50% of these loans are non-performing or restructured. Given the fact that few if any new loans are being disbursed, given the high number of nonperforming loans, it is not likely that a significant percentage of the agricultural market is currently being served. Currently, poor clients and informal sector businesses, especially women, are unable to access loans through the formal sector (Burritt, 2003).
Although there is no explicit regulation in the field of microfinance applications, there is a tendency in Turkey to provide new microcredit opportunities mostly with the initiatives of the international organizations like UNDP and World Bank to improve access to credit as an effective means for increasing the poor’s income. One of the most recent projects is the Golden Bracelet project which is supported by the Young Businessmen Association of Turkey (GYİAD), Turkish Economy Bank (TEB) and United Nations Development Program (UNDP). The aim of the project is to provide microcredit for young entrepreneurs between the ages of 18 and 35. The project is unique in that it specifically targets youth. The project, called Altın Bilezik (Golden Bracelet) aims to provide $ 10 million credit for 500 young entrepreneurs within the next three years. Women entrepreneurs, vocational high school and college graduates will have a priority in the project. TEB will provide the funding and the supervision of the project, while UNDP will provide technical staff and GYİAD educational support.
The Regulation of Microcredit in Turkey

There are main law and normative acts that regulate the banking sector. These laws provide the essential acts for banking in Turkey.
 The most recent development considering the regulation of microcredit system in Turkey is the Draft Act on Micro-financing institutions. It is expected that the new legislation if it passes in the Parliament will set up a special legal framework that permits foundations, associations, NGOs or other non-bank organizations to provide microfinance services. Currently the lending operations of the NGOs are run by the independent profit oriented companies established to comply with the banking regulations.
The draft law permits the lending activities of associations and other charitable institutions, but does not clearly provide the provisions of the secondary legislation that will create the legal basis for practice. The kinds of financial solvency and other ratios monitored under this regulation are similar to traditional banks, but are more conservative. For example requirements on minimum capital are lower, and capital adequacy is higher. Like traditional banking law, the regulation establishes what products the bank may offer and sets parameters on ownership structures (Burritt, 2003).
CONCLUSION

Demand for microfinance services can be understood from the perspective of micro and small businesses that seek access to finance to fund operations and growth. It can also be approached from the perspective of poor and low income households that seek a range of financial services including loans, savings and other services to invest in businesses, improve their homes, and meet other consumption needs.
Small enterprises, new or existing, often face certain problems when they approach finance providers for both enterprise fixed capital investment and working capital. This insufficient supply of microloans is a major issue, particularly where business creators are unemployed persons, women or form part of ethnic minorities. Supporting the supply of microloans is therefore not only an issue of entrepreneurship and economic growth, but also of social inclusion.
The global experience shows that the microcredit is utilized as the provision of a broad range of financial services to those excluded from the formal financial system. However, Turkey's policy makers and planners concede that there is still very little knowledge in Turkey on microfinance and the possibilities microfinance can provide for poverty reduction by expanding access of the poor and the un-banked to financial services. Because of this limited knowledge there has been little discussion or debate within the government, private sector, and NGOs on microfinance as an effective mechanism for addressing poverty in Turkey and there are questions regarding the relevance and applicability of microfinance in Turkey.
In traditional banking microcredit is often perceived as a high risk and low return activity due to the important failure rate and the high handling cost for microloans. Additionally, there is a market gap based on information asymmetry, in particular in the Candidate Countries of the EU. In this regard, the EU harmonization process is an important factor in adoption of European microcredit policies. It is crucial to note that even though microcredit does not have a special legislative framework in the EU law system and the regulations of microfinance is left to the discretionary powers of the Candidate Countries, in practice the EU’s microcredit programs that are designed to provide access to finance may also be provided in the Candidate Countries. Therefore Turkey, as a Candidate Country, needs to rapidly adjust her policies to that of the EU.
In conclusion, the current microfinance environment in Turkey may be outlined in three subject issues; the need for further research, the EU harmonization process and the establishment of a regulatory framework for microfinance. The need of further research in Turkey on the issue of microcredit should address the identification of the major policy areas to be supported by microcredit programs. As the current information on the microcredit projects can only be attained from primary data sources by the researchers’ individual attempt, so there is a real need of a database of microcredit schemes available in Turkey. Secondly, as the EU harmonization process directly affects Turkey, it is required to analyze the best practices of EU in order to achieve the efficient and sustainable adaptation of EU microcredit policies. Last but not least, taking into consideration the above mentioned issues of political implications, Turkish policy makers should design a dynamic contemporary legal framework addressing the current environment but also identifying potentials and foreseeing the requirements of the microfinance system in Turkey.
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