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Mr. Chairman,

Your Royal Highness,

Distinguished guests and delegates,

The International Year of Microcredit is a remarkable opportunity to highlight microfinance as an important instrument for economic and social development.  In the past 30 years microfinance institutions have been making a real change in the lives of poor people by providing them with the opportunity to build assets and improve their quality of life.  As of 2002, it is estimated that there are some 2,572 microfinance institutions serving about 67 million clients.  Of this total, about 41.6 million clients were among the poorest.  This is an achievement no less, but it is nowhere near reaching the 2.8 billion poor people living on less than $2 a day. Reaching the 1.2 billion people living in extreme poverty in the world today will be an even more challenging task. 

But herein lies our opportunity.

Next year, world leaders will come together to review the progress being made towards reaching the Millennium Development Goals.  At the moment, the results are mixed and many countries are unlikely to reach the goals by the target year of 2015.  The international community needs an injection of fresh ideas and renewed efforts, if we are to reach the Millennium Development Goals.  Therefore, the timing of the International Year of Microcredit could not be better.  We intend to use this International Year to build on the success that microfinance has already achieved and work towards reaching the hundreds of millions of poor people who have no access to financial services. 

The experience with microfinance has given us some important lessons.  Microfinance institutions have successfully challenged the perception that poor people are bad risks, that they do not save or have a need for financial services.  Throughout the world, thousands of microfinance institutions have been making inspirational efforts in providing loans, savings, insurance, and other tools to the poor.  As a result, perceptions are changing.  Poor people are less and less seen as passive victims and recipients of aid, but rather as dynamic economic agents and clients. 

Microfinance has catalysed opportunities for millions of poor women to be productive members of their communities in their new roles as cash income earners and managers of household incomes.  These empowered women have translated their new voice into improving the quality of life of their children by sending them to school, for example.

Reaching the poorest poor remains a major challenge.  Worldwide, there is still an estimated 400-500 million poor who lack access to financial services despite the success of microfinance in servicing the poor in the past decades.  How do we respond to this need?  Which model of microfinance or what types of microfinance products will enable us to reach the very poorest?  Do microfinance products that offer small-size loans, high interest rates, short loan duration, weekly payments and dependence on mutual guarantees promote the inclusion of the poorest poor or serve as a self-selection bias against the poor?  

There is no one model that fits all situations and it is imperative that the types of approaches we employ and the forms of microfinance institutions we promote should take into account local circumstances, and the immediate needs of clients.  In this regard, for example, it is important that we should determine the acceptable balance between the goal of financial sustainability, on the one hand, and the urgent need to improve the lives of billions of poor people still living in poverty, on the other.

 Sometimes the very poor could be better served with targeted assistance, or a combination of loans with assistance or capacity training skills.  Of late, savings mobilization strategies increasingly promoted by microfinance have helped the poor to compensate for uneven income streams and as insurance against emergencies.  Often, financial services for the poorest are different from the financial services for the less poor.  The target market will determine the range of microfinance products to be offered.  

Depth of outreach therefore depends on content, flexibility and terms and conditions of the microfinance programme.  The poorest strata could be better served if a broader range of financial services were designed to meet poor people’s special needs.  

To serve a broader client base would require microlenders to tap capital markets.  The increasing role of the private sector as partners in microfinance should be promoted.  The entry of traditional financial institutions into the microfinance market has led to the formation of an estimated 3,000 microfinance institutions worldwide.   Such partnership has enabled the successful transition from non-governmental organization to for-profit financial institution, while maintaining their focus on providing for the needs of the poor. An often quoted example is BancoSol of Bolivia.

Is there a role for the securitization of microfinance loans to help direct the flow of funds into this sector?  By re-allocating the credit risks of microfinance loans, we leverage off the limited financing from development grants in order to tap a broader source of financing such as investment funds who are unwilling to carry the risks taken by development grants.

Governments can play a crucial role to strengthen microfinance institutions in order to ensure their continuing success and growth, and to remove the constraints that prevent poor people from having access to financial services.  For example, many governments are already strengthening the capacities of financial service providers to meet the needs of more people through training and support, the introduction of legal incentives, setting performance standards and rewarding those institutions who meet those standards, and encouraging the sharing of best practices. 

To ensure the sustainability of providing financial service for the poor, governments and the international community need to enhance the legal and regulatory frameworks for the expansion of microfinance and for better accountability and governance.  It is important to engage sound and balanced regulatory oversight over microfinance activities.  To better serve the world’s poor, we need to watch out for predatory lending practices often faced by the poor, and create an enabling environment where good practices will flourish.

As we call on governments and the private sector’s initiative in this area, we also need to draw in the participation of NGOs, client associations, cooperatives, etc. in the formulation of public policy and the setting of standards of regulation and oversight.   We need measures to encourage the poor who are discovering their roles as dynamic economic agents to play a more active role in the whole process.

Only by ensuring that all voices in the communities are heard – those of providers, regulators, and clients – can we ensure the successful expansion of microfinance activities to the poorest poor.

In conclusion, the creation of inclusive financial sectors that embrace poor people and their communities is a huge and daunting challenge and the private sector – in particular, financial institutions with their resources and global networks — can and must play a key role in this mission.  We must focus our energies on action through innovative approaches and partnerships and move decisively beyond rhetoric.  Access to microcredit and microfinance can make a substantial difference to the lives of poor people around the world.  

Together we can make this happen.
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