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ABSTRACT 
 
By placing microenterprise development (and, at least by implication, microenterprise financing) on the agenda 
of APEC’s Small and Medium Enterprise Working Group (SMEWG), APEC Leaders have given prominence to 
an issue that affects the lives of a majority of people in developing member economies. It reflects an 
appropriate response to what the Leaders described as issues of ‘globalization and shared prosperity’.  
 
A problem arising from the new focus on microenterprise development (MED) and microenterprise financing is 
that some economies, particularly the most developed, may question its relevance to their own domestic 
concerns. To respond convincingly to any such misgivings it will be necessary to demonstrate a significance 
for MED and the financing of microenterprise in all or most economies. It will also be necessary to make the 
case for an APEC response to these issues. 
 
In regard to access to financial services, there is a unifying feature which enables us to bind together the 
concerns of all members. In all APEC economies, the economic unit which experiences least adequate access 
to financial services is the household. An important distinction exists, however, between the developing and 
developed APEC member economies. In the developing economies, households are disadvantaged both as 
units of production and consumption. In the developed member economies, households are disadvantaged 
primarily in their role as units of consumption, given their very limited importance in production. This is not to 
deny the existence of household production units (or 'microenterprises') in developed economies which may 
suffer from 'financial exclusion', but their relative significance is very minor. 
 
To generalise the issues so that they are seen as relevant to all APEC member economies, even if not to an 
equal degree, this paper suggests that the focus should be on alternative approaches to meeting the financial 
services needs of poor and low-income households in all economies. Such an approach is consistent with the 
Leaders’ concern for ‘shared prosperity’ and is preferable to employing the concept of ‘microfinance’, which 
has a more restricted application. It is a fact that in all economies there are ‘unbanked’ or 'financially excluded' 
households, for a variety of reasons reflecting the diversity of the APEC economies themselves. And in all 
economies innovative solutions are being tested, and lessons are being learned that could be shared with 
benefit to the financially excluded households of APEC.   
 
The value of examining possible solutions to financial exclusion will, of course, be greatest in those economies 
where the degree of deprivation is greatest. These economies are the ones in which household-based 
microenterprise is most significant as a form of economic activity. Microfinance may be the form of ‘alternative 
approach’ most applicable to their problems.  However, all economies stand to benefit to at least some extent 
from the cooperative examination, within the APEC framework, of issues of financial service provision for poor 
and low-income households. There will be particular value in bringing together the experience of alternative 
financing mechanisms in Asia and Latin America, where rather contrasting approaches are being taken. 
 
The paper sets out a framework for considering the issues which have to be addressed before appropriate 
alternative financial service delivery mechanisms can be established and financial exclusion diminished. This 
is set out in Text Box 2. The framework suggests a definition of 'microenterprise financing' applicable to all 
APEC economies. This is based on the Asian Development Bank's definition of microfinance, intended for 
developing economies, but which can be seen as having wider application.  
 
The principal issues affecting microenterprise financing are threefold, falling into the categories of 'policy', 
'regulation and supervision' and 'operational'. The first of these has to do with the creation by government of a 
supportive policy framework. The second, regulation and supervision, is relevant to the efficient and 
transparent conduct of microenterprise financing services and to the security of savings mobilised from 
households. Finally, operational issues relate to the internal efficiency and effectiveness of financial institutions 
engaged in microenterprise financing.  
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The paper argues that economic and technical cooperation (ECOTECH) between APEC member economies, 
in the forms of policy dialogue, exchanges of information and technical assistance, should be conducted on 
issues of microenterprise financing.  Such discussion should be generalised, as suggested above, to cover the 
range of alternative financial service delivery options practiced in member economies for the benefit of poor 
and low-income households which lack appropriate access to financial services from conventional sources. 
This would contribute to the more effective operation of microenterprise in those economies where it is of most 
economic significance and would support the more effective ‘sharing’ of prosperity in all economies. The High 
Level Meeting on Microenterprise should recommend the initiation of such a process of dialogue and 
exchange among APEC member economies. 
 
The paper also questions whether the SME Working Group is the best place for considering the problems of 
Microenterprise (with its implications for gender and social safety nets). The Working Group is mainly 
concerned with SME as an element in each economy’s capacity to engage in international trade. And even 
though it gives some (scant) attention to microenterprise, the Integrated Plan for SME Development (adopted 
by APEC Ministers in 1998) reveals a perceptual gap between its understanding and the reality of 
microenterprise. This is especially so for the kinds of microenterprise activity in  which the majority of 
households in the less developed economies engage. The Shanghai Leaders’ Declaration calls, in effect, for 
the correction of this misperception.  
 
The High Level Meeting on Microenterprise in Guanajuato provides an opportunity for APEC to move towards 
a better understanding of the nature and significance of microenterprise in its member economies, and to 
situate MED more strategically within the APEC process. The paper argues that an agenda for action, 
including support of MED, needs to emerge from the coming Los Cabos meetings, to complement APEC's 
drive to free and open trade and investment. The APEC meetings on microenterprise and microbanking, to be 
held in July 2002, must assist in formulating such a program of action.   
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1. Introduction  
 
The APEC Leaders’ Declaration of 2001 reaffirmed their commitment to the Bogor goals (and drew a ‘roadmap 
to Bogor’ which takes into account issues of globalisation and the ‘new economy’) as well as committing to the 
opening of a new WTO round in Doha. Less conventionally (at least in terms of APEC’s historic 
preoccupations) the Declaration includes an instruction to ministers and officials to ‘build on APEC’s Integrated 
Plan of Action for SMEs and place special emphasis on micro-enterprises’.  
 
The Leaders, in placing issues of microenterprise development (and by extension, microenterprise financing) 
on the APEC agenda, appeared to demonstrate an interest in ‘development’ in a more multidimensional sense 
than heretofore, and a new concern for issues of distribution and equity. This impression was reinforced by 
their call for member economies to develop and strengthen ‘social safety nets’ to protect the vulnerable and by 
the proposals to commence an APEC dialogue on ‘globalisation and shared prosperity’ and to conduct a 
Ministerial Meeting on Women in 2002. 
 
Concern for issues of development, distribution and equity on the part of APEC does not amount to 
abandoning, or even deemphasising, the Bogor agenda for trade liberalization. It simply recognizes that APEC 
is also about narrowing the discrepancies between member economies in levels of development. Such a 
narrowing will equip developing member economies better to make the structural adjustments needed to meet 
their Bogor commitments. 
 
By placing microenterprise development on the agenda of APEC’s Small and Medium Enterprise Working 
Group (SMEWG), APEC Leaders have given prominence to an issue that affects the lives of a majority of 
households in developing member economies. It reflects an appropriate response to what the Leaders 
described as issues of ‘globalization and shared prosperity’.  
 
A problem arising from the new focus on microenterprise development (MED) and microenterprise financing is 
that some economies, particularly the most developed, may question its relevance to their own domestic 
concerns. To respond convincingly to any such misgivings it will be necessary to demonstrate a significance 
for MED and issues of microenterprise financing in every economy. It will also be appropriate to make the case 
for an APEC response to issues of MED and the financing of microenterprise in all member economies.  
 
As a preliminary clarification, a simple working definition of microenterprise financing is ‘the provision of 
financial services to poor and low income households without access to formal financial institutions’. It is 
important to note that this definition covers the financing of both production and consumption activities. 
Production is relevant, obviously, to microenterprise. But consumption is relevant to 'shared prosperity'. 
 
To this point, the discussion in this paper has avoided using the term 'microfinance', so far as possible. The 
reasons for this are discussed below. But, in brief, they turn on a belief that microfinance is simply a subset of 
the broader field of microenterprise financing. 'Microfinance' is not central to APEC's concerns, if our purpose 
is to generalise issues of household financial exclusion across APEC. 
 
 
2. Generalising the issue for all APEC economies 
 
If MED and microenterprise finance are to be seen as relevant to all economies, it is necessary to frame the 
discussion in a manner which captures the diversity within APEC. One way of approaching this is to accept 
that in all APEC economies, whether ‘developed’ or ‘developing’, and whether market-based or transitional, 
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there are population subgroups which are not adequately served by formal financial systems, nor by 
conventional financial institutions, especially the banks1.  
 
This failure occurs in developing member economies, where the informal or unenumerated sector is of major 
importance as a source of livelihood for the poor and the household is the primary unit of both production and 
consumption. Considerations such as geographic isolation, low population density and gender also play a part 
in determining patterns of unequal access in economies where financial sector development is limited. 
Particular sectors, notably smallholder and peasant agriculture, with their associated post-harvest and off-farm 
economic activities, pose special challenges for financial service provision. A general problem in the 
developing member economies is the inability of many lower-income households to meet lenders’ 
requirements for formal physical collateral 2. 
 
Inequality of access occurs also in developed economies, where the forces of privatisation and rationalisation 
impelled by the internationalisation of finance have wrought massive structural changes in domestic financial 
markets. In some cases such restructuring has led to the withdrawal of conventional financial institutions from 
particular geographic areas or demographic categories. In other cases, increasing economic and social 
polarisation has caused conventional financial institutions to focus their services on ‘high yield’ market 
segments and to neglect others, such as low-income and otherwise disadvantaged households. Gender is a 
variable influencing access in developed member economies as well as in the less developed. 
 
From the above it can be seen that in all APEC economies there are households whose members, in 
consequence of 'financial exclusion', face obstacles in realising their economic and social potential. This is 
most commonly because their income levels and the quantum of their financial service needs are pitched 
substantially lower than those of the population groups which have access to formal financial services. This is 
not to say that the deprived subgroups are always minorities. Indeed they may be a majority by number, 
though not by share of income, within their economies. In the least-developed economies of APEC formal 
financial institutions may serve only between 25 and 50 per cent of households. 
 
Thus in regard to access to financial services there is a unifying feature, which enables us to bind together the 
concerns of all APEC members. In all economies, the economic unit which experiences least adequate access 
to financial services is the household. An important distinction exists, however, between the developing and 
developed APEC member economies. In the developing economies, households are disadvantaged both as 
units of production and consumption. In the developed member economies, households are disadvantaged 
primarily in their role as units of consumption, given their very limited importance in production. 
 

 
1 A classification of economies for the purpose of this paper, focussing on aspects of financial sector development as it 
relates to microfinance and microenterprise finance, is as follows: 
a) Developing market economies 
Brunei Darussalam, Indonesia, Malaysia, Papua New Guinea, Philippines, Thailand, Mexico, Peru, Chile. 
b) Transitional (developing) economies 
People’s Republic of China, Vietnam, Russia. 
c) Developed market economies 
Japan, Republic of Korea, Canada, Australia, New Zealand, Hong Kong China, Chinese Taipei, Singapore, United 
States. 
 
2 Although as Hernando de Soto has shown, land tenure and land titling deficiencies often prevent the poor from 
collateralising assets they have accumulated. 
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3. Alternative financial service delivery mechanisms  
 
To generalise the issue across the diverse APEC grouping it is much more useful to speak of ‘alternative 
financial service delivery mechanisms’ than of ‘microfinance’ or ‘microcredit’, or even of 'microenterprise 
financing' (even though the last of these terms is used frequently here). ‘Microfinance’ is a concept obviously 
applicable to developing country circumstances, but less obviously so in the depopulated farmlands of the 
Australian ‘outback’ or in blighted inner urban areas of the US. And what is described as ‘micro’ in the 
operations of the Vietnam Bank for the Poor differs enormously from the ‘microcredit’ operations of Women’s 
World Banking, Japan, an NGO working with female microentrepreneurs in the latter country. But in each of 
the cases mentioned, Vietnam and Japan, outback Australia and inner city Chicago, attempts are being made 
to develop alternative, non-conventional, financial service delivery mechanisms for those without access. 
 
There is another reason why the term ‘alternative financial service delivery mechanisms’ is useful in the APEC 
context. It helps to draw together two constituencies, microenterprise and small and medium enterprise (SME), 
which are adjacent and even overlapping on the enterprise continuum. The High Level Meeting on 
Microenterprise (HLMME),  convened at the initiative of Mexico, is concerned with the more neglected of these 
two constituencies.  
 
Microenterprises sit rather uncomfortably in the sector for which the APEC Small and Medium Enterprise 
Working Group (SMEWG) is responsible. They are at the ‘bottom end’ of the SME sector. While they exist in 
every APEC economy, microenterprises are of most significance in the developing member economies, where 
they provide the majority of employment opportunities. At the lowest levels, the distinction between the 
household and the firm becomes more and more blurred, since the poorest households, many of them female-
headed, conduct what have been called ‘survival enterprises’ with a single person engaged, or perhaps with 
unpaid family labour. Moreover in the developing economies, as mentioned above in section 2, households 
are disadvantaged in accessing financial services in the realms of both production and consumption. 
 
We need to think about how the concerns of the HLMME relate to those of the SMEWG. If ‘the need for 
alternative financial service delivery mechanisms’ is a useful organising principle for thinking about the 
problems of financial services for microenterprise across all economies, is the SMEWG the proper venue to 
study the issue? The paper returns to this issue in its concluding section. 
 
 
4. Microfinance 
 
For the developing member economies of APEC, microfinance is the most relevant ‘alternative financial 
service delivery mechanism’ for households operating in the informal economy.  It is certainly the most 
publicised, due to the many published accounts, both professional and popular, of the achievements of 
Grameen Bank and its founder, Dr Muhammed Yunus. The energetic advocacy of the ‘Microcredit Summit’ 
publicity machine has also increased popular awareness of  microfinance. 
 
For APEC’s developing member economies, it is appropriate to accept the specific definition of microfinance 
used in the Asian Development Bank’s Microfinance Development Strategy for the Asia-Pacific region (ADB 
2000, 1): 

Microfinance is the provision of a broad range of financial services such as deposits, loans, payment 
services, money transfers, and insurance to poor and low-income households and their micro-
enterprises.  
 

The Asian Development Bank’s definition is a good deal more inclusive than those adopted by many 
microfinance practitioners, who would apply strict criteria for loan size and targeting of clients, excluding from 
consideration the supply of services to people who are merely ‘low-income’, rather than poor. However for 
APEC’s purposes it is appropriate to focus on the supply of financial services to the bottom half or two-thirds of 
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the income ladder, since all of the poor and most of the microentrepreneurs are likely to be found there. And 
such a frame of reference enables the discussion to consider the achievements of such accomplished 
development financing institutions as BRI (Bank Rakyat Indonesia), BAAC (Thailand’s Bank for Agriculture and 
Agricultural Cooperatives) and Banco del Estado (Chile) which finance the microenterprise sectors in their 
respective economies. 

 
‘Microfinance’ encompasses access to savings and other financial services, as well as credit.  The term has 
come into greater currency since the early 1990s and has largely (but not entirely) supplanted the term 
‘microcredit’ in the professional literature. The latter term is now recognised as unfortunate because its use 
has focussed attention on a single aspect of microfinancial services, lending to the poor, and diverted attention 
from the need to develop systems of financial intermediation in which the poor are involved.  Savings is often 
described, in a memorable phrase, as ‘the forgotten half of rural finance’ (Vogel 1984). Using the term 
‘microcredit’ perpetuates this amnesia.  
 
Microfinance Institutions (MFIs) are developing forms of ‘microinsurance’ to protect the vulnerable from 
misfortunes, such as ill-health, which can tip them over the edge into poverty. In addition, microfinance 
practitioners are working to introduce newer services, such as money transfers. These are valued by poor and 
low income workers and their families, given their high degree of spatial mobility (both domestically and 
internationally) and the difficulty and expense they experience in remitting funds. 
 
 
5. Models of microfinance  
 
Among the proliferation of MFIs in developing and even some industrial countries, a number of distinguishable 
models have emerged.  The Grameen Bank model, referred to above, has been applied in many countries in a 
wide variety of settings.  The Grameen model requires careful targeting of the poor through means tests, 
usually with a focus on women and intensive fieldwork by staff to motivate and supervise the borrower groups.  
Groups normally consist of five members, who guarantee each other’s loans.  Some compulsory saving 
requirements are imposed, but in general quite limited voluntary saving occurs.  Sustainability is achieved by 
increasing the scale of operations, and by decentralising control and carefully managing costs.  While some 
other models have as their goal the creation of autonomous institutions, this is not expected of the individual 
borrower groups. In Bangladesh, where the greatest numbers of Grameen-inspired institutions exist, 
considerable innovation is occurring; only the basics of the original (and still most common) model are 
described here. 
 
The Village Bank is a widely replicated model, found mainly in Latin America and Africa, but with substantially 
less total outreach than the many Grameen Bank replications.  Typically, an implementing agency establishes 
individual village banks with between 30 and 50 members and provides capital (called the ‘external account’) 
for on-lending to individual members. Individual loans are repaid at weekly intervals over 16 weeks, at which 
time the village bank returns the principal, with interest, to the implementing agency.  A bank repaying in full is 
eligible for subsequent loans, with loan sizes linked to the performance of village bank members in 
accumulating savings.  Peer pressure operates to maintain full repayment, thus assuring further injections of 
loan capital, and also encourages savings.  Savings accumulated in a village bank can be loaned out to 
members (the ‘internal’ account).  The standard business plan calls for a village bank to accumulate sufficient 
capital in its internal account to enable ‘graduation’ after three years, by which time loan capital has been 
accumulated entirely from internal sources.  Hence village banks are intended to become autonomous 
institutions.  
 
Somewhat less structured than village banks (and a good deal less so than Grameen banks) are Credit Unions 
(CUs).  These are democratic, non-profit financial cooperatives owned and controlled by their members.  CUs 
mobilise savings, provide loans for productive and provident purposes and have memberships which are 
generally based on some common bond.  The memberships of CUs is likely to be more heterogeneous than 
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those of Grameen banks, although various CUs differ in the extent to which they include poorer and low-
income households.  CUs generally relate to an apex body that promotes primary credit unions and provides 
training while monitoring their financial performance.  
 
A fourth model, based on ‘self-help’ groups (SHGs) is somewhat similar to the village bank concept, although 
less structured.  Most prominent in India, but found also in a number of APEC member economies, SHGs have 
around 20 members who should be relatively homogeneous in terms of income and social status.  The primary 
principle of SHGs is the lending of members’ savings but they also seek external funding to supplement 
internal resources.  The terms and conditions of loans differ among SHGs, depending on the democratic 
decisions of members.  Typically, SHGs are promoted and supported by NGOs, but the objective (as with 
village banks) is for them to become freestanding institutions.  Some NGOs act as financial intermediaries for 
SHGs, while others act solely as ‘social’ intermediaries seeking to facilitate linkages of SHGs with either 
licensed financial institutions or other funding agencies.  The SHG model is a good platform for combining 
microfinance with other sectoral activities (maternal and child health and adult literacy, among others). 
However the relatively loose structure of groups makes rapid expansion of outreach and tight monitoring of 
performance more difficult than, say, with the Grameen Bank model. 
 
In a quite different category from the four models discussed above, each of which has strong voluntary 
elements involving the action of NGOs or community-based entities, is what might be called a ‘rural financial 
systems approach’. As practiced in Indonesia, this model exhibits a diversity of regulated financial institutions 
providing rural financial services.  These range from a national-level institution with substantial outreach and 
extensive networks to small, local institutions occupying particular market niches. Also, depending on the 
regulatory environment in a particular country it may be possible for an NGO to transform a successful MFI 
into a regulated financial institution. The rural financial systems approach to microfinancing will be discussed 
below, with particular reference to Indonesia. The “transformation” process in which NGOs evolve to become 
regulated financial institutions will also be described, in the context of the Philippines and the Latin American 
APEC economies.  
 
 
6. Microfinance in APEC’s developing member economies 
 
There is great diversity among member economies in the degree to which systems of microfinancing have 
emerged, in the institutional forms developed or adapted for them and in the policy and regulatory 
environments which shape those institutions. This account of patterns of development in the various 
microfinance sectors is designed primarily to give some indication of the diversity that exists.  
 
 (a)  Market economies in Asia   
 

Among the developing market economies there are considerable differences, both in the incidence of 
poverty, which might stimulate microenterprise development and microfinance initiatives as a 
response to disadvantage, and in the balance between private and public involvement in the process.  
For example, Malaysia and Thailand have considerably higher levels of per capita income than their 
APEC neighbours, Indonesia and the Philippines.  In Malaysia in particular, absolute poverty was (at 
least until the financial crisis from 1997) regarded as a residual and diminishing problem which could 
be eliminated early in this current century.   

 
The official Malaysian approach to microenterprise development, and to the provision of 
microfinancing services as an element in that process, has been essentially ‘social-welfarist’. 
Microfinance services for households without access to conventional financial institutions have been 
seen within the framework of a redistributive social policy involving substantial subsidies.  For the 
poorest Malays, the Government has nurtured a major MFI operated by an NGO, while the State 
agricultural bank has extensive rural outreach. For the off-farm microenterprise sector, another State 
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institution, the Credit Guarantee Corporation, underwrites commercial bank lending to small- and 
microenterprises, down to the level of street hawkers. 
 
In the case of Thailand, elements of subsidy (and implicit redistribution) have also been present in 
financial policy for lower income rural households.  However, there are marked differences between 
Malaysia and Thailand in microfinance policy and practice.  One such is that the voluntary or NGO 
sector of financial service provision is relatively undeveloped in Thailand.  Instead, a government 
agricultural bank has primary responsibility for microfinancing, and has become both an international 
leader in its field and an integral part of the Thai financial system.  

 
There is a division of labour between financial institutions serving the MED and informal sectors. The 
State agricultural bank, BAAC, primarily serves small and medium farms, cooperatives, and 
associations (with the last two of these serving many of microentrepreneurs). The poor and landless 
are served mainly by informal finance and a few government programs and NGOs.  Agricultural 
coo\peratives and village-level credit unions also reach poorer segments of the rural population to 
some extent. More recently, politically-driven rotating credit funds have been established in most Thai 
villages, but it is not clear that their financial sustainability is an important objective. 
 
Indonesia and the Philippines also provide some marked contrasts, both with one another and with 
Malaysia and Thailand. Indonesia has adopted a model of microfinance service provision based very 
largely on the operations of regulated financial institutions, whereas NGOs are of relatively limited 
significance. This was described above as the ‘rural financial systems’ approach to microenterprise 
financing. The emergence of sustainable and effective models of microfinancing within the formal 
financial system, many of them privately owned and operated, has been more a by-product of 
Indonesia’s efforts at financial sector development than of any conscious policy to stimulate 
microfinance, per se.  
 
The ‘Village Units’ of BRI, the State agricultural bank, have acquired an international reputation for the 
effectiveness of their outreach to middle and low income households operating microenterprises in 
rural Indonesia.  Indeed, the profitability and savings mobilization capacity of these Units kept Bank 
Rakyat as a whole afloat during the Asian financial crisis. Indonesia has also developed a range of 
small regulated financial institutions which serve the communities in which they are embedded 
effectively. 

 
By contrast, Indonesia also provides some examples of mass ‘microcredit’ programs involving NGOs 
and other community organisations (especially in the late Suharto era) which were politically-driven 
and not at all concerned with financial sustainability. There is also a long history of ill-targeted and 
subsidised schemes of directed credit serving the SME sector. 

 
Microfinancing in the Philippines has followed a more conventional course, based primarily on the 
energies of a burgeoning NGO community.  The influence of Grameen Bank methods of service 
delivery has been very strong in that NGO community, and the Philippines also has a regulatory 
environment favorable to the operation of small regulated banks suitable for microfinance.  The 
Philippine Government has explicitly incorporated microfinance into its poverty alleviation strategies, 
has encouraged NGOs to develop sustainable microfinance programs, and is beginning to promote 
the transformation of successful microfinance NGOs into regulated financial institutions.  
 
In the Philippines there are three categories of MFI, each of which answers to a different regulator.  
These are rural and thrift banks, NGOs which provide microfinancial services, and credit unions or 
cooperatives.  Of these three institutional types, the rural banks appear to deal with somewhat higher-
income clients and to make larger loans than the microfinance NGOs.  Many of the NGOs have 
adopted variants of the Grameen Bank model and, in general, group organisation of one sort or 
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another is their most common mode of service delivery. The assets of these three types of MFIs were 
equivalent to only about four percent of the assets of the commercial banking system in 1996.  
However, the combined number of MFI offices, some 7,900 outlets, was more than twice the number 
of commercial bank offices.  

 
Procedures exist for successful MFIs operated by NGOs to ‘transform’ themselves into regulated 
financial institutions. The government has established a ‘second tier’ financial institution specifically for 
the purpose of providing loanable funds for MFIs, as well as setting up capacity-building mechanisms 
for these institutions. The government has also acted to rationalise the proliferation of ad hoc credit 
schemes operated by line agencies of government, eliminating subsidies and ensuring that credit 
provision as part of targeted government programs becomes the sole preserve of regulated financial 
institutions. 

 
Microfinance is in its infancy in Papua New Guinea, and indeed financial sector development in 
general has not proceeded very far by comparison with the other developing market economies of 
APEC. Variants of the Grameen model are being trialled in a number of centres, and the Asian 
Development Bank is supporting the creation of a second tier microfinance fund and capacity-building 
facilities for MFIs.  There is a single small regulated financial institution, with as yet limited outreach, 
concerned to reach a low income clientele and to serve microentrepreneurs.  The Savings and Loan 
movement is in a revival phase, as is the State agricultural development bank.  

 
 (b)  Market economies in Latin America  

 
I present here some generalisations about microfinance in Latin America, even though our concern in 
APEC is with only three economies in the region, Mexico, Chile and Peru3. However, there appear to 
be some commonalities in the regional microfinance culture, perhaps based on language and 
intraregional communication (the latter assisted by the activities of international agencies, especially 
the Inter-American Development bank, and umbrella bodies with affiliates throughout the region). And 
commonalities observable in Latin American microfinance provide some interesting contrasts with 
what is seen in Asian APEC economies. 
 
In general, the focus of Latin American MFIs is on providing financial services to microenterprises as 
businesses, rather than on providing services to households of the poor. Loan sizes appear to be 
larger than in many parts of Asia, and the financing of agriculture and rural economic activities is 
relatively neglected in favour of servicing an urban clientele.  
 
In a number of countries the commercialisation of microfinance has proceeded relatively far, although 
larger banks which entered the field have in many cases now withdrawn. Instead, commercialisation 
has occurred more due to the operations of small regulated financial institutions, with many MFIs 
established by NGOs and community groups transforming themselves into such institutions. The 
creation of enabling legislative regimes in a number of countries has been a factor in this 
‘transformation’ pattern of commercialisation.  

 
Growth has been rapid in the regional microfinance sector recently, at 25 to 30 per cent annually over 
the period 1998-2001, according to one report. With a loan portfolio of around $1.4 billion in 2000, the 
continuation of such growth would require as much money again for loanable funds in less than three 
years. Borrower numbers were estimated at around 1.5 million, while a similar number are served by 
credit unions. Historically, some credit unions appear to have been established more as conduits for 
external grant funds than as savings mobilising institutions. This reverses the normal CU priorities, 
and in fact deficiencies in savings mobilisation appear to be a general weakness of MFIs in the region.  

 
3  I wish to thank my colleague Ms Eliana Jimenez for her assistance with this section on Latin America. 
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(c)  Transitional economies 

 
In the ‘transitional’ economies (China, Vietnam, Russia) there is a range of experience and some 
marked contrasts in terms of overall economic and financial sector development. The PRC offers a 
potentially enormous market for microfinance services, but effective financing for microenterprise 
development is hampered pending the resolution of major macroeconomic, fiscal and financial sector 
policy issues in the transition to a ‘socialist market economy’. In the meantime, interest rate controls 
remain a significant impediment to the emergence of sustainable microenterprise financing.  

 
There are a small number of MFIs adapting the lessons of international microfinance experience to 
Chinese conditions, in association with bilateral agencies and under conditions agreed with central 
and local authorities. But the Chinese NGO sector operates within narrow confines and there is little 
official tolerance for unregulated financial service ‘experiments’. Without the official approval enjoyed 
by bilateral projects, MFIs would experience problems with their legal identity and institutional status.  
 
The primary source of microcredit is government, which has adopted it as a poverty eradication tool. It 
is appropriate to call these programs ‘microcredit’ rather than ‘microfinance’ since there is no attempt 
to incorporate sav\ings into the model. The official policy of providing microcredit primarily in 
backward, resource-poor regions, rather than in regions (including cities) where greater economic 
opportunity exists for microenterprise, is another impediment to its success. This, together with the 
substantial interest rate subsidies involved,  reflects the fact that microcredit is seen as a social rather 
than a financial sector program. There is a need to allow local level financial institutions greater 
flexibility in setting interest rates for loans and deposits and to develop a range of bank and non-bank 
financial institutions (the latter including MFIs) engaged in microenterprise financing. 

 
Vietnam is experiencing a difficult transition to financial liberalisation.  It remains one of the poorest 
economies in the world. Among many elements in a poverty reduction strategy, the Government has 
focussed on the financial service needs of the poor, particularly in rural areas. Government efforts in 
the field have involved central bank regulation of interest rates, direction of the state banking system 
to provide subsidised credit to target groups and the creation of specialised financial institutions for the 
purpose. International agencies and NGOs have drawn the Government’s attention to the potential of 
microfinance to alleviate poverty and stimulate MED, and have supported a number of projects trialing 
imported microfinance models.  

 
An autonomous NGO movement, as distinct from mass organisations set up by the State, is still 
substantially lacking The mass organisations are important agencies for the provision of credit under 
official schemes. All these developments have occurred while Vietnam has been moving to establish 
the institutional framework for a modern financial system and to introduce elements of liberalisation as 
possible and appropriate. The growth of outreach of State banks during the last few years is a notable 
feature of the Vietnamese financial system. 
 
In the states which comprised the former Soviet Union, there was typically very little micro- and small 
enterprise, since the environment of the centrally-controlled economies was not conducive to their 
development. During the economic difficulties of the 1990s, income inequality increased in the 
Russian Federation, with some 35 per cent of population below the official poverty line at the end of 
that decade. These circumstances might be thought favourable to the flowering of informal sector and 
microenterprise activity, but the data suggest that less than 10 per cent of the labour force were 
employed in the micro (up to 10 workers) and small (up to 200 workers) enterprise sectors at that time. 
This does not, however, allow for underenumeration in the informal sector, where operators have good 
reason to remain unobtrusive. 
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Observers attribute the stunted development of microenterprise to a harsh legal and regulatory 
environment, to a repressive taxation regime, and to high transaction costs of operation. Under these 
circumstances, the issue of microenterprise financing is only one element in a complex web of 
problems. A cohesive approach to this complex of obstacles would be required to create an enabling 
environment for microenterprise development in Russia.  
 
Internationally-supported efforts to establish microfinance in Russia commenced during the 1990s, 
and took one of two forms. One was ‘downscaling’. This was a process in which commercial banks 
were encouraged, in projects supported by the European Bank for Reconstruction and Development, 
to adapt their financial technologies to the service of lower-income customers. The second approach 
is described as ‘upscaling’, supported by bilateral development assistance and international NGOs. 
This requires the creation of grass-roots organisations to offer specialised savings and credit 
programs, with either group or individual client relationships (by contrast with which the downscaling 
efforts of the banks were strictly on an individual client basis). The financial crisis of 1998 set back all 
these efforts, with the systemic problems of Russian banking posing particular difficulty for the 
downscaling approach. 

 
 
7. Microfinance and other financing alternatives in the developed economies 
 
By employing the concept of ‘alternative financing mechanisms’, among which microfinance is simply one 
possibility, we are able to extend the discussion beyond the informal sector in developing member economies, 
to embrace in addition certain deficiencies of financial service provision in more developed economies. There 
is a wide range of alternative financial mechanisms, outside the conventional operations of commercial banks, 
which may be observed in these economies. Indeed the appropriate 'alternative mechanisms' may be a good 
deal more heterogeneous than those needed in the developing economies.  
 
In this paper I confine myself to sketching some details of the situation in my own economy, Australia. First, 
however, it is appropriate to discuss the status of microenterprise in developed APEC economies and to 
consider the reasons why conventional microfinance, as practiced in the developing economies, has not 
flourished in developed economies. 
 
Microenterprise in the developed industrial economies is of relatively minor importance. The micro sector 
employs a small proportion of their workforces (for example the self-employed are only around a tenth of the 
male workforce in the US) whereas in developing economies a majority of workers may be in the sector. In the 
US, Canada or Australia, microenterprise suffers from the competition of large firms, whereas in developing 
economies there is marked segmentation of markets with the poor meeting most of their basic needs for 
services and commodities from informal sector sources. Industrial structure in Chinese Taipei is marked by the 
strength of its SME sector, with firms typically in complex supply chain relationships with one another and with 
large enterprise, while microenterprise has become a diminishing residual with economic growth.   
 
Microenterprise methods of production and distribution often come into conflict with regulated standards in 
developed economies, whereas in developing countries the regulatory environment is often more permissive, 
or at least more open to negotiation. And the existence of social safety nets in high income countries acts as a 
disincentive to engagement of the poor in microenterprise. 
 
Attempts to apply microfinance principles in developed industrial economies encounter difficulties for a number 
of reasons. The poor have access to conventional sources of finance, notably credit cards. Group methods of 
organisation encounter particular difficulties in the urban industrial setting, for reasons having to do with trust 
and people’s valuations of their own time (influenced in part by the availability of social welfare benefits). Also, 
the principal vehicle for asset-building in developing economies is incremental investment in home 
improvement, a process suited to microfinancing.  But this is much more difficult in industrial economies where 
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building codes and the commoditisation of housing impede incremental home improvement by owner-
occupiers. 
 
The universe of ‘alternative financial service delivery systems’ in developed member economies is substantial 
and diverse. Research conducted for the review of ‘microbanking’ to be included in the APEC Economic 
Outlook 2002 should increase our knowledge of the diversity of alternative financing mechanisms in operation. 
ABAC has conducted a survey in all economies to inventory and describe ‘Funds and Support schemes for 
Micro, Small and Medium Size Enterprises (MSMEs) in APEC’. This appears likely to provide useful 
information, at least for the more developed economies. The best approach to our substantial information 
deficit in this area would be to commission studies, based on a sound analytical framework, of financial service 
delivery mechanisms in all economies.  
 
Financial exclusion in Australia 
 
A study conducted in Australia noted the withdrawal (or at least the distancing) of commercial banking services 
from particular geographic areas and social categories, compelled by forces of rationalisation and 
restructuring, discussed above in section 2. According to Connolly and Hajaj, '[t]he most basic, and the most 
important financial service for most Australians is the bank account. The provision of a bank account is 
essential for receiving pay and benefits and making and receiving payments. Having a bank account is no 
longer a mere convenience - it is a prerequisite for engaging in the economic process'4. According to these 
Australian researchers, the impacts are suffered by households and small business: 
 

Less affluent communities which have lost banking services have tended to go into a steep decline 
which in due course touches almost every aspect of community life. This is not surprising in view of 
the significant manner in which Australian communities are geared through access to banking 
services. In many cases, ‘the bank’ acts as the main mechanism for attracting people to a given 
shopping locale. Over many years, other businesses have developed around a bank site, assuming 
that consumers would be attracted by the convenience of completing their financial transactions as 
well as their household shopping in the one place. The banks’ presence is critical for individual 
banking needs (and for the provision, through local knowledge, of the capital needed for business to 
grow and re-invest). 

 
Text box 1 contains a more detailed discussion of the consequences of 'financial exclusion' drawing on this 
Australian study. It details conclusions that would probably apply in other developed APEC economies, such 
as Canada and New Zealand.  
 
In Australia, there have been a number of responses, both governmental and community-based, to this 
removal of services. They include the establishment of ‘transaction centres’ for financial services in post 
offices, supermarkets and other places in communities from which the banks have departed. They include the 
emergence of ‘Community Banks’ in a growing number of towns and suburbs, facilitated by a ‘franchising’ 
operation in which a particular dynamic provincial bank offers citizen groups access to its banking license 
under a strict set of conditions as to capital commitment, community involvement and operational standards.  
 
The responses also include initiatives by the Australian credit union movement to fill financial service gaps in 
some communities. The Australian credit unions are, quite apart from their responses to these more recent 
changes in the Australian financial landscape, an interesting and instructive study of alternative approaches, 
given their progressive modernisation and embrace of technology and their efforts to reach out to new 
communities, including Aboriginal people and migrants.  
 

 
4 Connolly C & Hajaj K, Financial Services and Social Exclusion, Financial Services Consumer Policy Centre, 
University of New South Wales, Sydney, 2001. http://www.fscpc.org.au.  
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There is also some evidence of the reinvigoration of a nineteenth century social institution, the ‘Friendly 
Society’ as a base for providing access to financial services to the long-term unemployed and low income 
families. Efforts are being made to associate friendly societies and credit unions with RoSCAs (rotating 
savings and credit associations) which operate along traditional lines among the recently-arrived in some 
migrant communities. Other initiatives are being taken by voluntary welfare agencies to free low-income 
earners (the ‘working poor’) who do not have access to bank credit from dependence on so-called ‘payday 
lenders’ who operate at the factory gate. Such schemes have often started as low- or no-interest lending, but 
experience has convinced some agencies to attempt a greater degree of cost-recovery. 
 
It is obvious that most of the Australian microfinancial services described above are directed to households 
rather than to enterprises, and to financing consumption rather than investment. This serves to remind us of an 
important difference, discussed in sections 2 and 3, above. This is between the developed economies, in 
which there is usually a clear distinction between household and enterprise, and where relatively few 
enterprises are household-based, and the developing economies where, typically, the household is the 
enterprise. 
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Text box 1:  Financial Exclusion in Australia 

Connolly and Hajaj have studied the consequences for households and communities of financial exclusion, defined as 
'the processes that prevent poor and disadvantaged social groups from gaining access to the financial system'. They 
claim that financial exclusion 'has important implications for uneven development because it amplifies geographical 
differences in levels of income and economic development'.  
 
Community consequences of financial exclusion:  
 
In urban areas 

♦ Increased travel requirements 
♦ Higher incidence of crime 
♦ General decline in investment 
♦ Difficulties gaining access to credit 
♦ Decreased choice in local shops and businesses, and 
♦ Increased unemployment. 

 
In regional and remote areas  

♦ Financial drain from the community, as people travelled to larger centres to do their banking and shopping, 
with 88 per cent of respondents reporting that their expenditure locally had decreased 

♦ Loss of financial investment, with 30 per cent of respondents indicating that the new financial environment had 
persuaded them not to proceed with undertaking a loan, and 

♦ Loss of confidence in the community, with 90 per cent of respondents indicating they were now more 
pessimistic about the future of their community and 39 per cent reporting that they would leave if they could. 

 
Business consequences of financial exclusion 
 
In urban areas 

♦ General decline in passing trade 
♦ Loss of access to middle class and higher income consumers 
♦ Higher retail tenancy vacancy rates 
♦ Less investment 
♦ Difficulties in gaining access to banking staff with local knowledge – especially regarding lending 
♦ Higher cash handling costs 
♦ Higher insurance premiums, and 
♦ Increased risk of crime. 

 
In regional and remote areas 
Consequences for small business seem to be exacerbated. Research suggests that small business were the first to 
feel the effects of any withdrawal of financial services. These consequences included: 

♦ Increase in cheque cashing 
♦ Loss of cash sales 
♦ Accumulation of excess cash 
♦ Delay in deposit of cheques; and  
♦ Increase in bad debts. 
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Text box 1:  Financial Exclusion in Australia (cont'd) 

Another study cited by Connolly and Hajaj added the following consequences: 
♦ Increased security concerns due to the lack of secure facilities to deposit takings and the need to transport 

large amounts of cash to and from the nearest bank branches in an unsuitable vehicle such as a private car 
♦ Difficulties in obtaining small change, and 
♦ Farming businesses being particularly disadvantaged by the loss of bank staff with intimate knowledge and 

experience in rural banking. 
 
Connolly and Hajaj cite British research findings that a lack of local knowledge among financial institutions can 
perpetuate a cycle of urban degeneration. They note also that loss of local knowledge is a significant issue in both 
urban and regional areas, as it tends to make financial institutions more cautious in local lending, falling back on 
'national' lending models which may not be appropriate in the local area. 
 
Source: Connolly C & Hajaj K, Financial Services and Social Exclusion, Financial Services Consumer Policy Centre, 
University of New South Wales, Sydney, 2001. http://www.fscpc.org.au. 
 
 
8. An APEC agenda for cooperation on issues of microenterprise financing 
 
To repeat a point made above, in placing issues of microenterprise development on the APEC agenda in 
Shanghai last year, the Leaders demonstrated an interest in ‘development’ in a multidimensional sense, and a 
concern for issues of distribution and equity. Consistent with these emphases, APEC’s consideration of issues 
of financing for microenterprise should be concerned with abolishing financial exclusion as a central theme. 
Providing access and opportunity for microentrepreneurs, including at the household level which is the 
principal domain of microenterprise in developing member economies, is a legitimate area of cooperation for 
APEC.   
 
Economic and technical cooperation (or 'ECOTECH' in the unlovely jargon adopted by APEC) in this field 
could involve policy dialogue between relevant ministries, central banks and other regulators, and supervisory 
authorities. There is scope for exchanges of information and personnel, familiarisation visits, joint training 
exercises and the exchange of software and training materials. The application of information and 
communication technology (ICT) to microenterprise development and to improving the operational efficiency of 
microenterprise financing institutions is likely to be a particularly fertile field.  It is also consistent with the goals 
for expanded ICT access at the community level, as called for in the Brunei Ministerial declaration. The ‘e-
APEC Strategy’ endorsed by the Leaders in Shanghai needs to be pursued for the benefit of microenterprise 
as well as for SMEs and larger enterprises.  
 
There is a wide range of microfinance and microenterprise financing experience in the member economies, 
and probably an inadequate understanding within each region (or category of economy) about the resources 
and experience available within the APEC membership. In particular, the exchange of information between 
Latin American and Asian member economies could be facilitated with benefit to both sides of the Pacific. Text 
box 2 contains a summary of issues which could be the subject of policy dialogue, exchanges and technical 
assistance between APEC economies.  

http://www.fscpc.org.au/
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Text box 2:  Microenterprise Financing Issues  

Policy, Regulatory and Operational issues for which Policy Dialogue, Information Exchange and Technical Assistance 
between APEC Economies would be beneficial. These issues could also provide an agenda for study and policy reform 
within all economies. 
 
The scope of 'microenterprise financing': 
 
Given that 
i) households are the economic units most disadvantaged in regard to access to financial services in all economies 
ii) that a concern for 'shared prosperity' in the face of globalisation's negative impacts has been articulated in the 

Shanghai Declaration, and that this household disadvantage is a barrier to sharing prosperity more equitably in all 
economies, and 

iii) that (in developing member economies at least) the household is the most numerous unit of production, then 
  
the scope of 'microenterprise financing' for APEC's purposes should be understood to include households in all 
economies, and their financial service needs. It is appropriate to adopt the Asian Development Bank's definition of 
microfinance for our purposes, due to its focus on the household economic unit, its inclusion of a range of financial 
services (and not just credit) and its applicability to all economies. APEC's definition should then read: 
 
 Microenterprise financing is the provision of a broad range of financial services such as deposits, loans, payment 

services, money transfers, and insurance to poor and low-income households and their micro-enterprises relate 
this to earlier discussion. 

 
A POLICY ISSUES 
 
1. Persuading all relevant agencies (both within the APEC structure itself, and domestically within member 

economies) to commit to the principle that creating mechanisms for sustainable microenterprise financing is a key 
objective of financial sector development. 

 
2. Creating an enabling policy environment for microenterprise financing, starting with the freedom for service 

providers to set interest rates at levels which assure institutional sustainability and with freedom of entry by 
institutions to the microfinance market, subject to their satisfying appropriate regulatory and prudential standards. 

 
3. Designing an appropriate domestic financial sector architecture: Creation and/or facilitation of appropriate 

institutions, including some or all of the following: 
  Small banks or other small regulated financial institutions responsive to lower-end clients 

  Dedicated microfinancial services cells within commercial banks 
  Licensed non-bank micro-financial institutions (for profit, non-profit) 
  Reformed State rural and agricultural development banks   
  A viable and socially inclusive credit union movement 
  Second tier institutions for microfinance 

 Ratings agencies for MFIs to facilitate capital raising 
  Apex institutions for MFIs 
  Deposit guarantee mechanisms for regulated MFIs 
  Accountable civil society organisations providing financial and social intermediation. 
 
4. Avoiding the unintended adverse consequences for microenterprise financing of other financial sector policies, 

and of public policy more generally. 
 
5. Designing criteria and arrangements for direct government promotion of microenterprise financing. 
 
6. Supporting capacity-building for staff of MFIs and supervisory authorities. Establishing systems of accreditation to 

facilitate professionalisation. 
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Text box 2:  Microenterprise Financing Issues (cont'd) 

 
7. Finding the appropriate balance between assistance to financial and business development services for 

microenterprise. 
 
8. Supporting the commercialisation of microenterprise financing, by means including the ‘downscaling’ of 

commercial bank operations and the ‘transformation’ of MFIs into regulated institutions. 
 
9. Creating a policy and regulatory environment for telecommunications which facilitates the introduction of ICT to all 

appropriate financial sector (including microfinance) applications: transactions, training and public education, 
supervision. 

 
10. Achieving sufficient outreach, in the aggregate, to make a real difference. 
 
B. REGULATORY AND SUPERVISORY ISSUES 
 
1. Choice of institutions for regulation and appropriate authority(s) to regulate and supervise. 
 
2. Performance and reporting standards for regulated MFIs. 
 
3. Prudential regulation, including 
  Capital adequacy 
  Liquidity 
  Loan provisioning.  
 
4. Governance standards and appropriate self-regulation for institutions. 
 
5. Development and application of risk-based supervision techniques appropriate for MFIs.   

Application of ICT to data collection for off-site supervision and other purposes. 
 
6. Capacity-building for supervisory agencies and staff.  
 
7. Oversight of civil society organisations engaged in microfinance. 
 
8. Sensitive and supportive approaches to informal self-help financial activities. 
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Text box 2:  Microenterprise Financing Issues (cont'd) 

C. OPERATIONAL ISSUES  
 
1. Achieving operational and financial sustainability. 
 
2. Benchmarking for performance and reporting standards. 
 
3. Governance and transparency. 
 
4. Managing arrears. 
 
5. Savings mobilisation through development of attractive savings products. 
 
6. Mobilising other financial resources for scaling up. 
 
7. Human capacity building for staff, management and boards of MFIs, including the application of ICT for training. 
 
8. Human resource management, including remuneration and career structures. 
 
9. Effective management of group-based microfinance. 
 
10. Creating mutually beneficial working relationships between regulated financial institutions and other MFIs and 

informal financial service entities: financial linkages and social intermediation. 
 
11. Offering appropriate non-financial services; measuring and recovering their costs. 
 
12. Harnessing ICT for operational efficiency. 
 
13. New product development. 
 
 

 
 
 
9. Situating microenterprise financing within APEC: APEC’s SME Working 

Group  
 
The SME working Group reports to a ministerial-level meeting on SMEs, conducted annually as part of the 
APEC cycle. Ministers adopted an Integrated Plan for SME Development at their meeting in Kuala Lumpur in 
1998. This plan, to which the Leaders referred in the Shanghai Declaration of 2001, notes that  

SMEs form the backbone of the economies of APEC. They employ as much as 80 percent of the work 
force, contribute 30 to 60 percent of the GNP and account for around 35 percent of total exports in the 
region. They also make up over 95 percent of all enterprises.  

 
From this description of the scope of the SME sector, it seems likely that self-employed workers in the informal 
sectors of the APEC economies are, in principle at least, covered by the mandate of the SME Working Group. 
This impression is strengthened by the Ministers’ statement that 

The objectives of the Plan take into account the differences in the levels of development of each 
economy. In some of the developing economies there is also a need for special consideration of the 
interests of the micro-enterprises and SMEs operated and managed by women as they form the core 
of poverty alleviation and rural income augmentation programmes.  
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Further, on the subject of women and microenterprise, Ministers noted that 
In the case of SMEs operated and managed by women entrepreneurs it is necessary to discern the 
extent to which these enterprises face gender-bias impediments in their attempts to seek financing, 
skills, technology and training and in marketing their products. The interests of women entrepreneurs 
form an integral part of an overall approach to entrepreneurial development. Measures to address 
gender-bias impediments should seek to change mind-sets and publicise the fact that women have 
better repayment records as experience with rural credit institutions testifies.  

 
The Ministers’ comment on good repayment performance of women in rural financing appears to be informed 
by the much-publicised experience of microfinance institutions, such as the Grameen Bank, serving poor and 
low-income borrowers, especially women. 
 
The objectives of the Plan for SME development are stated as follows: 

 to accelerate the pace of SME development in accordance with its growth potential in the APEC 
region  

 to maximise SME efficiency goals along the region's key economic sectors - primary, industrial, 
trade and services  

 to enhance SMEs’ dynamism by facilitating their access to markets, technology, human resources 
and skills, financing and information  

 to strengthen the resilience of SMEs to withstand adverse macroeconomic and financial 
developments including external shocks  

 to achieve socio-economic goals through SMEs as a source of growth and employment especially 
in the rural sector of the developing economies of APEC  

 
In regard to the financing difficulties of SMEs, the Plan notes (in terms that apply perfectly well to 
microenterprises operated by the poor, and which explain why microfinance has been seized upon as the 
answer to their financing needs) that  

[they] have difficulties in defining and articulating their financing needs . The small size of these 
enterprises and the high transactions costs arising from the lack of collateral and thus high risks, explain 
the reluctance of bankers to provide financing.  

 
However the Plan’s discussion of measures to overcome these obstacles leaves one with the impression that, 
in practice, the SME Working Group is not concerned with either microenterprise development or the 
associated financing needs. It is suggested that 

…export credit refinancing schemes may be instituted to reduce the risks arising from exporting…and that 
..[o]ther forms of financing should also be made known to the SMEs. These include equity financing, issue 
of debt and venture capital especially in the high-technology industries. SMEs also need to be trained in 
managing various financial risks, in particular those arising from exposure to foreign exchange volatility 
which has now become a major feature of globalisation.  

 
The SMEWG’s concern is primarily with larger enterprises, those likely to be directly ‘trade exposed’. It is not 
concerned with petty traders and the providers of services in the informal sector, still less with the ‘survival 
enterprises’ of the very poor.  
 
However, there are other measures proposed which do have relevance for the microenterprise sector as well 
as for SMEs, such as the suggestion that 

Governments can set up credit guarantee corporations to insure commercial banks from default arising 
from advancing loans to SMEs without collateral…or that Documentation difficulties can be overcome by 
designing simple forms for loan applications rather than insisting that SMEs submit detailed project 
proposals. 
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But overall it seems clear that the SMEWG has not yet given attention to the specific needs of financing for 
MED, particularly as it is found in the less developed economies, as distinct from those of its close but much 
larger relative, SME. Since the SME Working group has focussed its attention so much higher up the scale, 
there must be doubt whether it is prepared to handle the agreement of principles for, and the conduct of 
cooperation concerning, microenterprise financing and MED issues between APEC member economies.  
 
The initiative of the APEC Economic Committee in commissioning a study of the regulation and supervision of 
‘microbanking’ is certainly consistent with the financial sector development perspective which this paper has 
argued is the most appropriate way of looking at the issues of microenterprise financing. It is to be hoped that 
this microbanking study will give adequate attention to the financial service needs of the ‘bottom end’ of the 
enterprise spectrum and that it will stimulate policy dialogue, exchanges and technical cooperation between 
APEC members in relation to the issues it raises. 
 
Microenterprise development is receiving attention in at least two major APEC fora during 2002, the HLMME 
and the Microbanking symposium. The outcomes of these two events may stimulate further discussion of this 
important set of issues at the APEC ministerial and/or leaders' meetings. We should hope they will lead to 
agreement at Los Cabos on some broader agenda for action in which MED could play a part.  
 
Such an agenda would be designed to complement APEC's drive towards free and open trade and 
investment. Microenterprise development and the creation of financing alternatives for the household sector, 
along with the Brunei goals for community access to ICT and complementary action in support of those goals, 
could be fashioned into a coherent set of ECOTECH activities which would be both 'trade-promoting' and 
'prosperity-sharing'. Such a program would need continuity after Mexico relinquishes the Chair. Succeeding 
APEC Chairs, Thailand and Chile in the first instance, would also have to pledge to accept responsibility for 
progressing such an agenda. 
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