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The Capacity Building Surveys:
Results and Reflections
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S

Capacity Building Surveys

Riccardo Graziano, Pasqualina Porretta, Giovanni Nicola Pes,
Cristiana Turchetti and Matteo Re

5.1 Methodological framework: aims, questionnaires

As underlined in the first chapter, the methodological approach of this
research is based on two questionnaires on the managing authorities’
capacity building in the microcredit sector and capacity building related
to financial instruments within the new EU regulatory framework.!
The previous chapter clarified the main guidelines of the EU cohesion
policy, the key features and objectives of the EU structural funds and the
possibility of using such funds to activate financial engineering instru-
ments dedicated to the microfinance sector in general and specifically
to microcredit.

An appropriate use of the structural funds requires programming,
monitoring and reporting skills by the European managing authorities
(MAs). It is therefore necessary to change the management methods of
such funds, according to the following guidelines (see Figure 5.1):

e Careful definition of the expected results according to the specific needs
detected in the different territories; the results must be measured through
indicators of the impact produced by public intervention on the
quality of living.

e Compliance with project deadlines by the subjects in charge.

e Mobilised and adequately competent partnership with regard to the
programmes to be implemented and the objectives set out to be promptly
involved in the decision-making process related to programming and
implementation policies.

e [nformation transparency and dissemination, through a continuous and
constructive exchange of information with the territories and the
actors involved in the partnership process.

213
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Definition of
expected
results

Binding Accurate
deadlines reporting

Mobilised and -
competent Periodic
partnership monitoring

Information
transparency and
dissemination

Assessment/
measurement

Figure 5.1 The management of structural funds: the main actions
Source: Authors’ elaboration.

o Assessment/measurement of the effects produced by the interventions and
how such effects take place through careful assessment of the social
and economic benefits.

e Systematic monitoring of programmes carried out through field verifi-
cation to ascertain the state of the art of the interventions carried out.

e Careful reporting and continuous dialogue with EU authorities; assistance
and structured coaching of the national managing authorities with
the relevant EU authorities with regard to the different thematic
objectives/structural funds implemented.

In this perspective, the authors deemed useful to present here the results
of two surveys dedicated to the MAs’ general capacity building (first
questionnaire) and their specific capacity building related to the micro-
credit/microfinance programmes (second questionnaire).

The first questionnaire (Figure 5.2), administered by the EIPA? is
divided into four key investigation areas: analysis of the main results of the
microcredit/microfinance programming activity, target group and other opera-
tional features, monitoring and reporting activities, regulatory framework for the
microcredit/microfinance sector. This first survey specifically aims to define
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Target group and Regulatory fr_amework
‘ of the micro-
other operational . .
credit/micro-finance
features
sector

Monitoring and

reporting activities

Figure 5.2 First questionnaire: investigation areas

Source: Authors’ elaboration.

Analysis of the main res
of the micro-credit/micro-
finance programming
activity

Monitoring and
eporting activities

Target group an
other operational
features

Regulatory framework o
micro-credit/micro-finance
and other sector

Figure 5.3 Second questionnaire: investigation areas

Source: Authors’ elaboration.

the need for capacity building in relation to the new EU regulatory frame-
work; identify what type of support may be more effective (exchange of
personnel, shared practices and learning, online platform, peer-to-peer
assistance); find out managing authorities available to share their experi-
ences and good practices with others. The questionnaire will be sent to all
managing authorities and certifying authorities of the member states.

The second questionnaire (Figure 5.3), administered by the Italian
National Agency for Microcredit (Ente Nazionale per il Microcredito)
within the Capacity Building project includes the following four inves-
tigation areas:

e Analysis of the main results of the microcredit/microfinance programming
activity: number of microcredit projects activated, amount of loans
granted, other results.

o Target group and other operational features: target group of the microcredit
programme, average amount of loans, operators/institutions involved in
the programme and their specific role, main guarantees required, etc.
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e Monitoring and reporting activities: presence/absence of monitoring
activity, reporting frequency, reporting methods, presence/absence
of disclosure, websites, etc.

® Regulatory framework for the microcredit/microfinance sector and others:
presence/absence of a specific regulatory framework for microfi-
nance/microcredit, which undoubtedly influences the legal and insti-
tutional layout of the microcredit programmes and defines both the
scope of operation and the technical and legal characteristics of the
financial instruments used in different EU areas.

The following section illustrates the objectives and specific content
of the investigation areas as well as the most significant results of
the surveys. Each area of investigation was examined using only data
collected through the questionnaires; no other sources were used.

5.2 The managing authorities’ interest and needs in
capacity building activities

To manage and implement ESI funds (European structural and investment
funds) is a process that requires many different skills. Often, however,
organisations face difficulties and have a hard time being efficient and
effective. Indeed, on the basis that such difficulties are common in most
of the member states, the European Commission decided to start a new
project in order to tackle the problem and try to give appropriate tools to
all those involved. The aim is to support intermediate bodies, enabling
them to implement and manage European funds efficiently.
Ashighlighted by many studies carried out by the European Commission,
the absorption level of European funds has been somehow low in certain
parts of the European Union. Owing to the data provided in the study
“A European fund for economic revival in crisis countries” (Marzinotto,
2011),3 it is possible to view the amount of funds that each member
state can exploit. The level of absorption is easily quantified, taking into
account the amount of outstanding funds as a proportion of the single
member states’ GDP. This indicator draws a peculiar picture concerning
the European Union and the unbalanced situation among member states.
For example, in Greece the percentage of GDP of outstanding funds for the
period 2007-2013 was 7 per cent (Marzinotto, 2011, p. §), and in Portugal
it was close to 9.5 per cent (Marzinotto, 2011, p. 5). Figure 5.1 provides
data concerning the share of outstanding funds for the programming
period 2007-2013 as a percentage of the total allocation of funds among
member states. It is possible to see that for many different reasons — which
are not the core of this study - there is underuse of the financial resources
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provided by the European Union. Ederveen et al. (2006)* points out that,
for example, EU funds are more effective in an environment characterised
by strong institutions (low corruption) and effective governance. This is
not new in terms of environmental requirements for an effective way of
pursuing certain goals. In fact, Charles Edquist gives a general definition
of institutions strongly stressing their importance in an environment that
can foster innovation and investments. “Many institutions are publicly
created (such as laws and regulations) and therefore easy to modify by
governments. However, others are created by private organizations, such
as firm routines, and they are much more difficult to influence by govern-
ment intervention” (Edquist, 2008, p. 14).°

Edquist’s statement is very clear and useful for the purpose of this
study. In fact, owing to this distinction between public and private insti-
tutions, it is possible to understand how easy it is, to a certain extent,
to modify public institutions so as to make them more effective. This is
very important for explaining why managing authorities have to have
a very high skill level: they are part of institutions that are more likely
to drive and influence the absorption of EU funds. Therefore, through
their trustworthy feedback and suggestions, they can actually influence
“public institutions”, making the implementation of European funds
easier for all the actors involved.

Nonetheless, in this scenario it is very hard to tell which can be
the main problems in managing and implementing European funds
correctly. However, among all possible causes slow absorption can be
one problem for enhancing and ensuring a good level of training for
intermediate bodies that are the channels for these funds. Therefore,
DG Regio’s® survey is very important for understanding the strengths
and weaknesses of the organisations involved in the various processes of
implementation, monitoring and evaluation.

5.3 The questionnaire: the investigation area

DG Regio structured the questionnaire in order to enable the member
states’ managing authorities to express their strengths and weaknesses
clearly as regards all the relevant areas concerning the managing and imple-
mentation of EU funds. Considering that institutional and administrative
capacity is considered essential for implementing EU funds effectively and
efficiently, the survey aims at carrying out an in-depth analysis concerning
where and how managing authorities can be supported. Thus, aiming at a
better governance, the survey is very specific so as to clarify in which direc-
tion the European Commission’s and member states’ efforts should be
channelled. Moreover, as stated earlier, an inefficient implementation and
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management of European funds leads to scarcity effects on the member
states’ real economy. Therefore, the need for a more effective capacity
building strategy is almost obvious both in terms of a domestic adminis-
trative modernisation and technical assistance under ESI funds. In partic-
ular, a more effective targeting of technical assistance is needed in most
member states. This entails a precise knowledge of the managing authori-
ties’ training needs. Therefore, this survey tries to investigate in which
areas more effective training might be necessary. The starting point chosen
concerns the thematic objective stated in art. 97 of the Common Provision
Regulations. The provisions of art. 9 are quite general and common to
many European funds. This occurs because the European Commission in
its first proposal for these thematic objectives aimed at prioritising expend-
iture toward defined general objectives, such as

e strengthening research, technological development, innovation;

e enhancing access to and use and quality of ICT;

e enhancing the competitiveness of SMEs;

e supporting the shift towards a low-carbon economy in all sectors;

e promoting climate change adaptation, risk prevention and
management;

e preserving and protecting the environment and promoting resource
efficiency;

e promoting sustainable transport and removing bottlenecks in key
network infrastructures;

e promoting sustainable and quality employment, supporting labour
mobility;

e promoting social inclusion and combating poverty and
discrimination;

e investing in education, training and vocational training for skills and
lifelong learning;

¢ enhancing institutional capacity of public authorities.

Secondly, the ex ante conditionalities were assessed in terms of training
needs. In fact, these are considered a key mechanism to ensure that
member states can provide an appropriate policy, legal and admin-
istrative framework for the effectiveness of ESI funds. Many studies
have clearly assessed how relevant it is to have the necessary capa-
bilities for understanding and working out certain tasks (innovation,
infrastructure and so forth). Therefore, it is necessary to have clear
feedbacks from managing authorities regarding the ex ante condi-
tionalities which they are able to fulfil. Should they not be able to, it
is important to provide the assistance needed.
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The general ex ante conditionalities concern

e Antidiscrimination: The existence of a mechanism which ensures
effective implementation and application of directive 2000/78/EC of
27 November 2000 establishing a general framework for equal treat-
ment in employment and occupation and directive 2000/43/EC of
29 June 2000 implementing the principle of equal treatment between
persons irrespective of racial or ethnic origin.

® Gender equality: The existence of a strategy for the promotion
of gender equality and a mechanism which ensures its effective
implementation.

e Disability: The existence of a mechanism which ensures effective
implementation and application of the UN Convention on the rights
of persons with disabilities.

e Public procurement: The existence of arrangements for the effective
application of EU public procurement law in the field of the CSF
funds.

e State aid: The existence of arrangements for the effective application
of EU state aid law in the field of the CSF funds.

® Environmental legislation relating to environmental impact assessment
(EIA) and strategic environmental assessment (SEA): The existence of
arrangements for the effective application of union environmental
legislation related to EIA and SEA.

o Statistical system and result indicators: The existence of a statistical
basis necessary to undertake evaluations to assess the effectiveness
and impact of the programs. The existence of a system of result indi-
cators necessary to select actions which most effectively contribute to
desired results, to monitor progress towards results and to undertake
impact evaluation.

The last part of the survey was devoted to an in-depth assessment of
training needs divided by topics. Therefore, for each “macro” topic —
such as programming, management, implementation, evaluation and
monitoring and financial management and control of the operational
management — managing authorities were asked in which ambit they
needed assistance or, if capable, whether they would provide such
assistance to other actors involved in the process. This part is crucial
for assessing the managing authorities’ capabilities and for under-
standing if they would be able to deliver a good service to the final
beneficiaries and the actors (i.e., SMEs) wanting to deal with European
funds. The results of this survey enable to draw a general picture of the
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managing authorities’ training needs. Moreover, it enables to address
their lacks more effectively in terms of knowledge. The outcome
of each part of the questionnaire will be further analysed in later
sections.

5.4 The sample used

With the beginning of the new programming period and considering
both the challenges and the problems faced during the previous one, DG
Regio tried to understand which might be the lacks in terms of capabili-
ties of the actors involved in the process of implementing, monitoring,
auditing and certifying projects financed by European funds. The survey
was sent to 500 representatives of managing authorities through unique
links (i.e., links accessible only by the email address owner) in order to
reach every region of each member state and understand, according to
their practical experience in the field, to what extent and in which areas
they would like to receive assistance.

Considering the nature of this survey and the specific questions asked
concerning the actual level of capabilities owned by the organisation,
only the employees aware of the internal capability level were able to
reply consistently. Therefore, the level of knowledge required to answer
the survey made the collection of responses rather difficult. To provide
a better understanding of the results analysed in the following section,
it is useful to consider some numbers. Hence, some data concerning
DG Regio’s survey are provided as follows: 410 email addresses, 130
surveys received before the deadline, return rate 31 per cent, 27 coun-
tries reached.

Considering that the survey examines specific topics, it is not surprising
that of 410 unique email addresses, only 130 actually completed the
survey. In fact, the information required was far beyond the awareness
level expected from a common employee. Indeed, in most cases, all levels
of the organisation were involved in an inner self-evaluating process.
In this scenario, a higher return level could not be expected, precisely
because of the amount of knowledge needed to assess in depth the skills
owned. Managing authorities are usually very complex organisations,
and to know inner strengths and weaknesses perfectly can be a difficult
task that necessarily involves the entire organisation and requires quite
a lot of time. Moreover, although English is nowadays very unlikely to
be considered a “barrier”, in this context it might have contributed to
the low ratio of replies and discouraged some “recipients” from taking
part in the survey.
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Chart 5.1 Geographical distribution of replies

Source: Authors’ elaboration based on the survey’s data.

Chart 5.1 represents the replies received per country. At an early
stage, it is possible to see that Italy (18 per cent), Germany (13 per cent),
together with the UK and France (both with the same number of replies),
represent almost 50 per cent of the total. “The Managing Authority is
usually either a strong central Ministry in the case of CSF and Objective 1
countries, or one of the line Ministries in the case of specific funds, OPs
or ROPs” (2003, p. 68).8

In this context, the size of each country certainly played an important
role in terms of number of replies. In fact, the managing authorities are
regional organisations often embodied in the state’s bureaus. Therefore,
the high number of regions existing in the country can be the main reason
for this disparity. However, despite the problems faced, the questionnaire
produced enough data to draw interesting conclusions and especially
provide a quite clear overview of managing authorities’ training needs.
Therefore, owing to this survey, it is possible to channel the European
Commission’s efforts more effectively in terms of training.

5.5 Main results

This section highlights the main outcomes. Thus, starting from the assess-
ment of the training needs divided by thematic objectives — according
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to which managing authorities were asked in which areas they needed
assistance — the results of the analysis develops toward ex ante condi-
tionalities. The last part, instead, concerns very specific needs in terms
of programming, management, implementation, evaluation and
monitoring and financial management and control of the operational
management.

5.5.1 Thematic objectives

Chart 5.2 represents the outcome of a general question concerning
the thematic provisions stated in art. 9 of the Common Provision
Regulations (CPR). As briefly described in Section 5.4, the CPR identifies
eleven thematic objectives common to

the European Regional Development Fund (ERDF);

the European Social Fund (ESF);

the Cohesion Fund (CF);

the European Agricultural Fund for Rural Development (EAFRD);
the European Maritime and Fisheries Fund (EMFF).

These different funds are established for pursuing common policy objec-
tives, and their management is up to member states and the commission.
Indeed, they represent one of the main sources of investments at EU
level enabling member states to increase economic growth and sustain-
able development. “The Commission considers that they can be more
effectively pursued if the five Funds are better coordinated to avoid over-
laps and maximize synergies, integrated fully into the economic govern-
ance of the European Union, and contribute to the delivery of Europe
2020 by engaging national, regional and local stakeholders”.’

The thematic objectives, as mentioned above, are definitely crucial
for managing authorities and for the effective implementation of the
resources available for the programming period 2014-2020. Therefore,
an in-depth analysis of the results on this topic is crucial.

Chart 5.1 highlights the need for further assistance and training for
all the thematic objectives. Especially in areas such as “Strengthening
research, technological development innovation” and “Enhancing insti-
tutional capacity of public authorities”, it is easy to notice that among
the answers to the questions on the thematic objectives 46 per cent of
the participants for the former and 52 per cent for the latter, respec-
tively, indicated the need for assistance.

Another aspect on which it is important to focus attention concerns
SMEs, more specifically “Enhancing the competitiveness of SMEs”,
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as well as “Supporting the shift towards a low-carbon economy in all
sectors”. The majority, 60 per cent and 63 per cent, respectively, indi-
cated the need for assistance in these fields. This result highlights that
the great majority of managing authorities does not think it has enough
capabilities to achieve these important thematic objectives. This lack of
capabilities can also be stressed by the fact that just 20 per cent of the
organisations that answered this question consider themselves able to
provide assistance to other organisations.

Nonetheless, the picture is not totally negative; in fact, regarding,
for example, the thematic objective “Enhancing access to, and use and
quality of, ICT”, 40 per cent of the managing authorities replying that
they would provide assistance. Hence, concerning the above-mentioned
topic and some others, it is possible to find organisations capable of
providing assistance; of course, to the extent of what they think about
themselves. After focusing the attention on several specific aspects of
the questionnaire, it is possible to adopt a general approach in order
to have a broader picture of the results concerning the thematic objec-
tives. Chart 5.1 highlights that in almost every topic taken into account,
managing authorities are much more likely to ask for assistance instead
of giving assistance. This means that there is a further need for training
on thematic objectives. Therefore, the European Commission should
consider this result as a “tip” for planning training more effectively in
order to prepare the actors for the upcoming programming period and,
in doing so, contribute to a higher absorption level in each member
state.

5.5.2 Ex ante conditionalities

As suggested by the name itself, general ex ante conditionalities are
criteria applicable to every sector and policy. The aim of the general
ex ante conditionalities is to set up a balanced framework in which
European funds can be implemented more efficiently. They concern
antidiscrimination, gender equality, disability, public procurement, state
aid, environmental impact assessment, statistical systems and result
indicators.

As shown in Chart 5.3, the situation regarding ex ante conditionali-
ties is slightly clearer compared with Chart 5.2. In fact, while in the
thematic objectives’ area there is a widespread need for assistance,
concerning the general ex ante conditionalities it is possible to identify
the specific topics that require more attention. For example, as regards
antidiscrimination, gender equality and disability conditionality, it is
possible to observe that roughly 60 per cent of the participants that
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answered this question marked “no need” for assistance. It is therefore
correct to say that the majority of the managing authorities are quite
confident on these topics. Nevertheless, this is not the only aspect that
can be inferred from Chart 5.3. In fact, from observing this figure, it is
also clear that in the case of topics such as public procurement (with
60 per cent of the total responses for need for capacity building assist-
ance), state aid (with 58 per cent) and statistical systems (with 54 per
cent), managing authorities expressed a general tendency of need for
assistance.

5.5.3 Programming

As discussed earlier, the managing authorities’ needs for assistance were
analysed. In order to better understand the relevance of this topic, it
may be useful to start with a consideration: “As well as being a core
principle, Programming is a key management tool. Conducted on a
multi-annual basis, it involves the determination of objectives to be
achieved against the background of an analysis of the socio-economic
context, and the identification of Priorities and Measures capable of
converting these objectives into forms of intervention, or projects, that
will deliver the outcomes desired” (Herta Tédtling-Schénhofer [OIR], Pat
Colgan [OIR], Haris Martinos [LRDP)], Begona Sanches [IDOM], 2003,
p.- 13).19 In this regard, the participants were asked on what basis they
chose the thematic objectives for whose tasks they needed assistance
the most.

The first graph on programming (Chart 5.4) shows clear data high-
lighting recipients’ general propensity toward need for assistance on
programming. The data collected are as follows:

e Setting up financial instruments (implementing modalities): 91 per
cent of total responses state “need for assistance”.

e Developing and implementing strategies and plans in relation
to the e-Cohesion: 81 per cent of total responses state “need for
assistance”.

e Establishing a performance framework: almost 93 per cent marked
“need for assistance”.

e All tasks related to programming: in this case, almost 64 per cent of
the total responses stated “need for assistance”.

Chart 5.5 highlights that managing authorities, at least those that
answered this question, need help in managing this task. However, this is
not a bad result. In fact, now it is possible for the European Commission



‘e3ep $,49AINS Y} UO Paseq UOHRIOQR[d SIOYINY 22UN0S

JuauwRgeuew [euonerndo
9Y3} JO [OIIUOD pUe JUWASLULW [RDULUI pUk SULIO}IUOW puk uonen[ead ‘uvonejusuwdduwr ‘Juswadeuew ‘SuruweiSol] 'S oY)

souejsisse apinoad o1 Buiim aq pinopn [ll  @ouessisse Joj peeN [ _

uolsayon-a ay} 0} uoneal (seniepow
Bulwwesboud ylomawely ul sueid pue saibejelis Bunuswa|dwi) sjuswnisul
0] pajejal syse} ||y souewlopad e bulysigeisg  Bunuswejdwi pue Buidojaraqg |eroueuly dn Bumes

Bulwwesboly



Capacity Building Surveys 229

Management
0.8
0.7 4
0.6
0.5
0.4
0.3
0.2
0.1
0 +
Ensuring adequate Setting up/implementing  Setting up/implementation All tasks related to
designation of authorities a HR strategy within of a quality management Management
for each operational authorities responsible system within authorities
programme (with clear for each operational responsible for each
sub-delegation of tasks) programme operational programme

| [E Need for assistance [l Would be willing to provide assistance

Chart 5.5 Management
Source: Authors’ elaboration based on the survey’s data.

to address the lack of capabilities that make managing authorities feel
dubious or unable to provide assistance as regards a more effective and
efficient “programming”.

5.5.4 Management

Chart 5.6 confirms the general trend discussed above but with slightly
different data. In fact, as regards the choices “Setting up/implementing
a HR strategy within authorities responsible for each operational
program” and “Setting up/implementation of a quality management
system within authorities responsible for each operational program”, it
is possible to observe that for the former, almost 74 per cent of those
that replied to this question marked “need for assistance”, and almost
80 per cent did the same for the latter. As regards “Ensuring adequate
designation of authorities for each operational programme (with clear
subdelegation of tasks)”, it is possible to observe that almost 53 per cent
chose “need for assistance”, while 47 per cent stated they were able to
provide assistance. Therefore, in this respect it is necessary to increase
the level of capabilities of managing authorities, even if not to the same
extent as regards the programming task.

Chart 5.6 provides data on implementation; in other words, it shows
whether managing authorities think they are capable of implementing
European funds or need assistance. This task can be considered the one
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that influences most directly the absorption of ESI funds; therefore each
response deserves to be analysed.

e Preparing projects pipeline: concerning this topic, 75 per cent of the
total responses stated “need assistance”.

e Ensuring the proper procedures on preparation and organisation of
call for proposal: here 72 per cent of the participants replied “need
assistance”.

e Ensuring transparent and effective selection of projects: also in this case,
64 per cent marked “need assistance”.

e Ensuring proper procedures to fit with other ESI and EU directly managed
funds: as regards the effective coordination with other direct funds,
85 per cent of repliers marked “need assistance”..

e Ensuring that beneficiary has adequate administrative, financial and
operational capacity to implement projects: not to the same extent as
other replies, but also here the majority of respondents (68 per cent)
answered “need assistance”.

e Ensuring adequate support to the (potential) beneficiaries: concerning the
support to beneficiaries, almost 75 per cent marked “need assistance”.

e Implementing simplified cost options/other simplification: in this case,
82 per cent of the participants replied “need assistance”.

® Ensuring proper procedures to match public and private partnership and ESI
funds: 92 per cent, in this case.

e Supporting the work of intermediate bodies: also concerning this topic,
66 per cent of the total responses stated “need assistance”.

e Developing and implementing an effective information and communication
strategy: this topic is the only one within the implementation task
where the situation is balanced; 50 per cent chose “need assistance”
and the other 50 per cent “would be willing to provide assistance”.

Implementation is one of the most important tasks that positively
or negatively affects the level of absorption and the actual “use” of
European funds; nonetheless, in this field, managing authorities show
a deep need for assistance in order to implement, plan and coordinate
ESI funds.

5.5.5 Evaluation and monitoring

“Feedback complements the use of strategic objectives and decentralized
implementation processes. Feedback systems should be improved to
produce consistent monitoring and evaluation systems, which include
transnational thematic evaluations by the Commission. Strict financial
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control would also become more important” (Lang et al., 1998, p. 5).!!
The European Commission’s approach is based on the collection of data
and feedback in order to modify and enhance how the European funds
are managed and implemented. In this light, evaluation and monitoring
have acquired increasing value across the years. Nonetheless, Chart 5.7
reflects a further need for training. Especially for topics such as “Setting
up a system to gather reliable financial and statistical information on
implementation” and “Drawing up an evaluation plan and executing
evaluations, including evaluations to assess effectiveness, efficiency and
impact of a programme”, it is possible to see that both — the former
with 88 per cent and the latter with 66 per cent — express an important
need for additional assistance. These data are very important because
the improvement of the effectiveness of ESI funds goes hand in hand
with data collection and feedback. Therefore, it is necessary to respond
to a request for assistance in order to have progress in the European
funds framework.

5.5.6 Financial management and control of the operational
management

Chart 5.8 represents the outcome of the task related to “financial manage-
ment and control of the operational management”. In this case, it is
possible to see how the opinions collected are different for each area. In
fact, as shown in the graph, in areas such as “Putting in place effective and
proportionate anti-fraud measures”, the majority (90 per cent of those
that replied) needs assistance, and in areas connected to “all tasks related
to financial management and control of the Operational management”,
77 per cent of the people who replied pointed out an overall need for
assistance. While these results can be easily interpreted because of the
strong consensus of the need for assistance expressed by the recipients,
the situation is quite different for other tasks; some of the recipients
would like to receive assistance, but some others would like to offer it. In
fact, it is possible to see how — for example, in the task “Ensuring proper
procedures for administrative verifications and treatment of application
for reimbursement, authorization of payments, and on-the-spot verifi-
cations” — 64 per cent of participants stated they would provide assist-
ance. By adopting this option, they assume they are capable enough to
fulfil this task and eventually provide assistance to external actors. Also,
concerning “Monitoring the results of the management verifications and
audit results”, the data show how the situation is quite balanced, and
thus, by creating an efficient network, managing authorities would be
able to support each other in carrying out this task.
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5.6 Conclusions on first survey

It is difficult to assess the training needs of intermediate bodies. It is
even more difficult when taking into account that often these organi-
sations are within bigger public administrative bodies. Indeed, this
scenario makes the inner self-assessment process rather slow and
hard to pursue. Nonetheless, the survey — carried out by DG Regio —
produced very clear and important results for channelling the European
Commission’s training efforts more effectively. The theory according
to which a highly skilled and independent bureaucracy is crucial for
driving the economy toward innovation and therefore economic
growth!? can further clarify, if necessary, the relevance of this study and
the importance of the capability level of intermediate bodies. Indeed,
these are the most important actors for an efficient and effective imple-
mentation of public funds; therefore, for enhancing the impact on the
real economy, the starting point can actually be training. The DG Regio
survey does its part by highlighting the managing authorities’ need for
assistance, in other words training, throughout the EU. Owing to the
data collected, it is possible for the commission to know how to fill
the knowledge and capabilities gaps and make the EU’s intermediate
bodies able to fulfil the challenges put in place by the new program-
ming period 2014-2020 and face the eurozone’s still stagnant economic
condition.

5.7 Second survey: aims, investigation areas and
sample used

While the first questionnaire focused on the MAs’ general capacity
building in Europe, with the second questionnaire the Italian National
Agency for Microcredit, within the Capacity Building project, sought to
acquire information on the specific capacity building of the EU member
countries in the microfinance sector for the following reasons:

e The microfinance sector is playing an increasingly strategic role
following the economic slowdown and crisis that gripped several
European countries and produced a growing number of financially
excluded subjects (socially excluded as well).!?

e The EU cohesion policy stresses the need for smart, sustainable and
inclusive growth of population targets who struggle to be actively
part of their social and economic contexts as well as the MAs’ neces-
sity to establish clear, transparent and measurable objectives.



236 Porretta, Pes, Turchetti and Re

The workgroup of the Capacity Building project of the Italian National
Agency for Microcredit decided to verify the state of the art of the MAs’
capacity building in terms of programming, monitoring, measurement/
assessment of activity in the microfinance/microcredit programmes. In
this perspective, the workgroup designed a questionnaire that started
from a few key questions: “Did the MAs carry out measuring and moni-
toring activities on the micro-finance programmes? Do they own data
on projects activated, loan amounts, etc.? What are the target bene-
ficiaries of the programmes? Is there a regulatory framework on the
micro-credit and micro-finance sector?” These questions constituted
the guidelines used by the workgroup to elaborate the four investiga-
tion areas presented herein (see Section 5.1): (1) analysis of the main
results of the microcredit/microfinance programming activity; (2) target
group and other operational features; (3) monitoring and reporting activities;
(4) regulatory framework of microcredit/microfinance sector and others. The
questionnaire was prepared following meetings and discussions on the
topics analysed by making use of all expertise and skills developed in
the microfinance sector; the questionnaire underwent a preliminary
testing phase in order to tweak and improve the questions; then it was
sent by mail to the recipients, and they were contacted by phone to
complete it — all over a period of two months. According to a precise
choice of the workgroup, the questionnaire collected data related to the
period 2011-2013.

The questionnaire was sent to the following countries: Belgium,
Cyprus, Estonia, Finland, France, Germany, Greece, Ireland, Italy, Latvia,
Malta, Poland, Portugal, United Kingdom, Czech Republic, Romania,
Slovenia, Spain, Sweden. In some cases, multiple MAs were contacted
within the same country, for instance Italy, where the questionnaire was
sent to the four regions involved in the former convergence programme
(Campania, Calabria, Apulia, Sicily). The questionnaire was adminis-
tered by contacting the recipients by email and telephone. The response
rate has been very low (see Figure 5.4); this does not allow us to infer
statistically valid and solid observations on the topics investigated but
only to lay down some preliminary considerations. The scarce number
of questionnaires filled (just nine) is also the result of an objective diffi-
culty of the MAs to find the required data and, most likely, also a sign
of their poor reporting and monitoring activity on the microfinance
programmes implemented.

These preliminary findings lead us to consider this questionnaire a
work in progress to be sent again to the MAs in a few years, when hope-
fully the cohesion policy will prompt the member states to put greater
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attention to monitoring and measuring the social and economic impact
produced by the funds provided by the European Commission. Likewise,
the member states will hopefully focus on their reporting activity as well
as on measuring and assessing results achieved.

However, this second empirical analysis provided an opportunity to
reflect on the weaknesses of the structural funds management methods
of the member states.

5.8 The main results of the survey: first considerations

This section highlights the main outcomes of the second survey; more
precisely, it offers some reflections on the items analysed within the
reference period (2011-2013) and the four investigation areas. Not all
questions contained in the questionnaire were processed and presented
in the tables below; we focused only on the ones that received the most
answers.

5.8.1 Analysis of the main results of the microcredit/
microfinance programming activity

According to the nine questionnaires available, we can observe a growing
number of microcredit programmes activated in the period investigated
(Table 5.1); some of the countries that returned the completed question-
naire claimed that they did not activate any specific programme dedi-
cated to the microcredit/microfinance sector in the three-year period
analysed.

Table 5.2 shows instead that the total amounts of the loans granted
under these programmes vary considerably from one country to
another; for each one of these, the capacity building workgroup showed
not just the total amount of loans granted (economic additionality)
but also other results worth mentioning. The answers to this ques-
tion are integrally presented in Table 5.3, which shows that the answer
sought was often not provided. The main reason most likely lies in a
lack of monitoring on the projects and programmes activated that could
measure their social and economic impact. This is one of the criticali-
ties specifically addressed by the new EU cohesion policy, which regards
monitoring, measuring and reporting as some of the most strategic and
critical phases of the entire programming activity.

The workgroup tried also to use the questionnaire to get an under-
standing of the type of microcredit programmes activated in the three-
year period (entrepreneurial microcredit/social microcredit) as well as the
beneficiary target groups of the microcredit/microfinance programmes.
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Table 5.1 Programmes activated

How many
microcredit/
microfinance

programmes have
been implemented
by your institution
during the last three

years (2011-2013)? 2011 2012 2013

Belgium n/a n/a n/a

Italy (Sicily) 1 1

Italy (Campania) 1 1

Italy (Apulia) 1 1

Latvia 1: Microlending 1: Latvian Swiss
programme microlending

programme

1: Latvian Swiss
microlending
programme

Poland n/a n/a 2

Portugal 1: Azorean 1: Azorean 7: Azorean

Slovenia (Maribor)
Slovenia (Ljubljana)

Wales

Total

Scheme Support
for microcredit

based on banking based on banking

loans
n/a
n/a

1: Delivery
of JEREMIE
microfund

4

Scheme Support
for microcredit

loans

n/a

n/a

2: Delivery

of JEREMIE
microfund
Launch of Wales
Micro-Business
Loan Fund

6

Scheme Support
for microcredit
based on
banking loans

n/a
n/a
2: Delivery

of JEREMIE
microfund

Delivery of Wales
Micro-Business
Loan Fund

15

Source: Authors’ elaboration based on the survey’s data.

Most MAs that were administered the questionnaires declared that
80 per cent of the programmes activated are entrepreneurial microcredit,
and 60 per cent of them seem to be dedicated to bankable subjects. Some
MAs clearly say that they have no clue about the bankability of the
subjects financed: “We do not monitor and do not have any evidence
whether enterprises are in a position to get the bank loans or not”.
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Table 5.2 Total amount of programmes activated

What is the total

loan amount related
to the microcredit/
microfinance
programmes disbursed
in each of the last

3 years (2011-2013)? 2011 2012 2013
Belgium n/a n/a n/a
Italy (Sicily) 1,554,281.00 Monitoring as of 30

June 2013. The total
amount of loans
disbursed including
those granted in
2012 is 1,887,001.00

Italy (Campania) n/a n/a 9,516,190.90
Italy (Apulia) 365,167.45
Latvia 1,313,000 3,662,000 1,962,000
n/a n/a n/a
Poland n/a n/a Around €1 million
Portugal 27,611 59,361 112,178
Slovenia (Maribor) 5,000,000 n/a n/a
Slovenia (Ljubljana) n/a n/a n/a
Wales 496,995 95,613 1,988,282

Source: Authors’ elaboration based on the survey’s data.

Table 5.3 Other main results

What are the main results of your microcredit/microfinance programmes
that you could highlight?

Belgium n/a

Italy (Sicily) According to the 2012 results, the instrument of social
microcredit pursuant to art. 25 of regional law no. 6/2009,
as subsequently modified and amended, mainly met the
need to support household expenditure for life projects
aimed at developing and/or improving their social and
economic conditions and to implement measures ensuring
access to credit for households as well as the provision
of decent housing with the minimum facilities to ensure
dignified living

Italy (Campania) Results cannot be evaluated at the moment

(Continued)



Table 5.3 (Continued)

What are the main results of your microcredit/microfinance programmes
that you could highlight?

Italy (Apulia)

Latvia

Poland

Portugal

Slovenia
(Maribor)

Slovenia
(Ljubljana)

Wales

The Microcredit Fund for Enterprises of the Region Apulia

is provided under the Multiannual Operational Programme

of Implementation of the PO FSE 2007-2013 (Axis II
“Employability”) with the objective to ensure access to credit

to non-bankable subjects who have good investment ideas. 324
preliminary applications were completed online. They generated
a total request for funding amounting to €7,194,940.68. The
average loan requested per application is €22,206.60. 426
preliminary applications are being processed on the Apulia
System (Sistema Puglia) portal. As of 31 December 2013, the

first 315 applications submitted were checked for eligibility
purposes, with the following outcome: 82 applications cannot
be processed; 233 applications can be processed

Out of the 233 applications that can be processed, for 169

of them interviews were held and requests for loan were
formalised. Out of these applications, 90 were accepted, 33
were not accepted, and 27 applicants dropped their requests.
Currently, 22 applications are being examined. Decisions to
grant loans were approved for 90 enterprises. Total loan amount
granted so far amounts to €365,167.45 for 16 enterprises

Improved access to finance (both for investment and
current assets) for microbusinesses, especially in rural areas;
approximately 2,000 safeguarded or newly created jobs

1. The SEE Support Programme (the programme has been
activated in March 2013):
- 51 loans granted to Social Economy Enterprises (SEE)
— Executed 17% of allocation of the SEE Support Programme
— Loans granted under S separate loan funds covering the
whole area of Poland and loans granted directly to SEEs

2. The start-ups support project:
- The project has been implemented for 6 months so far

3. Loan funds for start-ups were established (start-up support
project financed by national public funds).

Allows for access to credit, creation of self-employment
activities, development of personal projects, financial
survival of families
Total of 212 micro and small
enterprises supported
We did not have a financial instrument like microloans; with
regard to financial engineering instruments, we implemented
interest rate subsidies, guarantees and a joint venture scheme
(repayable aid) through financial engineering instruments

n/a

Source: Authors’ elaboration based on the survey’s data.
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Table 5.4 Target of the microcredit programmes

Unemployed or Young people
Years people on welfare Women  (18-30 years old)
2011 X, X X X
2012 X X X
2013 X, X, X X X

Source: Authors’ elaboration based on the survey’s data.

Most microcredit/microfinance programmes activated in the 2011-2013
period were dedicated to unemployed individuals or people on welfare,
women or young people, as shown by Table 5.4.

During the research, we also tried to investigate the kind of networks
the MAs implemented for activation of the programmes; so we asked
them to indicate what other institutions (banks, credit guarantee
schemes, other financial corporations, etc.) were involved and the
roles they played in the programme. The Latvian MA pointed out that
“In both the previous and the current Micro-lending Programme, the
bank is directly involved, with the exclusion of any other institutions”.
Generally, the most mentioned subjects were public regional finan-
cial companies and banking intermediaries. Companies/institutions
providing non-financial services were never mentioned, probably due to
scarce awareness that such services are strictly complementary to provi-
sion of credit.

Generally, the microcredit/microfinance programmes were activated
to provide personal guarantees to support loans or, alternatively, guar-
antees required for loan disbursement purposes; in just one case (micro-
loans for micro and small enterprises: Slovene-Ljubljana Programme)
two bills were required, and in another one the publicly financed fund
to cover the first loss of an operation was activated for small business
enterprises (Slovene-Maribor).

Question 12 was aimed at identifying the financing methods of the
microcredit programmes activated. Table 5.5 shows the clear reliance of
these programmes on public funds — a peculiar yet common occurrence
in the microcredit sector.

A few interesting answers were provided on features of the programmes
that the MAs would like to change; some of them, in fact, pointed
out a need for “more promotion of entrepreneurship, more entre-
preneurship training in order to provide the skills needed to create a
business”.
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5.8.2 Monitoring and reporting activities

All the MAs that filled the questionnaire claimed that they monitored
and controlled the programmes activated, although such statements
seem to collide with a clear lack of data on the social and economic
impact of such programmes as requested by the questionnaire.

The question “describe how often the report is carried out as well
as recording methods and data” was answered quite differently by the
various MAs contacted (see Table 5.6); as a matter of fact, the table seems
to indicate that the MAs are willing to monitor the activities only for the
purpose of complying with the EU authorities, instead of considering it
one of the strengths of the programmes. In particular, the Latvian MA
pointed out that “the report contains both description of the progress
and statistics of the microloans awarded (including regional dimension,
branches, etc.), as well as detailed information on actual management
costs (as these costs are fully covered by public funds)”; similarly, the
Polish MA stated that “the report contains quantitative data concerning:
loans, disbursements, borrowers, applications, state of a bank account,
information and promotion, amortisation, vindication”.

Almost all the MAs analysed activated a website dedicated to their
microcredit/microfinance programme; in some cases though, such
websites provided scarce information on the programme’s details
(Table 5.7).

5.8.3 Regulatory framework of microcredit/microfinance
sector and other

Question 16 was aimed at understanding whether, in the MAs’ opinion,
their microcredit/microfinance programmes were or were not useful to
tackle the current economic-financial crisis. Almost all MAs came up
with a positive answer; the Welsh MA pointed out that “All applications
for investment received by Finance Wales are from Welsh SMEs with
growth aspirations, either from start-up business or existing companies.
They approach Finance Wales if they have been unable to source the
funding from traditional private sector sources. Finance Wales provides
the ‘gap’ funding, as a result of the applicant being considered too high
risk for the private sector or due to a lack of available security. As a result
of the economic crisis the banks’ appetite for risk has further dimin-
ished, increasing the need for Finance Wales provision. The businesses
supported are looking to grow and safeguard and create local jobs”. At
the same time, the Latvian MA explained that in their opinion, “Every
kind of micro-lending facilities, not only in the context of the crisis,



‘e3ep $,49AINS Y} UO Paseq UONRRIOQR[d SIOYINY 22UN0S

syndino pue duewIojd Jusunsaaur uo Juniodal ‘siseq Aj1a3renb e uo parmbar Sunioday
siseq-A93renb
e UO AJUO S}UWINIISUT SULIUISUD [eIoOURUL) JO UoneIudw[dwWI 9y} uo uorssiuuwo)) N 9y} 03 310dar app
AJ1ea4 ‘A[1931enb :ASojouydy, pue
JuawdOPAd(] JTWOU0IY JO ALISIUIA U} YIIM IUWIISe [eIDURUY 39U} YIIM 2DURPIOdIL UI N0 pariIed st Jurroday
eyep [edonsnels A[lu0
UONRJIPUIA ‘UOTIBSIHIOUIR ‘Uonowold pue UoneuIIoful

Junodoe yueq e jo 3je3s ‘suonedrjdde ‘STOMOIIOQ ‘SIUWASINGSIP ‘SULO] SUTUIIDUOD elep dAneuenb —

{A3110( Te100S pue 1oqeT Jo ANSIUlA 3y} Aq papraoid uioy uonedridde
[29X7 2u3 duisn siseq Apr231enb e uo jsedf je no parred aq ysnw unroday :309loid 3roddns sdn-jress oy, g

uonedIpula ‘Surjoryuod ‘uonjowoid pue UORULIOJUI ‘U NSUOD

qunodoe Yyueq e Jo a3els ‘suonedridde ‘SIamMoII0q ‘SJUWASINGSIP ‘SUBO] SUIULIDDUOD iep aaneijuenb —

“yuawdo(eAd(d pue 2INdNIISLIJUT 10J ATSTUIN YSIOJ U3 £q papraoid wiioy uoryedridde
gom a3 ySnoiyy siseq A[1931enb e uo jses je Ino patured 9q ysnuw Junioday pwweidoid yoddng gas oy 1
(spunj o11qnd £q pa12A0d A[[NJ I SISO ISAYJ SB) SIS0D
JjusuRSeURW [ENIOR UO UOHRULIOIUT PI[IRIIP SB [[9M Sk ‘(*D39 ‘saydurIq ‘Uolsuawip [euoldar Surpnpur) papraoid
SUBROJOIdTW 93 JO sdnsne)s pue ssa1doid ay3 Jo uondirdsap yioq sureyuod s3rodar oy, ‘Teak yoes jo Suruuidaq ay;
1e 310dar A11e34 e se [[om se ‘siseq A[1931enb e uo syrodar rengar jo uorsstugns sarmbar yuswreaide 30sloid sy,
s300(o1d TenplAIpuUI 9Y3} UO UOIRWIOJUL I9YIO S [[om
Se SI0jedIpUI [eUIIO] pue [edIsAyd ‘Jerdueury urpnour suway [ed1sAyd pue [erueury Sunroyruow 310da1 [enuue-TwLS
punj ay3 jo Ay1pmbif {paraaodar syunowe
Aue Jo 31] ‘puny ay3 Aq pagiosqe aq 03 ssof ‘syuauufeisut predun jo 3s1] {(Areyaudq pud) payroddns astadidiud
93U} U0 eiep ‘yunowre ueo[ :3uImoroj a3 Surpnpur ‘suonde pasoidde jo 3s17 93 Sururejuod 310da1 [enuUe-TUIAS
Ansrurwa 943 Aq papiaoid yeurioy
o1310ads € U0 JUds pue Aseqeiep YA U3} WOIJ PIIOLIIXD SI UOTIeWIOJU] dnIS] 03 Juas 310da1 d1ponad [enuue-Turag
siseq-A[193enb e uQ

SITeM
(eueliqn(T) erusaors

(I0quIRIA) BIUSAO[S
[e8nyiog

pue[od

eIAjR

(erndy) Aeax

(eruedure)) Ae
(&11015) AR
wnidg

elep pue Spoy}aul SUIPIOIAI Se [[9M SE JNO PILLIED ST 310daI Y} UdJO MOY QLIS

s[re3ap :Ayanoe Suniodsy 9§ gL



‘eJep $,49AINS 9Y} UO paseq UONRIOQR[d ,SIOYINY 224108

N 0D°SA[EMIDUBULF MMM punj ueo7 ssaUISNG-OIDIJA SS[EAM
NN 0D°SA[EMIDUBUIF MMM punjy oTw FINTIAL SITeM
1S pepspistuie(pod-mmm (14S) puny asudidjuyg ueruaaols (eueliqnly) erusaors
1S pepspistuepod-mmm (T0qIIRIN) BTUDAOTS

uny

*OIRdUR(+0PII0ITW+0e+010de+ap+omWIZAY /e[oqe] 03X €£102-900¢ Sueo] Sunjueq

Jorerp-da/sepepnua/id/[eirog/3d-aog-saroze'mmm//:dpy uo paseq yparontul 10§ 31oddns swayds ueaiozy 1e8niyiog
cp/1d wod N8q'mmm//:dny MO Je sjudWNISUI [eueUy NG
anrels-m-anIedsm/[d wodY8qgmmm 103/o1d 310ddns sdn-jre3s sy,
¢f/1d wod3q-mmm//:dny
sad/1d wod8qmmm swwreidoid 3oddng Fqs oyl puejog
CWIO LY

£10z=1o3undafoid;reyop ur sjosloid pasroiddy/s3doaloig
/OUWIOH/U9/BIA}R]/UD UIWPL UONNGHIIUO0I-SSIMS MMM/ /:d1Y
69/98ed /Al uonNQIIIUOI-SSIMS' MMM/ /:d11Yg

ewrurergord seuesajrpanjonIu

/sewrwrerdord—seqnsnie/ap/arodigymmm//:dpyg eraye]

oyrpanonIw/jrerdnd eudlsiIsmmm  (£102/210¢) eindy uorday sastdiaiuy 103 IPIIDOIIIN (erindy) A1eyM
Jarerueduredoddnyias-asjoyrpamontur//:dyny (£102) punj IPIIODIAN ST

/reruedureooddnyias asjorparonru//:dyy (Z102) puny 3P0 ASH (eruedure)) Aeir

QURIISISTW e[ IdOIPIIOIIN YId
/eTUIOU0IT03RIOSSISSY YId

/oTeuoidayempnnge T YId/ATVINO dld
/1eyod/e8ed/rerrod /ar-eris-auordarnd//:dny Z10¢ :31e3S SAI[TWR] I0J IIPIIDOIDIA (ATD1S) ATeR3]

paeande sowwrei3oid PIIDOIDIW dYJ JO SASAIM /'S 21981



246 Porretta, Pes, Turchetti and Re

is crucially important for the country. The current programme shows
that there is a strong demand for micro-loans, especially in the coun-
tryside and smaller communities/ border regions. Implemented micro
business projects provide jobs, create new ones, raise incomes for micro-
enterprises and their families. Thus, these kinds of public support have
positive economic as well as social effects”. The Polish MA stated in
the questionnaire that their programmes were aimed at supporting
enterprises during the economic crisis. The SEE Support Programme’s
main goals are: support of SEE development (increasing incomes and/or
skills of employees), creating a revolving financing system. The start-ups
support project’s main goals are youth entrepreneurship development
and creation of new employment opportunities.

The MA from Slovenia (Maribor) indicated that “Micro-loans are
dedicated to micro and small enterprises. The product prevents finan-
cial exclusion of micro and small enterprises. The eligible costs are:
material investments and working capital”. The MA from Ljubljana
stated that the instruments activated were very helpful as they allowed
SMEs to access financial sources and simplify the business environ-
ment. The MA from Sicily clarified that “The micro-credit programme
for families under art. 25 of the Regional Law No. 6/2009, as subse-
quently amended and modified, is a useful instrument to prevent
families facing economic difficulties from falling prey of loan sharks
and usury”.

The MA from Apulia provided a much more articulated answer to the
question. In fact, it pointed out that “a significant obstacle hindering
the economic development of our region lies in the difficulty to access
credit for the local micro-enterprises, which, unlike their bigger compet-
itors, are being affected by an increasingly scarcity of credit sources. In
recent months, the problem has reached a critical point, to the extent
of jeopardizing the very own existence of several businesses as well as
generating severe impacts on their capability to retain their workers
(for entrepreneurs and self-employed subjects alike). Even bigger is the
impact on employment, with specific regard to youth. The impossibility
to access credit, in fact, prevents companies from making new invest-
ments and, consequently, from hiring new workers. Demand for low-
amount loans is high in the region, especially by small-sized businesses.
An effective policy to support credit can help promote a new model of
social and economic development in the region based on high human
capital intensity and low environmental impact, with a specific focus
on the role played by female and young entrepreneurs. Such policy
will support entrepreneurship and the innovative and sustainable
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conversion of traditional activities, focusing on the human capital as
the main productive factor”.

We chose to quote the integral positions expressed by some of the
MAs in the questionnaire as they provide the EU authorities with useful
feedback for their future planning of activities.

Finally, we had the impression that the MAs contacted have poor
knowledge or none at all of the regulatory framework on microcredit or
microfinance, including aspects already covered by EU legislation (defi-
nition, eligible operators, eligibility requirements, etc.). Proof of this is
that almost all of them did provide an answer when asked if there was a
definition of microfinance and microcredit in their regulatory financial
framework. The Welsh MA pointed out in the questionnaire that “There
is no definition of microfinance or microcredit in the UK the Financial
Conduct Authority. They, as well as other UK bodies including HMRC,
define a ‘micro-enterprise’ as an enterprise that: employs fewer than
ten persons; and has a turnover or annual balance sheet that does not
exceed €2 million. An enterprise is any person engaged in an economic
activity, including self-employed persons, family businesses, partner-
ships or associations”.

On the same topic, the Latvian MA said: “The programmes imple-
mented within the EU funds contain a definition of SMEs, including
micro-enterprise, in accordance with Commission Regulation (EC)
no. 800/2008 of 6 August 2008, declaring certain categories of aid
compatible with the common market in compliance with arts 87 and 88
of the Treaty (general block exemption regulation)”. However, there is
no common definition for the terms “microfinance” and “microloans”.
Microfinancing is being implemented in accordance with the market
practice. Likewise, there is no definition of the term “microcredit”,
although the programme regulations specify the maximum amount of
the microloans.

5.9 Reflections on the second survey

Although not statistically solid, the second survey prompts some consid-
erations on the current situation. It is clear that monitoring does not
necessarily involve the production of a huge volume of documents and
reports to comply with the EU authorities as normally happens; on the
contrary, the monitoring phase should focus on and assess the impact
of the use of structural funds over time. Using the ESF to fund several
projects or using a great deal of EFS resources could be an alarming
indicator if such resources are invested in harmful or useless projects;
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claiming to have supported several companies to access credit is not
the same thing as learning how to assess whether support is given to
non-bankable or bankable subjects or not following their creditworthi-
ness assessment (scoring/rating), the amount of the loans granted, their
repayment terms and what kind of investments were supported through
the loans and how many jobs they created.

For such purposes, it is necessary to build a monitoring system suit-
able to measure the programme’s efficiency and use of public resources.
From a methodological perspective, this translates into an integrated
approach - from information to coaching — able to coordinate the efforts
of all participants. This should be implemented in accordance with
the objectives set within the Europe 2020 policy framework and reaf-
firmed by the European policy guidelines for the programming period
2014-2020, which encourage member states to devote public resources
to economic development and social cohesion in a timely and efficient
manner. Hence, the expected results in the surveyed countries need to
be clearly defined and disseminated to both policymakers and end users
in order to lead to a true open public debate. These recommendations
are true for emerging countries as well as for the European sector, since
our research has shown that the effectiveness and outreach of micro-
credit programmes in the latter is even more questionable. In any case,
this is a delicate matter; it needs to be further investigated in order to
substantially improve the policymakers’ programming efforts.

In addition, the MAs must gain knowledge and use the financial
instruments that can be activated thanks to the EU resources. Not just
guarantees but also securitisation, microinsurance, housing microcredit,
micro leasing, and the like. The programmes surveyed by this second
survey provided loans through public financial entities or guarantees
to support access to credit; the MAs must extend their range of prod-
ucts offered in accordance with the guidelines of the new programming
period Europe 2020 and the needs of the market. In the current financial
and economic crisis, it is necessary to adapt the products to the clientele
in order to be able to best respond to their needs. This translates into
a wider range of products, including customised tools. The MAs must
develop and acquire specific skills dedicated to the financial instruments;
the existing expertise has not always met the actual needs, and there has
often been a lack of specific knowledge on financial instruments. The
advantages of using such financial instruments have been repeatedly
outlined in a number of reports, including Cowling (2010), ECA (2012),
EC (2010, 2011, 2012a), EP (2012, 2012b), Michie and Wishlade (2011)
and Ward (2012). The alleged advantages concern the following areas:
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leverage effect; sustainability; capacity building; risk coverage; speeding
up programme implementation; urban development. Such benefits must
now be subjected to experiment by the operational practice, especially
under the new programming period.

The MAs should also implement information systems on the
programmes activated that could be easily accessed by the target benefici-
aries. This would also improve their knowledge of the national regulatory
frameworks on microfinance as well as the efficiency and effectiveness
of EU resources; according to the few questionnaires completed, it seems
that the MAs largely ignore the regulatory provisions in the microcredit/
microfinance sector. In order to succeed, a specific programme dedi-
cated to these sectors obviously entails the knowledge of their regula-
tory provisions. A definition of microcredit is shared by the EU member
countries, but their regulatory frameworks do not include a definition
of microfinance (the definition adopted by this research originates from
business practice).

The European Commission, in fact, defines microcredit as any loan of
€25,000 or less granted to a microenterprise (i.e., enterprises with fewer
than ten employees whose annual turnover and/or balance sheet does
not exceed €2,000,000). This limit has been adopted by several regu-
latory frameworks in Europe. “A European initiative for the develop-
ment of micro-credit in support of growth and employment”, published
in November 2007 (COM (2007) 0708), encourages all member coun-
tries to adopt appropriate national, institutional, legal and commercial
frameworks needed to promote a more favourable environment for the
development of microcredit.

As is known, microcredit was born in Europe not only to tackle social
exclusion and poverty but also to promote innovation and economic
development by providing opportunities to access finance to subjects
willing to unleash their entrepreneurial energies and spirit but excluded
from the financial system.

However, there is no doubt that in order to develop the microfinance
sector, regulators and governments in particular need to implement
specific legislation and regulatory frameworks, consumer protection,
and a solid financial infrastructure. In our opinion, any microfinance
regulatory framework should ideally define and cover all microfinance
activities (direct loans, mortgages, deposits, microinsurance, etc.),
including the relevant specific risks and business practice, especially in
markets where modern banking systems have not been developed yet.
An accurate definition of the sector would certainly contribute to a more
timely and proactive supervision (Leone and Porretta 2014).



250 Porretta, Pes, Turchetti and Re
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Although the chapter was jointly prepared by the authors, Sections 5.2, 5.3
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by Matteo Re, Sections 5.1, 5.7 and 5.8 were written by Pasqualina Porretta,
Section 5.9 by Giovanni Nicola Pes and Riccardo Graziano.
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Final Reflections

Gianfranco Verzaro

One of the most significant achievements of the Capacity Building
project, which was finalised by the National Agency for Micro-credit,
was to have identified new characteristics and issues of a sector, such as
microfinance, which until the recent past was often associated with the
simple offer of modest credit paid by not-for-profit institutions in favour
of people or social groups who are particularly vulnerable.

From the analysis conducted in the course of the project — as well as
from direct interactions with regional authorities, stakeholders, banking
and financial intermediaries and numerous players within society — it
became clear, in fact, that the target market for microcredit and micro-
finance presents somewhat different connotations today, due to the
profound changes in recent years in relation to both the target benefi-
ciary clientele and the range of microfinancial instruments that have
been or will be activated. And this, as a direct result of the changes which
have taken place in our society (consider, e.g., the massive immigration
of individuals from developing countries) as well as the financial crisis
which, in recent years, has given rise to new poverty and phenomena
of financial exclusion even in areas which previously seemed to be
immune.

On the supply side, we are today witnessing a differentiation in
financing methods, from the moment that not-for-profit organisations
were flanked by for-profit institutions, such as banks and financial inter-
mediaries and, most recently, by new microcredit providers established
in Italy under new specific legislation (the new art. 111, paragraph 1, of
the Consolidated Banking Act), on whose operating norms the Banca
d’Italia has opened a public consultation right in the days in which this
volume goes to print.
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Simultaneously, the expansion of the range of financial instruments
offered to the traditional microcredit clientele has been confirmed; this
has enabled a clear differentiation between the concepts of microcredit
and of microfinance and has conferred greater definitive autonomy to
microcredit. Today, microcredit is, admittedly, the first among a range
of microfinance instruments — including microleasing, microinsurance,
housing microfinance. But still newer instruments are emerging as
concrete alternative or complementary possibilities to microcredit. And
this is to the credit of the Capacity Building project, which first inves-
tigated them at the technical-scientific level and then, on the basis of
in-depth comparisons with market players, proposed them to regional
authorities who are responsible for operational programmes co-financed
by structural funds, such as tools to support microenterprise and popu-
lation groups who are the most disadvantaged.

Moreover, the evolution in the structure of the offer has enabled
us to reach a larger audience of final recipients, due not only to the
so-called poorest of the poor (a term borrowed from the experiences of
developing countries and which, in Europe, should rather be referred
to social-welfare policies) but to the broader category of people who
are excluded from the financial system, primarily microentrepreneurs,
who are no longer “trusted” by the banks because of their precarious
economic-financial status, and aspiring entrepreneurs (young, unem-
ployed, immigrants) who, while in possession of valid microenterprise
or self-employment ideas, do not have access to bank credit due to a
shortage or absolute lack of collateral.

In this context, the specific task of the Capacity Building project —
namely, the reinforcement of public authority institutional capacities
in the Italian regions of the former Convergence Objective with regard
to structural funds resource programming intended for microcredit
programmes — has enabled us to develop new ideas and valid methodol-
ogies even for the extension of the project to other Italian and European
regions.

With the conclusion of the project, the present volume aims to
provide deeper insight into the institutional capacity of the European
managing authorities in relation to the planning, monitoring and evalu-
ation of microcredit and microfinance programmes. A highly diversified
framework has emerged which reveals that the field of microcredit and
microfinance in Europe is still largely unexplored and, in any case, has
vast potential for development.

One aspect which the Capacity Building project has been able to
strongly highlight for the purposes of future development of microcredit
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is the need to strengthen the synergies between public authorities and
territorial entities — in particular, financial intermediaries and not-
for-profit organisations. It has been confirmed that establishing territo-
rial networks for microcredit is a “winning” factor, since it gives added
value to public planning through the development of ad hoc microfi-
nancial instruments and the accompaniment of non-financial services
for support, mentoring and monitoring.

In sum - and on the basis of the recommendations of this research -1
believe that the results of the Capacity Building project will be promoted
at the national and European level, having tables of discussion with
the European Commission, regional authorities and market players,
to arrive at new and more ambitious objectives already in the 2014-
2020 programming period, through the strengthening of competences
not only of public institutions but also of stakeholders. I consider, for
example, the possibility of providing technical assistance to “regula-
tors” of microcredit and microfinance, of developing a central credit
register and a scoring model for microcredit, of strengthening the exper-
tise of service providers accompanying measures for microcredit, also in
view of a public system of certification, of the financing of networks, of
encouraging the exchange of experiences between microcredit operators
for the research of new technologies or the definition of new microfi-
nance products and services and of training the staff of new microcredit
intermediaries.

The processing of these basic themes can be effectively coordinated by
the European Commission in close consultation with national authori-
ties and supported by specialist organisations (e.g., the National Agency
for Micro-credit in Italy) and with all stakeholders in the microfinance
sector, such as financiers, investors, customers and organisations within
the territory.
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Riccardo Graziano

Surveys conducted by the National Agency for Micro-credit for the fulfil-
ment of this research, which represents the conclusive action of the
project Capacity Building on Micro-credit Financial Instruments, allow
us to focus on some issues that, starting from the Italian experience in
ex-convergence regions, can form the basis for a future debate aimed at
the development of the microfinance sector at both the national and
European level.

It should be recognised, in fact, that in the course of the 2007-2013
planning cycle, Italy was the only country to adopt a complex project
of capacity building aimed at strengthening the knowledge and various
competences of the management staff of regional authorities and able
to increase employment opportunities in the affected areas through the
optimal use of so-called financial instruments, including, in the first
place, microcredit.

It is also important to stress that the Capacity Building project has
been a unique experience at the European level because, for the first
time, it was intended to provide a direct and incisive response to the
challenges encountered by the regional authorities, holders of opera-
tional programmes in construction, start-up and implementation of the
financial instruments linked to the subjects of microcredit and micro-
finance and co-financed by resources from structural funds. One need
only consider the problem of “underutilisation” of structural funds
earmarked for development and employment policies or to the decrease
in the supply of credit which, in these years of financial crisis, has heavily
affected the business system and especially the smaller businesses.

It is also to help overcome these challenges that in the course of the
Capacity Building project, a training proposal has been drawn up with
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a range of microcredit instruments capable of augmenting the opera-
tional tools available to public authorities whilst also strengthening
the skills and knowledge of stakeholders on new financial engineering
instruments.

In light of the activities carried out and the results obtained, there
are good grounds to ensure that the Capacity Building project — around
which synergies were created between regional authorities and key stake-
holders competent in the field of credit, business, leasing, insurance and
housing — can have a follow-up and because the wealth of relationships
and knowledge created through the project will not be wasted but, on
the contrary, valued throughout the country and, it is hoped, in the
European countries that are closer to a microcredit model which, like
our own, wants to maximise public—private synergies.

Therefore, we are demonstrating hereunder, in a necessarily brief way,
the main items which, in our opinion, should characterise the future
debate on the definition of an organic microfinancial policy that will
have to be developed with the involvement of all stakeholders at the
Italian and European level.

e Strengthen institutional capacity

The opportunity to strengthen the competences of public authorities in
the fields of microcredit and microfinance is particularly felt not only
in the regions of the convergence objective but also in the remaining
regions of Italy, as has often been explicitly denoted to the National
Agency for Micro-credit by qualified representatives of the banking and
financial system.

e [mprove regional performance in the utilisation of structural funds

Even in the presence of a significant acceleration in certified expenditure,
the need to improve regional performance in the utilisation of structural
funds is still evident, both for the closure of the 2007-2013 planning
cycle and in the course of the new operational programmes 2014-2020
that sees, as noted, an even stronger regulatory framework of reference
for financial engineering instruments. In this sense, the enhancement
of public authority competences in the field of microcredit and micro-
finance can be a decisive action for the optimal utilisation of European
resources.
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e Foster collaboration between public authorities and operators

The Capacity Building project has facilitated the creation of a dialogue
between public authorities and a number of operators in the various
sectors of credit, leasing, insurance, and social housing. This dialogue
must continue to be supported at the moment in which it translates
into partnerships and concrete actions in favour of those sections of the
population that are most disadvantaged.

e Strengthen the competences of territorial operators

Among the main achievements of the Capacity Building project, the
strengthening of regional support networks for public authorities for
the implementation of microcredit measures should be highlighted, in
particular, through the strengthening of non-financial support services,
mentoring and monitoring, as expressly provided for by Italian law.
The process leading to the formation of a virtuous partnership between
public authorities and operators should be extended to the national
level and appropriately enhanced through ad hoc training of opera-
tors, in accordance with the terms of the European Code of Conduct for
microfinance operators, as well as a certification process for operators
of non-financial services. Moreover, the need to strengthen operators
through the development of skills which enable complementarity with
public action is all the more necessary in view of the expansion of the
range of financial products (microleasing, microinsurance) which may
be activated and new policy areas (housing and green microfinance).

e Continue the process of building an organic microcredit model

The Capacity Building project has defined an organic microcredit model
consistent with the specificity of the microcredit system in Italy, char-
acterised by (1) government intervention through the allocation of
financial resources for the activation of financial instruments; (2) the
intervention of financiers (banks and microcredit operators) that should
operate in market conditions in accordance with legislation on micro-
credit; and (3) the intervention of qualified territorial operators — since
they are certified by a public entity — capable of interfacing with the
public authority and with financiers for the pre-evaluation questions
and the supply of other non-financial services, encouraging and thereby
accelerating the delivery process of microfinance instruments. We must
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now continue to work on the information and on improvement of the
microfinance culture so that this model can be fully implemented.

e Strengthen the microfinance culture within public administration

Microcredit constitutes, in the context of public policies, an innovative
form of support for economic development and social inclusion, distin-
guishing itself from the traditional policies of financial incentivisation
based on “spreading funds too thinly” and on outright grants. For these
reasons, it is necessary to promote a microfinance culture also within
the public administration, which favours the development of public
programmes for microcredit capable of being not only indicators of the
authorities’ new responsibilities in the field of financial engineering
but also effective mobilisation tools of organisational resources, human
and finance, with a high social impact in the regions. This impact will
become evident both through the improvement of the conditions of
access to credit on the part of sections of the population historically
excluded from such opportunities and, above all, through the effective
realisation of projects capable of acting directly on the improvement of
people’s living conditions and having a significant social impact.

e Enhance the concept of responsibility of the applicant

A specific concept to develop is that linked to the need for the payment
of a rate of interest on the part of the applicant, albeit in a fair and
sustainable manner. The prediction of a rate of interest, in fact, in
addition to increasing the degree of sustainability of the microcredit
programme, has a pedagogical function, since it places responsibility on
the applicants and helps to develop their skills for a more conscious use
of money. The added value of microcredit, in fact, is in allowing access
to financial resources that would otherwise be precluded but at the same
time making it clear that microcredit is a loan which, as such, must be
repaid.

e Provide a scoring system for microcredit

Lacking at the moment is a scoring system dedicated to the microcredit
sector that is able to promote (1) the process of assessing the sustain-
ability of projects of microentrepreneurship; (2) the assessment of the
creditworthiness of microentrepreneurs; and (3) the process of financial
inclusion. In the course of the Capacity Building project, the partners of
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the banking world have called for an effort at the system level to design
and implement a credit scoring model targeted specifically at micro-
credit worthiness, within which even the added value of the accompa-
nying non-financial services are rendered valuable. Such a system would
enable, among other things, the creation of a “credit history” of micro-
credit applicants, thereby facilitating their paths of financial inclusion
toward traditional channels of credit.

e Structuring the basis for a microinsurance market in Italy

As expressly shown to the National Agency for Micro-credit by repre-
sentatives of the insurance sector, the need to design group insur-
ance systems which will enable the microinsurance sector to optimise
brokerage costs, recovery and liquidation of microinsurance policies is
particularly felt.

In conclusion, we can state that the Capacity Building project has
highlighted the need to boost the competences of public authorities
in the field of microcredit and microfinance, even in regions that are
not directly involved in the project itself. If, as we hope, the results of
the project can be put to good use in the current 2014-2020 planning
period, it will be possible to further improve regional performance in the
utilisation of structural funds for the fulfilment of organic microcredit
programmes which can also denote “good practice” for other territories
in the European Union.
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