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What is microfinance?

Microfinance is the provision of financial services to low-income clients or solidarity lending groups including consumers and the self-employed, who traditionally lack access to banking and related services.

Microfinance is usually provided to individuals or groups for the purposes of setting up a small business or expanding an existing small business. The overall aim of establishing or building a business is to provide more income and produce to its owners in order to improve their standard of living in an ongoing and sustainable way.
What is the difference between microfinance
 and a donation?

	Microfinance


	Donation

	It is capital provided as a loan to a small business


	Is money or goods given to individuals as a gift.



	There is an expectation of a return of the capital (including a management fee) at the end of the loan term

	There is no expectation on the return of funds

	The business is required to generate income in order to be able to repay the loan


	No income needs to be generated as there is no repayment required.

	Because the business generates income, you have provided the business owners with an improved lifestyle


	Because no income needs to be generated the money is usually used up for personal consumption

	Having a business that generates income automatically gives the proprietor “Ownership”

	As the money has been consumed there is no ownership and no ongoing income. This means that the recipient may become dependent on further donations in the future.


	Failure to repay the outstanding loan or the “slow” repayment of a loan can result in a bad ‘credit rating’ making future loans / financing unlikely and/or more expensive.


	As there is no expectation on the return of funds there is no immediate impact


Why not simply provide the impoverished with a donation instead of  microfinance?

It is the belief of Microlend Australia Ltd that the provision of ongoing funding via donations is the single largest factor contributing towards poverty.

Donations are characterised by being seen as a gift. That is, there is no requirement to repay the funds. Hence typically these donations are 'consumed' to meet day to day living expenses. Once the funds have been exhausted the recipient typically waits for the next set of donations. Hence, for a short while, the recipient has enjoyed a better standard of living, but now has become 'dependent' on receiving further donations in the future. Rather than having become empowered the recipient has actually been disempowered. The consequences of this can be seen clearly once the funding is withdrawn - usually through donor fatigue or change in economic circumstances of the donor. The resulting picture is not very pretty! As an example, Africa has received over a US $ Trillion (US $ 1,000,000,000,000.00) in donations over the last 10 years, however it is still the poorest continent in the world.

Microfinance provides the potential business owner with a loan to start a business. Typically the loan has to be repaid (together with some interest) within a required time frame. For the recipient to be able to meet their obligations, they are therefore required to use this loan capital to establish a business. This business needs not only to provide them with an income but also needs to grow as well as repay the loan. Successful management of this enterprise provides the business owner with an ongoing income as well as provide ownership.
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