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MICROCREDITING AS AN INCENTIVE FOR RURAL FARM DEVELOPMENT  
 
 

Sažetak 

 

Cilj ovog istraživanja je dokazati važnost i potrebu za ostvarivanje zakonodavnog okvira za 

mikrokreditiranje kakav postoji u zemljama Europske unije, ali i zemljama jugoistočne 

Europe. Primarno istraživanje obavljeno je na 1100 ispitanika u Republici BiH pod radnim 

nazivom "Spremnost podizanja kredita za pokretanje poduzetništva". Kako je pristup 

bankarskom tržištu kredita u Republici Hrvatskoj sličan kao u BiH, ispod 40% punoljetnog 

radno sposobnog stanovništva zadovoljava uvjete banaka, uvođenje mikrokreditnih institucija 

na tržište financijskih institucija postaje "conditio sine qua non" razvoja malih gospodarstava, 

a time i cjelokupnog gospodarstva pojedine države. Analizom rezultata dokazat će se da veliki 

broj nezaposlenog i umirovljenog stanovništva koje nema pristup bankarskim kreditima, 

putem mikrokreditnih organizacija može doći do izvora financiranja za pokretanje svojih 

poduzetničkih projekata, tj. financiranje svojih seoskih gospodarstava. Ovaj način financiranja 

izuzetno je važan za ruralna područja na kojima poljoprivredna domaćinstva nemaju stalne 

mjesečne izvore prihoda pa za banke nisu kreditno sposobna. Iako je u EU socijalna zaštita pri 

svjetskom vrhu, ipak 25% stanovništva zapadne najrazvijenije Europe nema pristup 

formalnom financijskom sektoru. Projekt samozapošljavanja putem mikrokreditnih 

organizacija doprinosi samozapošljavanju nezaposlenog stanovništva, poboljšanju i podizanju 

standarda samostalnih gospodarstvenika koji nemaju pristup bankarskom tržištu. Doprinos 

ovog modela financiranja je u teoretskom i praktičnom prijedlogu samozapošljavanja kojim se 

smanjuje nezaposlenost, povećava životni standard građana, a državi i lokalnoj zajednici 

stvara nove prihode kroz poreze i doprinose. Implementacija zakona i poslovanje 

mikrokreditnih organizacija ne iziskuje nikakva proračunska sredstva za državu. Najveću 

prepreku predstavlja neinformiranost stanovništva o alternativnim načinima financiranja 

vlastitih poduzetničkih projekata, osim bankarskim kreditima. Također skepticizam ispitanika 

predstavlja i nova vrsta institucije koja nema dugogodišnju tradiciju, što je jedan od osnovnih 

uvjeta kod odabira vlastite kreditne institucije. 

 

Ključne riječi: Banke, seoska gospodarstva, mikrokreditiranje, razvoj 
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Abstract 

 
The goal of this research is to prove the importance and need to meet the legislative 

framework for microcrediting that exists in countries of European union, as well as in 

countries of southeast Europe. The primary research was done on 1100 examinees in Bosnia 

and Herzegovina published in research paper titled „Readiness to secure loans for 

entrepreneurs“. As the access to banking system of BiH is similar to Croatia, less than 40% of 

mature workforce meets the bank terms for securing loans. Introduction of microcredit 

institutions on financial institutions' market is becoming "conditio sine qua non" for the 

development of small family farms, as well as for the whole economy of a nation. The analysis 

of results indicates the majority of unemployed and retired population cannot access bank 

loans, while they can secure such funds through microcredit institutions. This way of 

financing is extremely important for rural areas where farmers do not have steady monthly 

incomes, making them incapable to secure loans for themselves. The self-employment project 

through microcrediting organisations contributes the self-employment of unemployed 

population, improving and raising standards of independent farmers that do not have an access 

to the banking system. The contribution of this model of financing is in theoretical and 

practical preposition of self-employment that lowers the unemployment rate, raises living 

standards, and accumulates new funds for the government and local entities through taxes and 

contributions. The implementation of laws and business activities of microcredit organisation 

does not require any funds from the government budget, that is, it is not a burden or a cost for 

the state. The biggest obstacle is the population that is not well-informed on alternative means 

of financing their own business projects, other than bank loans. Furthermore, the scepticism of 

examinees represents a new type of institution that does not have a long tradition, which is one 

of the basic conditions when choosing its own credit institution. 

 

Keywords: Banks, rural farms, microcrediting, development 

 

 

 

Microcredit Organisations- What are they? 

 

Micro-crediting, as a term, is used as a financial service for those with low earnings. It is most 

commonly used by those that cannot get a classic bank loan, such as self-employed, unemployed, or 

even entrepreneurs that are beginning with their business project. 

 

Microcredit organisations offer various such as money transfer, savings, insurance, and loans, being 

their core business. They offer micro-loans to those that do not meet bank terms in the complicated 

banking system. Such organisations are not banks, nor are banks their competitors. Summa 

summarum, microcredit organisations are in business of helping the underpaid part of the populations 

that has no means of entering the classical banking system. Therefore, such institutions serve clients 

that have irregular incomes, low incomes, or no incomes at all. Their pivotal role is to fund 

entrepreneurs’ projects. 

 

Microcrediting emerged in the 1970s when professor Yunus started the project of financing women 

and their trades in Bangladesh. The concept spread so fast resulting in microcrediting taking a role in 

lowering poverty throughout the world. Nowadays, about 5% of the world’s poor is financed through 

micro-crediting. 

 

The legislative, the European Commission (EC) set the maximum amount of a microcredit to 25,000 

Euros, while member countries of the European Union can individually lower the maximum loan 

amount depending on the GDP level of the country compared with EU's average. It is EU’s plan to use 

microcrediting as a tool to lower the poverty in the union, because about 25% of the Western Europe's 

population do not have an access to classic loans. 
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An interesting fact is that after every loan is repaid the client’s credit level gets better and he/she is 

able to get a bigger loan with better terms. Between 60 and 70% of microcredit users take new larger 

loans from microcredit organisations, after repaying the first one. More than 98% of microcredit users 

are regular in their loan payments, and after few microcredit cycles and getting steady incomes, users 

become credit capable for larger bank loans. 

 

 

Microcredit Organisations- Worldwide! 

 

Micro-financing emerged in the 17th century Ireland from Jonathan Smith’s project of giving loans to 

craftsmen to develop their businesses and/or as an aid in financial troubles. Preceding today’s 

guarantors, the loans were usually guaranteed by neighbours who would ensure banks of the integrity 

and working ethics of the borrower, in order to ensure creditworthiness. 

 

A century after Smith's first microcredit loans, a social reformer Friedrich Wilheim Raiffeisen emerges 

in Germany as a pioneer in micro-crediting. He united many village credit unions into a single 

agricultural bank made of farmers and business owners from surrounding villages. Small loans that 

were taken were guaranteed to be repaid by the mother credit union as a guarantor. Certain members 

would guarantee for other members that were borrowing from Raiffaisen bank. 

 

Micro-crediting as a term encompasses the following financial services: micro-insurances, micro-

credits, savings, and bank accounts. Micro-crediting has proved as a powerful tool in reducing 

poverty, also recognised by the EU, a practical application evident from the quote from EU resolution 

on micro crediting: 

 

“The success of European initiative on micro-crediting can significantly help in achieving the goals of 

revised Lisbon strategy on growth, employment, and making innovative, creative and dynamic 

European economy.” 

 

Due to the recent financial crisis in the world, the need for micro-crediting is even more evident. EC 

(European Commission) and EIB (European Investment bank) use EIF (European Investment fund) to 

finance and support the growth of micro-crediting in all member and candidate countries of the 

European Union.  

 

The most important programmes that are financed by EC and EIB in micro-crediting are: 

 

The European Progress Microfinance Facility (EPMF) 

EC and the European parliament made this programme in March 2010. for the purpose of employment 

and social involvement with focus on the development of micro-financing as an instrument for 

employment, self-employment, and social cohesion. 

EC and EIB ensured 500 mil. € for the start of this programme. It is estimated that 2 billion € will be 

invested in this programme. 

 

This programme offers 2 types of products: 

-Guarantees for microcredit organisations as high as 75% of given loans for the population that does 

not have an access to the banking sector. 

-Financing microcredit organisations (crediting with affordable rates or investment in basic capital) 

Competitiveness and Innovation Programme (2007-2013) 

In mid-2011, EC through EIF ensured 470 mil. € MFI guarantees (Micro financial institutions) for 

micro-crediting in EU. 

 

 

Joint European Resources for Micro to Medium Enterprises initiative (JEREMIE) 

The goal of this initiative is to improve access to micro-credits for small businesses through the 

European Regional Development Funds (ERDF). Micro-crediting in Bulgaria, Greece, Italy and 
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European Fund for South-Easter Europe (EFSE) was done through this fund. This fund is intended to 

finance micro and small businesses and self-employing poor families. 80% of 579 mil. € is invested in 

micro and macro entrepreneurship.  

 

 

Joint Action to Support Microfinance Institutions in Europe (JASMINE) 

EC started financing this programme through EIF in 2008. Funds are primarily intended for technical 

equipping and professional training of micro-institution staff. This programme will last for few more 

years. Professional seminars are frequently organised for about thirty MFIs from all-over Europe.  

 

Graph 1: Access to financial services (World bank data for 2008) 

 

 
 
Microcredit Organisations- case of Bosnia and Herzegovina 

 

 The history of micro crediting in Bosnia and Herzegovina encompasses period after the war, 

that is, from the mid 1990s. In Bosnia and Herzegovina, as well as in other countries of the ex-

Yugoslavia, the role and function of micro-crediting was not properly regulated by law. 

 

Beginning of 2000. brought laws regulating the business of micro-crediting organisations, while the 

last legislative amendment was in 2006. Laws and regulations made a clear classification distinction 

among micro-organisations, based on the reason the organisation is created. It can be established as a 

capital society (an actionary company or a company with limited responsibility) or a microcredit 

foundation, according to the law of alliances and foundations. 

Classification is important because both microcredit companies and microcredit institutions can give 

loans to the public with no demographical limitations. 

 

Currently, more than 10.4% of population uses microcredit organisations’ services. It represents a 

large market share in absolute numbers, but from the aspect of population’s access to banking market 

of just 19%, there is more than enough space and opportunity for more microcredit organisations. One 

should not exclude the arrival of foreign banks, which will come as soon as the conditions (legal 

security, especially with property ownership; dawdle of courts, etc.) are met. 

 

The law that oversees microcredit organisations from 2006. allowed microcredit foundations a 

maximum loan amount for an individual client (with associated parties) of 10.000 (ten thousand) KM, 

while microcredit companies are allowed 50.000 (fifty thousand). There is also a difference in the 

constituting capital: microcredit foundations must have a minimum of 50.000 KM, while microcredit 

companies must have a minimum of 500.000 KM to open up a business. 
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The amount of initial founding capital of microcredit institutions represents one of the highest 

constituting capital costs in the EU. The flaw of the law is that microcredit company is not depository, 

that is, it cannot collect savings from citizens and firms.  

 

High capital demand and a system of high security in banking business together with quality 

surveillance and overseeing from regulatory agencies will inevitably create a healthy financial system. 

 

Legislative is set extremely good, even though there were some foreclosures and collapses of few 

microcredit organisations. If there were any errors, they can be attributed to supervisory bodies that 

did not react to eventual errors in time and ultimately left big exposure to risk. 

It would be more efficient if microcredit organisations are intermediaries between units with monetary 

surplus and units with money deficit, units being physical or legal. Collecting savings is tricky because 

it can make a domino effect in the entire system when only one savings-deposit institution collapses. 

Of course, with changes in risk management and adequate control, that is the only way to resist 

competition of present foreign financial institutions. 

 

The last statement questions why foreign banks, which are registered in Bosnia and Herzegovina, can 

collect savings from the people, and if they go bankrupt, state agencies must cover their losses from 

country’s budget, while microcredit institutions cannot be depositary institutions. Even bigger paradox 

is when those same microcredit institutions get loans in local banks with foreign ownership where 

local population saves their money with low interest, and then those banks loan money to microcredit 

institution at higher interest rates, making that money end up as a neighbour’s loan from those bank 

depositors. With little intervention in legislative regulations and more surveillance, if microcredit 

organisations were to become depository institutions, the price of money for the end users would be 

notably lower, which would be a significant relief for their business. 

 

Graph 2: The development of microcredit organisations between 2003 and 2010 based on number of 

borrowers and gross credit portfolio: 

 

 
 

Rural farms- sources of financing! 

 

Rural family farm is a unit located in a location that that produces authentic products or services. 

Mostly, such businesses involve the work of whole families. Nowadays, tourism in such farms gives 

additional incomes to those that expand their offers. Such products include authentic products, 
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authentic home-made food and drinks, tasting and sampling, organised tours of the region, camping, 

etc. The main idea behind this is developing economy, while having the environment in mind.  

Funding rural farms is easiest with owner's resources. However, only the minority of farmers are able 

to close the financial construction for such an endeavour. Most of entrepreneurs use external sources 

such as bank credits and government subsidies on national and regional level. It is unfortunate to say 

that banks are not keen on financing farmers unless they have guarantees ensuring they will pay their 

loans. 

 

Having that said, there are a lot of programmes that are trying to solve the problem of crediting rural 

farms. Such services deal with educating farmers; help with project documentation, coops, etc. Many 

means of financing stem from funds being offered by the European Union. Experiences from Croatia 

indicate that rural family farms will be able to secure larger funds when Bosnia and Herzegovina 

comes closer to entering the EU. Such programmes are designed to raise the level of competitiveness 

of local farmers before they enter one large unified market. Furthermore, such funds ensure a local 

authentic product to be protected as authentic which gives them an additional mean of securing their 

market share. 

 

 

Research on Representation and Supply of Microcredit Institutions in the Republic of Bosnia 

and Herzegovina 

 

The goal of this research is to prove the importance and the need to meet the legislative framework for 

microcrediting which exists in European Union countries, but also in countries of southeast Europe.  

The primary research was done on 1100 examinees in Bosnia and Herzegovina published in research 

paper titled „Readiness to secure loans for entrepreneurs“. As the access to banking system of BiH is 

similar to Croatia, less than 40% of mature workforce meets bank terms for securing loans. The 

introduction of microcredit institutions on financial institutions' market is becoming "conditio sine qua 

non" for the development of small family farms, as well as for the whole economy of a nation. 

 

The analysis of results indicated that the majority of unemployed and retired population cannot access 

bank loans, while they can secure such funds through microcredit institutions. This way of financing is 

extremely important for rural areas where farmers do not have steady monthly incomes, making them 

incapable to secure loans for themselves. 

 

The self-employment project through microcrediting organisations contributes the self-employment of 

unemployed population, improving and raising standards of independent farmers that do not have an 

access to the banking system. The contribution of this model of financing is in theoretical and practical 

preposition of self-employment that lowers the unemployment rate, raises living standards, and 

accumulates new funds for the government and local entities through taxes and contributions. The 

implementation of laws and business activities of microcredit organisation does not require any funds 

from the government budget, that is, it is not a burden or a cost for the state. 

 

The biggest obstacle is the population that is not well-informed on alternative means of financing their 

own business projects, other than bank loans. Furthermore, the scepticism of examinees represents a 

new type of a institution that does not have a long tradition, which is one of the basic conditions when 

choosing its own credit institution. 
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Graph 3: The Size of Portfolio in KM 
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Table 1: The List of MKO on Territory of Bosnia and Herzegovina (Federation or RS) 

 
Naziv Oblik 

Područje 

poslovanja 
Sjedište 

Br. 

Poslov

nica 

Zap

osle

nih 

Br. 

Kred

. pr. 

Iznos kredita KM Rok 

otplate 

u mj. 

Žiranti 

ili 

Garanci

ja 

Naknada 

za kredit 

EKS. 
Nom.  

KS 

Br. 

Aktivnih 

korisnik 

Veličina kreditnih 

portfelja u $ R

b 

Min Max  

Min  Max 

1 Mikrofin MKD FED i RS Banja 

Luka 
60 - 13 300 50.000 6-

6

0  

> 5000 *   17,94

% 

22,08% 17%-

20% 

> 

100.00

0 

123.475.721    

2 Sinergija 
plus 

MKD RS Banja 

Luka 
17 - 7 3.000 30.000 3

6-

6

0 

1-2 
žiranta 

1,50% - -  
14,5%

-

22,5% 

10.000 32.632.217    

3 Zdravo MKD RS Banja 

Luka 
5 - 8 - - - - - - - - - - 

4 Mikrokr
edit 

Srbac 

MKF FED Srbac - - - - - - - - - - - - - 

5 Micro 
credit 

office 

- - - - - - - - - Standard
na 

garancija 

- - - - - - 

6 Alfa-

plus 

- - - - - - - - - - - - - - - - 

7 Nova - - - - - - - - - - - - - - - - 

8 Adria 

mikro 

d.o.o. 

MKD FED Mostar 2 - 2 5.000 50.000 3-

3

6  

Garancij

a ** 

- - - - 509 857.534    

9 Bosansk
o selo 

MKF - - - - - - - - - - - - - - - 

10 EKI MKF FED i RS - 66 280 6 300 10.000 1-

6
6 

Garancij

a ** 

2%-

2,5% 

23,03

% 

30,52% 20%-

25% 

41.605    75.258.421    

11 Lider MKF FED Sarajevo 10 - - - - - - - - - - 3.765    4.604.582    

12 LOK MKF FED i RS Sarajevo 60 - 5+4 300 1.000 <

6
0  

- - - - - 29.800    41.187.671    

13 Melaha MKF FED Sarajevo 1 - 6 500 1.000 <

6

0  

Žiranti   3% /   26,4%

-

32,4% 

- 19.000.000    

14 MIBA MKF FED Tuzla 1 - - - - - - - - - - - - 

15 MI-

Bospo 

MKF FED Tuzla 1 - - - - - - - - - - 16.195    19.700.000    

16 Mikro 
Aldi 

MKF FED Goražde 1 - - - - - - - - - - 1.895    2.447.976    

17 Partner MKF FED i RS Tuzla 56 - 8 500 10.000 1-

6

4  

- 1,5%-

2% 

15,77

% 

30,07% 6,99%

-

24,99
% 

39.620    64.829.712    

18 Prizma MKF FED i RS Sarajevo 42 250 8 - < 

10.000 

< 

5 
g 

- - - - - 250.00

0    

370.000.000    

19 Sani MKF FED Zenica - - - - - - - - - - - - - 

20 Sunrise MKF FED Sarajevo 40 - 6 500 10.000 1-

2

4  

Standard

na 

Ovisi - - - 19.103    28.359.510    

21 Vorit-

Invest 

MKF FED Sarajevo - - - - - - - - - - - - - 

22 Žene za 
Žene 

MKF FED i RS Sarajevo - - - - - - - - - - - 4.840    4.174.508    

23 Prva 

Islamska 

MKF 

MKF FED i RS Sarajevo 6 - 4 500 5.000 < 

1

2 

- - - - - - - 

24 Mikra MKF FED i RS  Sarajevo 39 99 4 / - < 

1

2 

- - - - - 7.989     

*over 5.000 need 1 guarantor, mortgage deposit.          ** bond, deposit, mortgage, administrative ban. 
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The Role of Microcredit Organisations for a Small Economy 

 

To understand the importance and role of micro crediting on a small economy, we must first consider 

the table by the World Bank that shows population ability to gain a bank loan. 

 

Table 2: Access to Financial Sector in % in Countries CEE/SEE-The World Bank 2008 

 

CEE/SEE Percent with access 

Slovenia 97 

Estonia 86 

Czech Republic 85 

Lithuania 70 

Hungary 66 

Poland 66 

Latvia 64 

Bulgaria 56 

Croatia 42 

Albania 34 

Romania 23 

Macedonia 20 

Bosnia and Herzegovina 17 

 

 
It is obvious at the first glimpse that the part of population that does not have conditions for formal 

banking market is over 80%. There is a need to ensure alternative credit sources for that part of the 

population, irrespective whether it is about loan to start a project or to bridge some extraordinary 

financial situation for physical people. 

Important information about the meaning of crediting people through credit lines in the microcredit 

organisations, that do not have an access to banking market, are available from the research on 1152 

examinees from Bosnia and Herzegovina, labelled „Population readiness on taking loans to start up a 

business“. 
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Graph 4: 

 

 
 
Almost every third examinee in Bosnia and Herzegovina (30%) is ready to take a loan to start its own 

business, if he/she had a chance. 

 

Graph 5: 

 

 
 
The largest number of respondents (26%) plans on starting a private business and employ a family 

member. Only 8.4% of examinees would not employ some of their family members if he/she was 

starting a business. 

 

 

I would not get the loan 

Yes 

No 

I do not know 

   No answer 

    Yes 

     

  No 

        I do not 

know 



11 
 

Graph 6: 

 

 
 
As we can see from graph 6, when opening a private business, the respondents plan to employ from 

one to three people. 

 

Regardless if it is a microcredit of average amount (7.000 Euros) in the European Union or a loan of 

27$ from the project in late 1976 by professor Yunus and Grameen bank, the principle is the same. 

The basic mission is to fund population that does not have an access to the financial market, that is, to 

encourage their entrepreneurial undertakings, which will cause the self-employment effect, and reduce 

poverty and raise living standard. 

 

Over 90% of firms in the European Union are micro-companies that are defined by the European 

Commission as companies with lesser then ten employees. Based on the unemployment data in Bosnia 

and Herzegovina, it can be concluded that initiatives and preparing self-employment projects are 

essential to future economical growth. It is hard to expect that former socialist self-management giants 

will revive and employ thousands of unemployed. The expectations focus solely on the private 

initiative. From the research „Population readiness on taking loans to start up a business“, it is evident 

that the main problem is a lack of financial funds to start a business or to advance the existing. Large 

percentage (30%) of examinees stated readiness to get a loan to start a business, or to advance business 

processes. When we add that percentage to the fact that roughly 80% of the population does not have 

an access to the banking market, we get a number of few hundred thousand people that are ready and 

willing to work only if initial financing is available to them. From the available data, there is an 

evident need for entrepreneurial micro-financing in Bosnia and Herzegovina. 

 

 

Conclusion 

 

Markets of undeveloped countries and developing countries, such as the market of Bosnia and 

Herzegovina, are often perceived as overbooked with banks as well as the access to formal financial 

services to all. It is said to be true, if we think of medium and high income citizens. However, for 

others like small business owners, unemployed, low income population and rural population, it is 

simply not the true. World Bank data from 2008. suggest that only 18% of Population in BiH (2011. 

data is even worse) have an access to financial market, putting the country on the bottom of the list of 

Was not asked 

1 

2 

3 

4 or more 
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countries in Europe. An urgent action in micro crediting is needed to ensure lower unemployment and 

further economic growth. 

 

With all the efforts from the EU and EC are doing in this field of supporting the growth of micro 

crediting and microcredit institutions, Bosnia and Herzegovina has seen only small progress in micro 

crediting foundations and companies, while a project of Savings-credit cooperatives did not start yet. 

At the same time the EC financially helps the creation of Savings-credit cooperatives in EU countries, 

and UN proclaims 2012. As the year of Savings-credit cooperatives). 

 

From all the data and discussion on the issue, one can conclude that growth and positioning of 

microcredit institutions and savings-credit cooperatives on BIH's financial market is "conditio sine qua 

non", as a tool to battle poverty, to spur self-employment and to develop small businesses. 
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