[image: image1.jpg]International Year of
Microcredit 2005



Work in Progress 



Country: Italy

Social and Economic Background of Italy
According to the World Bank, the total population of the Italy was 57.6 million in 2004, 67% of whom were between the ages of 15 and 64. The World Bank reports that in 2004 GDP per capita PPP adjusted was $30,116 current international dollars and the informal sector accounted for 27.0% of GNI in 2003. Italy’s GINI coefficient was 0.36 in 2000. The International Labor Organization (ILO) reports that the unemployment rate in Italy was 8.7% in 2003. Italy’s currency changed from the Lire to the Euro on January 1, 1999 at a rate of L1,936.27: €1. The average exchange rate of the Euro was US$1: €1.05 in 2002, US$1: €0.88 in 2003 and US$1: €0.80 in 2004, according to the Economist Intelligence Unit (EIU).
The European Business Campaign for Corporate Social Responsibility reports that an estimated 5 million small and medium-sized businesses make up the engine of Italy’s social and economic development. Ranging from medium-sized manufacturers down to individual entrepreneurs in services and crafts, small and medium-sized businesses employ the majority of the Italian labour force. The average size of Italian enterprises is 3.9 employees, compared to an EU average of 6, and while enterprises with over 250 employees account for 34% of all companies in the EU, only 19.7 % of Italy’s companies are this large.

As of April 2003, Italy was not a participant of the World Bank and IMF’s Financial Sector Assessment Program (FSAP). 

Regulatory and Legal Environment of Italy
The practice of usury hindered social development all over Italy. The problem had become critical enough for a national law to be passed in (March) 1996 requiring regional authorities to prohibit usury practices. 
According to a press release by the European Commission, the Criminal Code in Italy stipulates usury as a crime, but it does not include a precise definition of what constitutes a usurious rate of interest. Such a definition was laid down in Law N° 108 of 7th March 1996. Decree-Law N° 394 of 29/12/2000, later converted into Law N° 24 of 24th February 2001, established that the nature of interest rates are assessed with regard to the time when a contract was signed. For fixed-rate loans pending at the end of 2000, interest rates cannot be higher than the average yield on national bonds (BTP) for the period 1996-2000. In practice, this means that the courts could consider rates of more than 9.96% per year as usurious rates. However, at the time the 1996 law went into effect, the normal rate on the market was 11%.

Efforts of the Italian Government to Promote Inclusive Financial Sectors
Sviluppo Italia, the Italian National Development Agency for South Italy and other less developed areas throughout the country, seeks to promote enterprise and job creation. Among other activities, Sviluppo Italia supports the start up of small and microenterprises by unemployed people by providing advice and finance. More than 22,000 enterprises have been started with finance repaid within 1.5 and 2.5 years.

The European Commission’s report on the benchmarking of business incubators in Italy notes that microcredit promotion recently emerged as a significant governmental policy objective in Italy. By 2002, there were 17 business incubators within the network overseen by Sviluppo Italia, and a further 13 additional incubators were in the process of being built or were going through the planning stages. Most of the incubators in Italy are located on the premises of European-Union funded BICs (Business & Innovation Centres). All Italian BICs are members of EBN, the European network for the promotion of the incubation and BIC concepts on a European platform.

The report also identified that some research has been undertaken in Italy to suggest that the net marginal cost of creating a job in a BIC is estimated at around 60m liras or around US$ 32,100 (2002 dollars).
The average tenancy target of the Sviluppo Italia incubator network is four years. It is expected that once the 30 incubators are fully operational, Italian incubators will collectively have approximately 1,000 tenant companies at any one time and employ 8,000 people.

Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Italy
The European Business Campaign for Corporate Social Responsibility (CSR) states that a group of volunteers set up the "Solidarity Fund of Siena’s Misericordia and the Bank of Monte dei Paschi di Siena" which was then joined by Siena’s public authorities.

Based on CSR, the Misericordia are a social support network with a 750-year history. Linked to the church, this volunteer association has chapters all over Italy today with around 150,000 volunteers working to assist the disadvantaged and the needy. It was a group of retired bank workers who together with the Misericordia convinced the Foundation of the Bank of Monte dei Paschi di Siena to put up seed money in 1996. The funds put up by the Foundation of the Monte dei Paschi bank and the Tuscany regional authorities make up a kind of "warranty fund" that guarantee the loans awarded by a pool of local banks (Monte dei Paschi, Cassa di Risparmio di Firenze, Banca di Credito Cooperativo). Applicants are allowed to apply for loans of up to US$27, 250 (2002 dollars) and these must be paid back over a five-year period with a low interest rate. 

In Italy, businesses have joined together to form Mutual Guarantee Societies, in which they pool their savings to attain better interest rates and improved services on their bank deposits. This also allows them to attain cheaper access to loan finance from banks, in part by using the deposits as guarantees. This mechanism is more than 50 years old. The public sector often supports these societies at a regional level by augmenting the guarantee amount or covering part of any defaults.

According to a 2004 report by the Commission to the Council and the European Parliament on the implementation of the European Charter for Small Enterprises, there is a nationwide mutual guarantee scheme for the craft sector as well as industrial and commercial microenterprises: CONFIDI (there are five major federations of CONFIDIs each serving a distinct sphere of business: industry, the small-scale industry, the craft industry, trade, services and tourism). The CONFIDI system includes 680 private companies (each with its own legal and administrative autonomy), where almost 1,000,000 entrepreneurs are members. According to the Fedart (Federazione Nazionale Unitaria dei Consorzi e delle Cooperative Artigiane di Garanzia) Report for 2001, the CONFIDI system facilitated access to finance of SMEs for a total amount of US$ 3.8 billion and a loan amount average of €37,800 (US$ 33,500) through 113,000 operations. They had an outstanding guarantee of US$ 11.8 billion as of the end of 2002. The “CONFIDI” have not only granted US$6.6 billion (2002 dollars) guarantees to SMEs, but they have also increasingly conducted consulting activities and delivered financial services to their affiliates. 

The European Commission’s 2003 report titled “Microcredit for Small businesses and business creation: bridging a market gap” indicates that with regard to microcredit in Italy in 2001, 90,000 operations were below US$ 22,150, which gives in 2001 a total amount of micro credit reaching US$ 1.3 billion. For each dollar guaranteed by the CONFIDI scheme, the multiplier effect is from 10 times the awarded loan, depending on the individual CONFIDI involved.

Each credit assessment is made by a local CONFIDI. When a CONFIDI credit assessment is positive, the loan application is transmitted to the bank with a CONFIDI financial deposit of 50% of the loan amount (the remaining 50% are covered by collateral provided by the micro-entrepreneur, generally a real estate mortgage). In this 50%, there is a mix of some 10% coming from the members’ fees paid to the CONFIDI and 40% coming from public (often regional) budget. In the framework of a specific agreement (“convenzione”)  negotiated by each CONFIDI and each bank (establishing the amount of operations, type of financial product, interest rate and other terms and conditions), the bank will apply to the loan a favorable interest rate corresponding to a lower default risk of an application directed by a CONFIDI.

The 2003 report by the European Commission also notes that the past results are excellent: 1.6% of default rate, compared to 8% for the craft sector in general. Similarly, of the total amount of loans granted to the craft sector (about 24% of the total enterprises) US$ 62,620 million, approximately US$ 11,400 million (18%) has been channeled by CONFIDI. 
The 2001 report on Finance for local development: New solutions for public-private action), published by the European Commission, DG Employment and Social Affairs; provides information on co-operative lending in Italy. The Mutue di Autogestione (MAG) are financial co-operatives created almost 25 years ago mainly in the North of Italy. Many joined in promoting Banca Etica (a bank to lend to the social economy) but some of them continue to function independently. Examples are MAG2 that operates in Milan area and MAG6 in the Reggio Emilia. They support co-operatives, associations and also the self-employed with small loans  (US$8,859 to US$88,590 in 2001 dollars). They integrate values of ethical finance: respect for the environment, social concerns, and strong democratic participation.

Bank Etica is the only Italian bank specialising in providing support to the social economy. Bank Etica lends to social and economic projects, which aim to create social, environmental and cultural value. It supports programmes for economic development and disadvantaged areas and for disadvantaged people. Bank Etica, in partnership with local authorities, operates the Trust Loan. The fund was established by local authorities to satisfy minimal financial needs of disadvantaged individuals who face social difficulties. This grant from public authorities requires no interest to be paid by the recipients. The bank is responsible for the technical management of the loan.
According to the European Business Campaign for Corporate Social Responsibility, from March 1998, the Central Commission of the Foundation of the Bank of Monte dei Paschi di Siena – a social support network for the disadvantaged and the needy – has evaluated over 640 credit applications. Of these, 78% came from families and 22% from small businesses. By 2002 the Commission had accepted 498 out of the 640 applications and 358 were financed. The commitment of ex-bank clerks in mentoring and tutoring the applicants throughout the process and the rigorous evaluation procedures contributed to the fact that only 5% of the financed loans had not performed as at 2002.

Further north, in Milan, another partnership to fight financial exclusion is providing micro-credits (of maximum US$ 7,862 in 2002 dollars) to support start-ups by ‘un-bankable’ aspiring entrepreneurs. Seed-funding was provided by grants from UniCredito Italiano who were later joined by Deutsche Bank and Banca Popolare di Milano. Around 50 micro-enterprises have been created since the partnerships inception in June 1999.
Italy’s Support of Microfinance in Developing Countries

According to a report by The Reality of Aid, the Italian Directorate-General for Development Cooperation (DGCS) of the Ministry of Foreign Affairs is the governmental agency that manages the country’s aid to poor countries and works to eliminate extreme poverty. It has established field offices (Local Technical Units) in 20 countries, by deploying professional staff based in its headquarters (Central Technical Unit). 

The report adds that a large component of Italian official development assistance is facilitated through multilateral channels, part of which involves providing support for SMEs. In this regard, the European Bank for Reconstruction and Development (EBRD) is the channel through which Italian aid is channelled to SMEs in Central and Eastern Europe and the newly independent states. The EBRD provides information about the magnitude of Italy’s commitment to some of these countries in the form of SME finance facilities. The Bosnia and Herzegovina SME Project Implementation Unit (extension) received a commitment of US$1,003,086 in 2003. Similarly, the same agency (the Bosnia and Herzegovina SME Project Implementation Unit (extension)) received a commitment of US$346,802 in 2004. Also, in 2004 the Western Balkans SME Finance Facility received a commitment of US$2,046,600, while the Kosovo Reconstruction Equity Fund (SME Account for Kosovo) received a commitment of US$142,852.68

There are two new components of Italian official development assistance with implications for the future of Italian development assistance. The first is a new development cooperation law with the aim to refocus the country away from its previous multilateral oriented approach to one that involves increased resources and the expansion of the bilateral channel. The law introduced a Special Fund to manage soft loans, grants and food aid, aggregating all the past funds. The second new component of Italian ODA is decentralized cooperation scheme, such that, all twenty (20) regions in the country are expected to actively participate in the co-financing of projects.

Italy’s National Committee 
The Italian National Committee is comprised of members from the government, local banks/bank associations, nonprofit/microfinance networks/NGOs, private sector, and academia.

The Committee includes two working groups; one focuses on a public awareness campaign and researching and defining Italy's microfinance path. The second group focuses on organizing microfinance promotion events and emphasizing rural microfinance and youth education. The Committee is developing recommendations for the government on microfinance development as a tool for poverty reduction. It is also defining its National Awards for Microfinance Innovative Production. The National Committee also has a web site (www.annodelmicrocredito.org). 

The Committee launched the IYM with a conference on microfinance in December 2004. Conferences and events have been scheduled throughout the year 2005. Events have been held in the School of Economics of the Torino Studies University (Università degli Studi di Torino). In September, events included ”Women and Microfinance: the New Way for the Mediterranean Countries’ Development,” “Microcredit: a Financial Tool for Social Development,” and “Microfinance and Women Enterprise on the Mediterranean area.” In October, “Microcredit in the Adriatic Regions,” a forum on corporate social responsibility, and a regional meeting on microcredit are planned. Blue Book consultations and other events are scheduled for November. A Euro-Mediterranean Conference on Microcredit is planned for December; this will bring together coordinators from the Balkans and the Arab world and speakers from other National Committees. 

Bibliography
BOND (British Overseas NGOs for Development)
Europe in the World: Essays on EU foreign, security and development policies
<http://www.bond.org.uk/eu/euinworld.htm>
Development and Foreign Policies in Italy, France, Denmark and Sweden: Implications for the EU
<http://www.bond.org.uk/pubs/eu/eunat.pdf>
Commission of the European Communities

Banking: Commission requests Italy to amend law on excessive interest rates (Press Release, Reference: IP/03/1118, Date: 25/07/2003), accessed on August 25, 2005
<http://europa.eu.int/rapid/pressReleasesAction.do?reference=IP/03/1118&format=HTML&aged=1&language=EN&guiLanguage=en>
Report from the Commission to the Council and the European Parliament on the implementation of the European Charter for Small Enterprises, 2004, accessed on August 25, 2005
<www.insme.info/documenti/Report1_en.pdf>
Microcredit for Small businesses and business creation: bridging a market gap, 2003, accessed on August 25, 2005
<www.europa.eu.int/comm/enterprise/events/microcredit/doc/report_en.pdf>
European Commission Staff Working Document – Microcredit for European small businesses, 2004, accessed on August 25, 2005
<www.europa.eu.int/comm/enterprise/entrepreneurship/financing/docs/microcredit_doctravail_en.pdf>
Evaluation of the Commission action to promote the Development of Mutual Guarantee Schemes and their Use by SMEs in the EU, 2003, accessed on August 25, 2005
<www.europa.eu.int/comm/dgs/enterprise/pdf/evaluation_2003_report.pdf>
Benchmarking of Business Incubators, accessed on August 25, 2005
<www.europa.eu.int/comm/enterprise/entrepreneurship/support_measures/incubators/italy_case_study_2002.pdf>
The European Business Campaign for Corporate Social Responsibility
Corporate Social Responsibility in Europe – Excellence Report 2002, accessed on August 25, 2005
<http://www.csrcampaign.org/publications/Excellencereport2002/Italy1/>
European Commission, DG Employment and Social Affairs, accessed on August 25, 2005
Finance for local development: New solutions for public-private action, 2001

<www.european-microfinance.org/bibliotheque/201.pdf>
International Labor Organization


<http://laborsta.ilo.org>
Italian Directorate General for Development Cooperation, accessed on August 25, 2005
<www.annodelmicrocredito.org>
Kurt Moors and Geert Peetermans

Guarantee Funds A Success Factor in Microfinance? 2001, accessed on August 25, 2005
<www.coopdevelopmentcenter.coop/Sector/Microfinance%20&%20Finance/guaranteefunds.pdf>
World Bank Group

World Development Indicator Online Database, accessed on August 25, 2005 <www.devdata.worldbank.org/dataonline/>
Doing Business: Snapshot of Business Environment-Italy 2004; August 25, 2005 <http://www.doingbusiness.org/ExploreEconomies/Default.aspx?economyid=96>
Development Initiatives

The Reality of Aid: An Independent Review of Poverty Reduction and Development Assistance: Law Aims to Improve Implementation, accessed on August 25, 2005
<http://www.devinit.org/jpdfs/jit.pdf>
European Bank for Reconstruction and Development

EBRD Report to the Donor and Official Co-financing Community, 2003
<http://www.ebrd.com/pubs/funding/5891d.pdf>
Donor Assignments by Agency Report, 2004

<http://www.ebrd.com/pubs/funding/6387j.pdf>
