
Background: Micro-credit and the 
Commonwealth 
What is Micro-credit ? 
Definition 

Micro-credit i s generally define d a s making 
small loan s available directly to small-scal e 
entrepreneurs t o enable them eithe r t o 
establish o r to expan d micro-enterprise s an d 
small businesses . Micro-credi t i s normall y 
applied to target groups that would otherwis e 
not qualif y fo r loan s from forma l institutions . 
This includes the majorit y o f those livin g belo w 
the povert y line . 

Lack of credi t i s a constraint t o th e 
development o f small-scal e enterprises. Mos t 
lack access to lendin g institutions. The reason s 
for this rang e from lac k of collatera l o r a  credit 
track recor d to the fact tha t mos t financia l 
institutions fin d i t too expensive to administe r 
the smal l loan s usuall y sough t b y the small -
scale entrepreneur. Micro-credi t fill s this gap. 
Loans at commercia l interes t rate s are given fo r 
sustainable smal l o r micro-enterpris e project s 
that provid e self-employment , (See Appendix E 
for additional  facts  on  micro-credit) 

The Commonwealth Approach t o 
Micro-credit 
The Mandate 

The promotion o f micro-credi t a s a means o f 
poverty alleviation i n the Commonwealth ha s 
received endorsement a t the highes t politica l 
levels. When they me t i n Edinburg h i n 1997 , 
Commonwealth Head s of Governmen t 
committed themselve s to a  Commonwealth-
wide effor t t o reduc e poverty . They undertoo k 
to 'work towards halvin g the proportio n o f 
people livin g in extreme povert y b y the year 
2015', and i n particula r t o 'promote the rol e o f 
micro-credit scheme s in reducin g povert y 

through increase d assistance from th e 
international community ' (Edinburg h 
Communiqué, 1997) . 

The Commonwealth Yout h Programme (CYP), 
an intergovernmenta l organisatio n withi n th e 
Commonwealth Secretariat , works to integrat e 
young people int o nationa l development . 
Founded i n 1974 , the CYP has for a  quarter -
century provide d a  range of service s to youn g 
men and women, youth workers , NGO s and 
national governmen t i n the four region s o f th e 
Commonwealth. 

The CYP has developed a  Commonwealth Pla n 
of Action fo r Youth Empowermen t t o the Year 
2005, which wa s endorsed b y the 199 8 
Commonwealth Yout h Minister s Meetin g i n 
Kuala Lumpur , Malaysia , The Pla n o f Actio n 
presents polic y option s grouped unde r te n 
strategic objectives , with a  number o f actio n 
points which ca n b e selected and adapted as 
appropriate t o specifi c nationa l circumstances . 

The first strategi c objective is : 

1. Develo p and implemen t measure s t o 
promote the economic enfranchisemen t o f 
young people and thei r participatio n i n th e 
economy. 

Among the action point s suggeste d as 
policy options unde r thi s objectives are : 

2. Promot e and suppor t a n integrate d 
approach to micro-enterpris e training and 
credit schemes , including the creation o f 
tax incentive s to agencies and private -
sector partner s engaging in micro -
enterprise developmen t fo r youth , the 
promotion o f partnership s o f ke y 
stakeholders to manag e these schemes, the 
development o f Chamber s o f Commerc e 
for youth enterprises , and the identificatio n 
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of resource s for operating and replicatin g 
successful micro-financin g schemes . 

3. Develo p poverty alleviation and employmen t 
programmes targeted specificall y a t youn g 
women, young people i n specia l 
circumstances and those i n rura l areas . 

The Approach of  the  CYCI 

The CYCI takes a holistic approac h to micro -
credit delivery . This approach emphasise s th e 
provision o f micro-credi t a s part o f a n 
integrated packag e that include s skills , 
marketing and managemen t training ; and 
business counselling, to ensur e it s 
effectiveness. The holisti c approach i s based on 
the premis e that runnin g a successful busines s 
requires skill s which first-tim e entrepreneur s 
may no t have . The poo r nee d assistance to 
translate busines s ideas into reality , prepar e 
business plans , develop ne w product s an d 
market thei r produc t output s systematically . 

The CYCI builds upo n the work o f suc h 
initiatives as the Grameen Ban k and th e 
UNDP's MicroStar t Guide . However, i t differ s 
from thes e initiative s i n that they assume tha t 
the provisio n o f credi t alone i s sufficient t o 
stimulate economi c activit y fo r poo r people . 
This 'minimalist approach' , as we can cal l it , 
argues that poo r peopl e already hav e a wealth 
of idea s and knowledg e o f marke t potential , 
and simply lac k the financial mean s t o 
transform thes e into a  thriving business . This 
approach takes the view that , while th e 

training, busines s counselling, informatio n 
technology an d othe r service s are helpful , 
their cos t ma y rende r the whole projec t 
unsustainable, and i t i s therefore bes t 
managed separatel y (UND P 1997a). 

The minimalis t approac h ha s been prove n t o 
be successful i n man y differen t contexts . 
However, i t ma y no t address the ful l rang e of 
needs of those who are entering into economi c 
activities fo r the firs t time - fo r example , 
young people or marginalise d group s such as 
women, disable d people , street peopl e an d 
refugees, the poores t o f the poor , or any target 
sector where a strong culture of entrepreneurshi p 
is not already established . The CYCI aims t o 
reach these groups b y bringing speciall y 
targeted suppor t t o such groups. Where 
alternative programme s alread y exist , the CYCI 
should no t compete with these . The CYCI can 
be used to complemen t an d suppor t othe r 
micro-credit activitie s which provid e onl y 
credit and no t training or other support . 

The CYCI also emphasises the importanc e o f a n 
enabling environment; a  political, economic , 
social and cultura l contex t that encourage s th e 
growth o f successfu l micro-enterprises . Peace , 
political stabilit y and democracy are importan t 
elements o f the enabling environment. Othe r 
factors which als o affect the enablin g 
environment includ e government policy , globa l 
and regiona l macroeconomi c forces , and 
conditions a t the loca l leve l where th e 
programme i s to b e implemented . 
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