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Summary

This thesis will look at the question: Under whaiditions can microfinance be a useful tool for
the European Union for stimulating self-employmienteduce unemployment?

For decades the EU and its Member States are deailih unemployment and the high costs for
unemployment benefits attached to it. So the Merfivates are looking for ways to deal with this
problem. The objective therefore was getting maepte from welfare to work. But before the
1990s there were no common policies for employmethin the EU. A big change in employment
policies came through the ‘European Employmentt&gsa. This continued with the Lisbon
strategy and more recently the renewed Lisbonegjyathat contains a set of guideline to promote
employment. The concern about employment was ernggthby the European Commission by
increasing the budget for Growth and Jobs. Thiggbtidowadays is the biggest part of the total
EU budget. A part of the budget is especially nesgifor microfinance as a tool to stimulate self-

employment.

Multiple resources are involved in stimulating seffiployment to reduce unemployment, however
the first question rises: Is there a relationstdeen the level of self-employment and that of
unemployment? There are theories that claim that@aease in unemployment will lead to an
increase in self-employment. Other theories cldiat &n increase in self-employment will lead to
a decrease in unemployment. Empirical data shohagdhe effect of self-employment reducing
unemployment has a bigger outcome. The shortcofointhis relationship lies in the fact that the
effect takes longer to have its influences. Unfaatiely it was also made clear that the start-ups do
not have high expectations to survive the first fjears. This decreases the chance that the effect
of reducing unemployment takes place. This pleadpdlicies that support the self-employed
during the first years. Statistics have also shtvan there is case of supporting self-employment in
the EU. The self-employment level kept rising, whtie unemployment level was going down.
Self-employment has also proven to be a contingtalsle factor of total employment.

Other factors that can influence the level of setfployment are the economic development and
the social security factor. Different stages ofremraic development have their reflection on the
labour market. Economic prosperity creates morsipihisies on the labour market, also that of
becoming self-employed. Economic decline has athegeeflection on the labour market. People
are threatened by unemployment and than self-emqgaycan be used as a refuge.

Social security for instance is one of the fielisttis not entirely covered for the self-employed
worker. So people who are becoming self-employedatso giving up there social security.

Fortunately there is improvement in this field.



More Member Sates are acknowledging self-employrasiat separate form of employment and
are giving it a status within legislation. This reakit possible to set up social security schemegs th

are moving towards schemes that already exist &mevemployment.

Next to social security there are also other pdiielgls that need to change in order to stimulate
self-employment. So which other policies are therstimulate self-employment?

Outside the EU, in the US and Australia there aogiams to stimulate and support unemployed
people who want to become self-employed. The prograre providing different kinds of support,
in order to encourage the unemployed to becomeesghloyed. The support consists of financial
aid, coaching and training. This kind of supporke®it possible for the les advantaged people to
become self-employed. The extra non-financial ses/improve the skills and knowledge of the
new self-employed workers. The purpose of theseskilig and knowledge is to reduce business
failure.

Looking at the EU, entrepreneurship and therelfyesaployment are on the policy agenda for the
period up to at least 2013. The policies emphabigeshortcomings and the need to overcome the
obstacles in order to get people self-employedotuhately at this moment a lot of issues stay
part of the dialogue, more clear plans have to &danAn important topic remains the social and
legal status of self-employment, this causes tiaself-employed themselves stay responsible for
getting social insurances. Another topic is thetom of a more SME-friendly regulatory and

administrative framework.

Another method of financial support to stimulaté-seenployment is microfinance. In practice it
shows that it is very difficult for people to gesmall business loan. There are several issues why
banks are reluctant to provide small loans to urieya people. At first, they do not have a
collateral. Second, the revenues are small compart efforts that have to be made to provide
such a loan. Microfinance can be an option. Micrafice programs are especially designed to help
the unemployed and other less fortunate in ordpramote social inclusion. Another advantage of
microfinance is that besides providing finance additional services are provided such as
education and business training. This gives theqgi@aints extra assistance in becoming self-
employed. So under what conditions is microfinamceseful tool to stimulate self-employment?
There are two types of conditions: the internal tiedexternal. The internal conditions are about
good governance to secure the sustainability abgram. This means that the management has to
ensure that a program can work as efficient asilplessithout cutting back on the provided

services. This means monitoring the inflow andloutfof the resources.



The external conditions should make it easier fmrofinance providers to operate.
The governments should provide an overall frameviorknicrofinance, with certain support form

different policy fields such as an economic frameand proper infrastructure.

So what can be done to make microfinance a usadlitd stimulate self-employment? In order to
keep stimulating self-employment, the EU shouldi®on creating a framework containing the
following policy fields: a status for microfinane@d self-employment, financial and regulatory
adjustments. A status for self-employment makésdasier to create and adopt polices for social
security to the self-employed. The next part offtaeework is the regulation for providing
financial services. A lot if microfinance prograar® lending money while they are not registered
as a financial institution. To allow these orgatimas to provide financial services there havedo b
specific and strict regulations. These regulatiamsthe responsibility of both the EU as well a&s th
Member States.

And of course the design of a microfinance prograhe management and staff are preferably
people with an entrepreneurial and/or financiakigagcund. Because of their background the
suggested management and staff know what it isrt@rbusiness. This has two advantages; the
first is that they can the run the program in ditieiht way and the second advantage is that they
can use their experience to help the participditts.help consists of giving training, coaching and
they can act as counsellors for the new self-enmpéoyt. A microfinance program naturally also
provides finance, so what sort of financing is dtddae given: a lump sum of money or a monthly
allowance? A mix of these products is most dekrdProviding a sum to help out with the start-
up, afterwards a periodical allowance. This allogeashould be seen as an income support and a
support for the operating costs over a certain span.

And of course people should be more aware of tissipiities to become self-employed.

Therefore the EU and the Member States must prosaift@mployment more actively.
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Chapter 1: Introduction of the thesis

1.1 General introduction

This Master Thesis is written for the UniversityTafiente. The aim of this thesis is to investigate
whether stimulation of self-employment can helpaduce unemployment in the European Union
(EU). The thesis also examines the possibilitiesriwrofinance as a tool to stimulate self-
employment.

Unfortunately, during the current economic recessidot of people have to deal with
unemployment. This can be direct if you loose yjobror indirect if people in your environment
loose their job.

The governments of the EU Member States have tord#athis unemployment problem.
However, unemployment in the EU is not a recenblgm. The problem is present for decades.
The figures show that unemployment has been risong just over 4% in 1976 to well over 10%
in the mid-1990s (Kleinman, 2002, p.165). Thesarfig show the development of the last century,
so what is the current situation? In 2000 the toteimployment rate in the EU (27 countries) was
8.7% and 7.0% in 2008 (EurostatThis shows that there is a decrease in the uloyment rate
but it still is not at the level of the 1970s.

So the unemployment rate is a structural probleahihs to be dealt with. But how can this be
done?

Looking again at Kleinman (2002, p.161), the Eussp€ommission in the Person of Allan
Larsson spoke about a ‘new approach’ in labour marketopesi This approach should focus more
on active labour market policies and a preventp@@ach. In other words, changes had to be
made. These changes have to come from a Europe shifi in social policy ‘from welfare to
work’. In other words it means getting more peagifebenefits and let them participate in the
labour market. People who are living on unemployinfiemefits can be active in the labour market
again in several ways. Basically there are two «ioidworkers: people who are employees and
people who are working but are not employees (Rademnd Coletto, 2009, p. 5). Employees can
be described as people who work for an employereceive compensation for this work in the

form of wages, salaries (Pedersini and Coletto92004).

! Percentage of the labour force
2 http://epp.eurostat.ec.europa.eu/portal/page/genmloyment_unemployment_|fs/data/main_tables

(tsiem110) last visited at 9 September 2009

® Former Director General for Employment and Soaftdirs for the European Commission
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The second group is more difficult to describe lbgeat contains all independent work, meaning
all the professions apart from dependant employifieedersini and Coletto, 2009, p. 4). One
group among these workers are the self-employe#lex®rAs the title of this thesis shows us, this
thesis will focus this group. So what does self-Eyiment mean?

Self-employed workers are not easy to describeaume self-employment exists in different
forms. Basically self-employed can be divided iativaditional group and a new group. The
traditional consists of occupations such as tradeadtspeople, ‘liberal’ professionals and farmers
Than there are the “new autonomous occupationstenbés not easy to describe different
occupational groups (Pedersini and Coletto, 20020p This thesis will focus on the “new
autonomous occupations” because the traditionalpi®already heavily regulated (Pedersini and
Coletto, 2009, p. 10). So if this thesis mentiogi§-employment or self-employed workers it refers
to the “new autonomous occupations”. Among the matwous occupations there is one group, on
which the main focus of this thesis lies, the dedaown account workers without employees of
the new group. Or as the definition by the Eurosgditour Force survey states: “Self-employed
persons not employing any employees are definge@®ns who work in their own business,
profession or farm for the purpose of earning difprand who employ no other persons”
(Pedersini and Coletto, 2009, p. 4). | will focusthis group because we are examining the
stimulation of self-employment and especially peapho want to become self-employed. Because
it is not likely that these people are having empls from the beginning, the self-employed

workers without employees will be the target group.

Self-employment can be a viable alternative fomopleyment. However, not everybody is

suitable to become a self-employed worker. Moshefdisadvantaged people who choose to
become self-employed are among the least disadyeahia terms of assets, education, experience
and skills (Schreiner, 1999, p. 511). Making a-setiployed worker of someone who does not
have these assets could worsen their situationd&ebecoming unemployed again there is also a
chance that these people will have (an extra) betause of ending their self-employment
activities. For this group other alternatives faemployment should be found. To make it possible
for people to get employed more easily a changmiicy is necessary. Throughout the entire EU

measurements have to be taken to support peopht w&elf-employed.
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Before the early 1990s there was no common employpwicy. Dealing with employment issues
such as unemployment was the responsibility ofjthesrnments of the Member States.

This changed with the European Employment StratE&5). “The Strategy is founded in the
Employment Title. This title is incorporated inteetAmsterdam Treat§{Kleinman, 2002, p.187)
Employment is now an issue of common concern ferthion. In March 2000 the Lisbon Summit
was held (Groenendijk, 2004 p. 8). This summit tiesbase of the Lisbon strategy. The Lisbon
strategy aimed at employment and the EES had #ulinig role in order to reach the objectives
(European Commission, 2005, p. 25). To reach tlectibes in 2002 Employment Policy
Guidelines were introduced. These guidelines cordaillar for entrepreneurship; Pillar 2
Developing Entrepreneurship (Groenendijk, 20041). h order to emphasize the importance of
entrepreneurship for the EU in 2004 an action Plée: European Agenda for Entrepreneurship
was launched (European Commission, 2006). Sucleteonglan shows that the EU is active in
order to stimulate entrepreneurship.

After a few years the goals of the Lisbon strateigye revised. The European Commission made
several proposals to improve the strategy andeaEtiropean Council of March 2005 these
proposals were approved and the Lisbon strategyelasnched. With the renewed Lisbon
strategy also new guidelines were introduced, theaied “Integrated guidelines for growth and
jobs (2005-2008) (European Commission, 2005). Turpgse of these guidelines was to provide a
stable and coherent framework to make it posshlmplement the priority measures approved by
the European Council (European Commission, 200B).[@.-he guidelines contain a set of
Employment guidelines in order to provide a framewfor the continuation of the employment
objectives of the EU. But more interesting areNhero economic guidelines. In this set of
guidelines there are two guidelines that specificaim at entrepreneurship

(European Commission, 2005, p. 7):

* Guideline. To create a more attractive businesg@mwent
(Integrated guideline No. 9)

* Guideline. To promote a more entrepreneurial celturd create a supportive
environment for small and medium-sized enterpr{S&s8Es)

(Integrated guideline No. 10)

4 Amsterdam Summit in 1997, Articles 125-120
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These guidelines reflect the intentions of the Elthe field of supporting entrepreneurship. In
Integrated guideline No. 10 the specific aim isgh@ll businesses under which self-employed
workers can be placed. The intentions of the EUndidend in 2008. For the period of 2007-2013,
in line with the Cohesion Policy in Support of Gtovand Jobs, a new framework has been set up
(European Commission, 2005b, p. 8). As part offilaisiework several strategic guidelines are
launched. One set of these guidelines has the paiodFacilitate innovation and promote
entrepreneurship’ (European Commission, 2005b022).

All the guidelines and the action plan show us thaheory the EU has great interest in promoting
employment and entrepreneurship. But has action tad&n to support the employment and
entrepreneurial objectives in practice?

In the EU the importance of the growth and emplegtrstrategy is emphasized by financial
support. The budget for growth and employment haeased in the period 2008-2010. The total
budget for growth and employment nowadays excdedagricultural budget. This started with the
budget proposal by the European Commission for 200& budget for growth and jobs should
grow and it was proposed as follow: "The renewezbbn Strategy remains at the core of EU
policy. € 57.2 billion will be spent on policiedad to growth and employment in 2007, that is
2.3 billion more (+4.2%) than in 2006” (Europeam@nission, 2007, p 1). The budget that was
determined for 2008 was even bigger € 58 biflidthe proposed budget in 2009 was € 60 billion
(European Commission, 2008, p 1) and for 2010 tbpgsed budget will increase to € 62 billion
from which channeling funds into projects to sand ereate jobs, help companies and restore
competitiveness will be the EU's top priority (Epean Commission, 2009, p 1).

The budgets above represent the entire growthabwdjudget. So the question rises how can this
budget be used to stimulate self-employment?

In developing countries a tool that is used to gkite self-employment is microfinance.
Microfinance is already used in developing coustfa several decades. For instance one of the
founders of microfinance is Muhammad Yunus. In 1B&&tarted the Grameen Bank in
Bangladesh, this is a bank that provides microittegoor people. For this effort over decades in
2006 Muhammad Yunus and Grameen Bank were rewavilledhe Nobel Peace Prize. The Nobel
Prize was given for the achievements of the GrarBaak in fighting poverty by using
microfinance and also for the long term vision ailmmad Yunus to fight poverty worldwile.

Such a prize shows that worldwide the potentiahadrofinance is recognized.

® http://ec.europa.eu/budget/library/publications#peidin_fig/dep_eu_budg_2008_en.pdf
last visited at 18 July 2009
® http:/nobelprize.org/nobel_prizes/peace/laurea@@/press.htmlast visited at 6 September 2009
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But what is microfinance? Microfinance is oftenidefl as financial services for poor and low-
income clients. In practice, the term is often useale narrowly to refer to loans and other services
from providers that identify themselves as “micnafice institutions” (MFIs). These institutions
deliver very small loans to unsalaried borroweakirtg little or no collateral” (Microfinance
Gateway). Because the MFIs provide small loans, microfaeaaften is referred to as microcredit.
While in fact microcredit is just a part of thedbpackage that is provided under microfinance.
Other services are savings, insurance, money gen@¥licrofinance Gatewéy

Not only is microfinance a tool for the developitmuntries even in developed countries there are
programs to stimulate self-employment by providinigrofinance. Although the term ‘very small
loans’ has to be put into another context. The Eid the loans provided under microfinance at
maximum € 25,000,- (European Commis§jon

The EU itself uses part of the growth and jobs tetidigr microfinance. Even now during the crisis
the European Commission still supports self-empleynthrough microfinance. The European
Commission has made a proposal to provide a bididgeticrocredit for the period of 2010-2013.

Box 1 represents this proposal:

Box 1 European Microfinance Facility

The current economic downturn started as a finhodisis prompted by severe liquidity
problems: banks stopped lending to each other Bondstopped lending to people to do busines
and create jobs. The new microfinance facility aimmake it easier for people who, in the
current context of reduced credit supply, mightehdifficulties in accessing funds for business
start-ups.

Workers who have lost their jobs or are at riskosfng them and want to establish their own
businesses will have better access to funds arefibém additional support measures such a
mentoring, training and coaching. Disadvantageglgedncluding the young, who want to start
or further develop their own small businesses, aflb benefit from guarantees and assistance
preparing a business plan.

An initial budget of €100 million is expected tavégage €500 million of credit in cooperation
with international financial institutions such ag tEuropean Investments Ba@koup (EIB). This
could result in around 45,000 loans over a perfagbdo eight years. In addition, the possibility
to apply to the loans interest rate rebates frarBhiropean Social Fund will make it easier for

[

UJ

n

Sourcehttp://ec.europa.eu/social/main.jsp?langld=en&cs8RRnewsld=547ast visited at 19 July 2009

As mentioned before an advantage of microfinantieaisit consists of more services than just
providing a small loan. During the introductionroicrofinance it was mentioned that it consists of
financial services that are provided to the pgéiots. Box 1 shows us that the EU also provides
non-financial services as a part of the microfirarithis support consists for instance of

mentoring, training and coaching.

" http://www.microfinancegateway.org/p/site/m/templat/1.26.9183/ast visited at 6 September 2009
8 http://www.microfinancegateway.org/p/site/m/templat/1.26.9183/ast visited at 6 September 2009
® http://ec.europa.eu/social/main.jsp?langld=en&cBBKRnewsld=547ast visited at 6 September 2009
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As we have seen, at this moment self-employmentna@obfinance are part of the growth and jobs
policies in the EU. The next step is to turn thiégmes into proposals to use microfinance in
practice as a useful tool. This thesis will exantmeconditions that are necessary for microfinance

to be a useful tool to stimulate self-employment.

1.2 Research plan

In the first paragraph a general introduction &f tibpic of this thesis is given. But what is thalgo
of this research? The goal of this research ixpdoee what possibilities there are for the EU $e u
microfinance as a tool to stimulate self-employnaemd thereby reduce unemployment. Taking
into account the factors that are of influenceaioiindividual to become self-employed. To reach
the goal of the thesis the following central quasis formulated:
Under what conditions can microfinance be a ugefilfor the European Union for stimulating
self-employment to reduce unemployment?
The main question can be divided into separates p&ach part of the main question is a sub-
guestion by itself. The conclusion of these substioas will give an answer to the main question.
The three sub-questions for the thesis are:

* In which ways are changes in the self-employmerglleelated to changes in the

unemployment level?

« Which policies are there to stimulate self-emplogtngithin the EU?

¢ Under what conditions is microfinance a useful toostimulate self-employment?
The sub-questions mentioned here will act as tha maestions in each research chapter. In the

chapters themselves the questions will be answsredher sub-questions.

1.2.1 Methodology

The type of research is Exploratory. This meansttieaim of the thesis is aiming to explore what
possibilities there are for the EU to use micrdficeas a tool to stimulate self-employment and
thereby reduce unemployment. By answering the si@stipns data or information becomes
available to make a final conclusion on the toptee conclusion will be used to do
recommendations towards policymakers.

To answer the sub-questions data and other infowmabout the subject is required. The data and
information for this subject is collected by theewd several sources. The main sources are: study
books, articles, other research documents andthenket. The books and the Internet are used for

more general information about the topic and the EU
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The articles and research documents are used fi@r specific research. These articles and
research document are used to answer the sub-auestieach chapter. They can be divided into
the following categories: Theoretical scientifi@fiature and documents, (empirical) research

documents and policy documents.

1.2.2 Limitations of thethesis

This thesis has several limitations, which caru@fice or have influenced the outcomes in this
thesis.

The data shown in several tables is taken fromipuswears. In the mean while certain rates
and/or percentages, such as the unemploymentdanmdiffer from the data shown in the tables.
Also, this thesis focuses on the topic Union-widehis case it means that research is done on
macro level. This is done to prevent the thesimfocoming to broad. Therefore several factors
the micro level that can influence the level of mpéboyment and self-employment are left out of
the thesis. These factors are: gender, ethniaity age. In some cases the previous factors are
mentioned in this thesis, but that should be seaadditional information. Another aspect, which
will not be examined thoroughly because of the saafthe thesis, are the programs used in the
Member States. Just like with the other factorstioead above, national programs will be used in
an informative way or as an example.

Another limitation lies in the literature used mg thesis. In several documents entrepreneurship
and self-employment are used interchangeable.i®®liiscussed in chapter 3 often focus on
business start-ups. These start-ups can contaigpeanbeurs as well as people who want become
self-employed. This can be confusing. Even thomgsoime contexts the terms entrepreneurship or

business start-up will be used, the focus of tmésis stays on self-employment.

1.3 Outline of the Thesis

This thesis can be divided into three parts. Tist fiart contains the general introduction and the
research plan of the thesis. The second part cantlaiee research chapters and the thesis will end
with a final conclusion and recommendations.

To answer the main research question three suliigue$iave been formulated, as explained in
the research plan of this thesis. To answer th@s&gestions this thesis contains three research
chapters. The first research chapter, chapterd2eades the question what the relationship is of
changes in the self-employment rate compared toggsin the unemployment rate. If there is not

such a relationship what is the use of making gaied providing funds and resources.
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This chapter looks at the theories about the malatiip between the changes of the levels of self-
employment and unemployment.

To see if these theories can be proven | haveeaiamined empirical research on the different
theories. There are also external factors thatémite the levels of self-employment and
unemployment. These different factors are also @xaan Besides theories about the relationship
between self-employment and unemployment, theatssa practical side. This means looking at
the policies in the EU. What policies are theréhimfield of self-employment?

Chapter 3 deals with the different policies in fiedd of self-employment. In the introduction it is
mentioned that there are policies for entreprergpyrbut are there also specific policies to
stimulate self-employment? Chapter 3 starts widngiring two self-employment programs

outside the EU. By examining these programs | Hoghow what the positive and negative
aspects of self-employment programs are. Policasens can take these findings into account
during the process of policy making. After that tthapter deals with policies and practices within
the EU. The two parts of the chapter combined pyvidlvide us information about how to form a
good self-employment program within the EU.

In order to become self-employed funds are requBedhow can these funds be obtained?
Chapter 4 will deal with this question. This chagteuses on microfinance in the EU. The
research question for this chapter is: Under whatltions is microfinance a useful tool to
stimulate self-employment? This chapter starts \oitking at the fact why there is a need for
microfinance. There are enough financial institagiehe EU such as banks. Why is it difficult for
the unemployed to get a (business) loan theredorhe self-employed? After this the chapter
continues with microfinance in practice in the Ede there microfinance programs active in the
EU? If these programs do exist at what levels enEb?

If a microfinance program is active there is a paog performance. This can either be good or bad.
But how do we know how a program is performingyéfigre research on the program performance
is required. Section 3 of chapter 4 deals withqgranince measurements of microfinance
programs. After a performance measurement theea igtroom for improvement. So how can this
improvement be reached, in other words what aredhéitions that can improve the performance
of a microfinance program? These conditions wilekamined in section 4. Chapter 4 will end

with a model to help policy makers make a strafegynicrofinance.

The conclusion recaptures the main aspects ohttwst In the research chapters, the sub-questions
of the thesis were examined. The most importantlosions of the research chapters are discussed
in this part of the thesis, in order to answerrttaén question. Forthcoming from the final

conclusion recommendations for the policymakershvdlmade.
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Chapter 2: Relationships between Self-employmeattamemployment in the
EU

2.1 Introduction

This thesis is about stimulating self-employment remluce unemployment. But does self-
employment have an effect on unemployment andwécsa? If there is no connection between the
two of them it would be a waste of resources tmgihte self-employment. Therefore we have to
examine if there is a relationship between these favms of employment. For that reason this
chapter will deal with the following research qu@st ‘In which ways are changes in the self-
employment level related to changes in the unenmpéoy level'.

In section 1 we will explore which theories exibbat assumed relationships between self-
employment and unemployment. Not only the theokidibe examined but also empirical studies,
to see if there is proof for the theories. If spebof exits then this will provide a base for
policymaking in the field of supporting self-empfognt.

The changes in the self-employment and unemploynages do not happen by themselves. There
are several factors that can influences the ratdshanges. Section 2 of this section will focus on
factors that can influence the self-employment @ameimployment rates. These factors should also

be taken into account during the policymaking pssce
2.2 Therelationships between the levels of self-employment and unemployment.

First of all let us have a look at the self-empleyand unemployment figures within the EU. We
will look at the development of self-employment am&mployment in the past years. | already
mentioned in chapter 1 that the unemployment rateé EU was 8.7% in 2000 and 7.0% in 2008.
But what about the development in the self-emplaytnates in the EU?

A recent study (Pedersini and Coletto, 2009, p) g#®ws us the development between 2004 and
2007. The research shows the changes in the lefsstdf-employment between 2004 and 2007
expressed as percentages (Var. %) and the peregmbag changes in the share of self-employed
workers in total employment (Var. pp) (Pedersird &oletto, 2009, p. 8). The percentages are

shown in table 1.
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Table 1. Changesin the levels of self-employment expressed in % of the absolute numbers in
2004 and 2007 *°

Total

Men

Women

Var.%

Var. pp

Var.%

Var. pp

Var.%

Var. pp

EU 27

4.5

-0.2

3.2

-0.3

7.5

0

Source: Pedersini and Coletto, 2009, p. 7

Table 2: Unemployment rates by gender in 2004 & 2007 in % of the labour force

Total Men Women
2004 2007 2004 2007 2004 2007
EU 27 9.0 7.1 9.8 6.6 9.8 7.8

SourceEurostat Employment and unemployment main tables

So table 1 shows that between 2004 and 2007 ttduddsiumbers in the EU 27 have risen.
Especially more women have become self-employed parcentage of total employment the EU
27 and the male self-employment rate went down.Byafid 0.3 percent. | think this is not a
significant decrease, taking into account thattierwomen there was no change at all. It shows
that self-employment over the past few years ighile factor of employment in the EU. Table 2
shows us the unemployment rates in 2004 and 20@¥ uiemployment rate has decreased
between these years. Looking at the rates we @athaethe rate has gone done with about 2% in
all cases. If the unemployment level drops thiggesgthat the employment level should rise. The
Var. pp shows that the level of self-employmenpas of the total employment almost stays the
same. So this implies that even though employmses mot many people leave self-employment

to get employed in another way.

We have seen that the self-employment level has asd that the unemployment level has gone
down. Do tables 1 and 2 just show us the changeses of self-employment and unemployment,
or is there a connection between the two of theheriext section will look at the theories about

the relationship between self-employment and uneympént.

19 Changes in the absolute level self-employment ine¥veen the level of 2004 and 2007 (Var%) and as
percentage points changes in the share of selfegmglworkers in total employment (2004-2007)

" hitp://epp.eurostat.ec.europa.eu/portal/page/pengloyment_unemployment_lfs/data/main_taplast
visited at 18 September 2009
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2.2.1 Theories about the relationship between unemployment and self-employment.

There are different theories about the relationbleipveen self-employment and unemployment.
This section will examine different theories. Thedries about the relationship between self-
employment and unemployment can be divided intortwm streams. The first stream argues that
unemployment stimulates self-employment (Audretstchl. 2002, p. 3). The second one claims
that a higher level of self-employment reduces yleyment (Audretsch et al. 2002, p. 3). We

will now look at both streams.

» First stream theories

The first stream claims that unemployment stimglaif-employment and is based on a positive
relationship (Audretsch et al., 2006, p. 2 and Meafj992, p. 98). The positive aspect of this
relationship consists of the causal relation of wadables (EImes et al., 2003, p. 107). In thiseca
that means an increase in one variable causes@asge in another variable. For this theory it
means that when the unemployment rate rises thisesaan increase in the self-employment rate.
This relation comes forth from the idea that uneypient pushes people into self-employment.
Unemployment pushes people into self-employmengnithe opportunities for wage employment
are limited, self-employment than can be an alteregoblessness according to Meager (1992, p.
89). This relationship is referred to as the “refeigeffect and the “unemployment push” (Meager,
1992, p. 94).

+ Second stream theories

The second stream looks at the relationship betwaemployment and self-employment from
another perspective. The causality in this strea@ama that when one variable increases the other
variable decreases. This means an increase iemglioyment will lead to a decrease in
unemployment, an inverse relationship (Audretscil.eR006, p. 2). If there is more economic
prosperity people also tend to become self-emplaeyetlbecause of the good economic conditions
less businesses are likely to fail. This relatiopsireferred as the “entrepreneurial” effect
(Audretsch et al., 2006, p. 2) and the prospetity (Meager, 1992, p. 94).
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2.2.2 empirical research

We have seen the two streams concerning the nethjos between self-employment and
unemployment. In the articles by Audretsch and K({t999), Audretsch et al (2002) and
Audretsch et al., (2006) more research is donéherirefugee effect” and “entrepreneurial” effect.
These studies are similar to each other in a walyttiey are examining changes in unemployment
and self-employment over certain time span. Théwihces lie in the different mathematical
equations that are tested and the different timege

The different studies agree that there is a casebfth the “refugee effect as well as the
“entrepreneurial” effect. But there is a strongese for policy to support the “entrepreneurial
effect” because a change of 1% in entrepreneuciality causes unemployment to decrease with
1.12% eight years later (Audretsch et al., 200®)pOn the other hand the “refugee effect” shows
that a 1% percent increase in unemployment, caoislgsa 0.16% increase in self-employment
(Audretsch et al., 2006, p. 10). It must be memibthough that it will take a longer period for the
“entrepreneurial” effect to have its effect. Thisaused by the fact that newly self-employed star
relatively small and a lot of them do not survivpaiod of more than five years. The ones that do
survive have the potential to grow and can generaiployment in a later phase (Audretsch and
Thurik, 1999, p.9).

A different study focuses on the inflow and outflofvself-employment. The starting point is the
self-employment level and the changes of this level a certain time period (Meager, 1992,

p. 94). Instead of looking at the unemployment parsth prosperity pull, this study examined the
number of people that entered and left self-empkyinover a certain period in time. The
outcomes claim that policies should not only suptifee unemployed that want to become self-
employed, the inflow, but also in policies shoutdrbore emphasis on preventing outflow. If the

outflow is not prevented the effort to supportanilhas no effect (Meager, 1992, p. 100).

The different studies show quite some similaritidgey claim that unemployment has an effect on
self-employment, even though it is not a big eff@ttey also agree on preventing outflow for two
reasons. The first is that the self-employed dosnotive and there is a chance that they will
become unemployed again claiming benefits. Thergboeason is because of the “entrepreneurial
effect” the survivors of the difficult first peridohve the potential to generate employment. This
pleads for policy in the direction of supportindfssmployment after they have started, so that they

can have the resources to survive.
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Now, let us go back to the beginning of this sectibhe two tables showed us the changes in self-
employment and unemployment and the question veathelre a relationship between the two of
them? Comparing these tables with the theoriemkfttinere is a strong case for the second stream
theories. During the period 2004-2007 was an irsgreéa the self-employment level of 4.5% and a
decrease of unemployment of about 2% in the EUBI®. more important the level of self-
employed compared to total employment almost stayatle same level. That shows that a lot of
people stay self-employed, in other words theeel@v outflow. The increase of the self-employed
level, especially that of the women, shows thatengople want to become self-employed

Despite the fact that the percentages do not mwitththe empirical data, it still implies that tieer

is a case for the “entrepreneurial” effect. In aratereach such an effect it is important the suppo
the people who are already self-employed, alsousecatatistics show that the absolute number of

self-employed has increased over the past few years

This section focused on statistics and theoriesitabelf-employment and unemployment. In the
next section we will look at different factors thaan influence the self-employment and

unemployment rate.

2.3 Factorsthat influence unemployment and self-employment

The previous section showed that changes in sgif@ment and unemployed are related to each
other. Changes are a matter of inflow and outflBwt what influences this inflow and outflow?
Several times during this section we mentioned d¢lsenomic status of a country and the
relationship between unemployment and self-employm&he levels of self-employment and
unemployment are not just a matter of people wramsé to become self-employed or loose their
jobs. Economic factors are also responsible fordkiels of unemployment and self-employment.
Another factor is the social factor. The Membert&taare dealing differently with employment

issues. This can affect self-employment and uneynpémt in the particular Member States.
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2.3.1 Economic development

The economic development and labour market sitmatfoa country can be of influence on the
unemployment and self-employment level. The econ@niemployment situation of an individual
can be a motive to become self-employed. But wéetbfs can act as a motivator to become self-

employed?

In the previous section we already mentioned themptoyment push and the prosperity pull.
These two theories can be linked to the economieldpment of a country.

If there is an economic decline in a country thisréases the unemployment rate because more
people will loose their jobs. The unemployment pfitshin this context. If there is lesser chance of
getting a job people tend to choose for self-empleyt (Pfeiffer and Reize, 2000, p. 634).

The pull factor on the other hand can be linkechwaitpositive economic development. When an
economy rises and people have more money to spetieinand for certain products and services
rises, people are then pulled into self-employnbeEmiause they expect to gain a better income and
thereby more prosperity when becoming self-employidtere are also other links between the
level of self-employment and the economic develammia a country. After an economy has
reached a certain positive level people choosewfage employment because of the financial
security because of the steady income, comparéuetbigher financial risks of self-employment.
This causes a relative decline of self-employmemmared to wage employment (Carree et al.,
2002, p.273).

Than again when an economy keeps developing ins#iye way, there is also an increase in
material wealth. An increase in material wealtleoftauses a demand for more technological and
service products, this are often niches which carfiled by new businesses. This creates new
opportunities. People who at first have choserntag wage employed, which causes a decrease in
self-employment, can decide to fill up these nichied start up their own business (Carree et al.,
2002, p.284). This can be associated with the ritgppull. If these self-employed survive the
first difficult period, perhaps they can start hgi people, which will cause a decrease in
unemployment.

It is crucial that these new self-employed will \8ue even if the economic development will
decline. Otherwise these (former) self-employed lbacome unemployed again. This pleads for

policies that will protect outflow from self-emplment.
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The previous paragraphs show how self-employmemtéstwined with the economic cycles of a
country. So the governments should act to proteetself-employment levels. This will have to
reflect in policies that will support the organipais that are involved in stimulating and suppatin
self-employment. But Member States are having wifie labour market policies, so it is not

possible to come to a one-size-fits-all solution.

2.3.2 Social security factors

Not only economical factors are important if yoe boking at unemployment and self-
employment. There are also social security faclithe. EU exists of different countries and these
countries are also different kind of welfare stalldsese so called welfare state regimes (Esping-
Anderson, 1996, p. 26) are part of the instituti@spects in the countries and influence
employment policies in the Member States. So wieathese different types of welfare states and
what are the characteristics of these welfare $yptes? Four types welfare states can be
distinguished with different characteristi¢sThe characteristics described are the ones that ar

linked to labour market policies and what this ngefon the self-employed worker.

¢ The Liberal Regime

The Liberal Regime is based on the liberal workestiorms: it is one where the limits of welfare
equal the marginal propensity to opt for welfargtéad of work (Esping-Anderson, 1996, p. 26). In
practice this means that the state only providesénmum of social benefits. On the other hand the
state encourages the market, both passively agbctPassively by providing only a minimum of
social benefits and active by subsidizing privateia insurances (Esping-Anderson, 1996, p. 27).
With providing a minimum of social benefits thetstavants to encourage people to be employed.
The modest benefits are not gender related, sorbethand women are encouraged to become
employed. By being employed you will gain an incoamel thereby you can join private social
insurance schemes, which as mentioned are sulsiozhe state. This regime can be mainly
found in the Anglo-Saxon countries.

The self-employed workers are excluded from thedatory public schemes. In Ireland for
instance they are not entitled to unemploymenghiigy and invalidity benefits. The self-
employed worker can however benefit from payingdowcome tax and they can claim back

certain expenses against tax (Pedersini and CoRiG9, p. 18).

2 The regimes mentioned below are the abstract fofrtise welfare state regimes. Most of the Member
States are a mix of regime types.
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¢ The Corporatist Regime

The Corporatist regime (Esping-Anderson, 1996,7p.can mainly be found at the continent of
Europe, in countries like France and Germany. Towp@atist regime is not, unlike the Liberal
regime, market orientated. The main provider offarel in these countries is the state itself. The
Corporatist regime is typically shaped by the Chuand thereby the traditional family-hood with
the male breadwinner. Social benefits exclude norking wives and benefits encourage
motherhood. This means that women are not encoditageork and services like day care are
underdeveloped. This type of regime on the othedhsses the subsidiarity principle; the state will
only interfere when the family’s capacity to prowigielfare is exhausted (Esping-Anderson, 1996,
p. 27). This means that the state depends on tiabitants to provide themselves with an income.
But if the breadwinner is no longer capable of nm@mng the members of the family the state will
provide social securities.

For the self-employed worker the social systenihe@orporatist regime is more diverse. Most of
the social schemes are more attuned to a speoifipgf workers, especially for the more
traditional groups of self-employment. The complexif this system lies in the fact that for the
self-employed worker there are compulsory sociaéses, schemes that they can join on
voluntary basis and schemes that are not acceégsitilee self-employed worker (Pedersini and
Coletto 2009, 2009, p. 18).

+ The Social democratic Regime

The third regime described by Esping-Andersen (1997) is the Social democratic regime and
can mostly be found in the Scandinavian counttiethis regime the state pursues equality. To
maintain this type of welfare is a very costly Imesis. Therefore, the government is pursuing full-
employment. This full-employment policy is not gendelated also the women have to participate
in labour. In contrast of the Corporatist regimatttine state provides services (day care) so that
women are also encouraged to work. The lesser pelgpgend on social aid, the less social
expenditures have to be made by the governmentp&byele who are working have to pay taxes,
with the tax revenues the government can fund #léave state Esping-Andersen (1996, p 27). So
the more people who are working, more tax reveheesme available to maintain the welfare
state.

Even in the Social democratic regime there aredifices between the wage employed and the
self-employed. For instance in Finland, the selplEyed workers can voluntary choose the
composition of their social security. This oftenane that the self-employed workers are less

secured than the people who are in wage employ(Peultersini and Coletto 2009, 2009, p. 18).
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¢ The Mediterranean model or Latin Rim

The Mediterranean model (Kleinman, 2002, p. 48)lmafound in the European countries around
the Mediterranean Sea. This regime has certairactaistics that differ from the other welfare
state regimes. Looking at the income maintenarementioned by Kleinman (2002, p. 49) there is
a high polarisation. There is no minimum incomeesod, there are only benefits for a class of
hyper protected. Other people are underprotecteld &1 informal and irregular workers and the
long-term unemployed. Unfortunately the governmefithese countries are not active reducing
the private insurances that divide the rich and pblere has come a public/private collusion, but
this proved to be very inefficient (Kleinman 20@2 50). This shows that for the countries under

this regime that improvements have to be maidlfdha aspects of employment.

2.3.2.1 Social security changesin order to stimulate self-employment

We now know what the differences are between tHéareestate regimes in the field of welfare
and work. Despite the differences all the goverrisiehthe Member States have a common goal,
they al must strive for cutbacks in the social siegexpenses. This means getting more people of
benefits and back to work. To reach that objecativgmloyment-orientated policies are necessary.
Labour, should become more of a commodity for ti@bitants of the Member States. The
descriptions in the previous section focused aditicanal welfare issue of welfare and wage

employment, but what about self-employment?

Chapter 1 explained why this thesis focuses omévegroup of self-employment. There is a need
for better regulation for this group. Not long abe self-employed workers in the EU were
excluded from public social security or only hadited access to public social security. The
different welfare state regimes show us the diffiea that the self-employed workers occur in the
field of social security. Becoming self-employediesf means giving up social security. That was

one of the reasons why people did not want to becsetf-employed.

Fortunately this has changed in the recent yeaose lolicies were made to increase social
security for the self-employed workers. A lot of idieer States introduce several measures to close
the gap between self-employed workers and wageaymgp! But how can this be accomplished?

At first in order to become socially included thevgrnments have to recognize someone as a part
of society. In other words this means that somémseto have status in the society. In this case it

means that the self-employed worker has a legatiteh.
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With this legal status the self-employed workededined in certain domains of national legislation
such as social security acts, employment legisiaaa law (Pedersini and Coletto 2009, 2009, p.
15-16). It must be mentioned that the legal stdiffers per Member State and even a few Member
States still do not appoint such a status to saffleyment. The entire list containing all the
Member States can be found in the study by the g&#o Foundation for the improvement of
Living and Working Conditions (Pedersini and Cale2009, p. 15-16).

After establishing a legal status the next stemgoving the social security of the self-employed
worker. Policy changes can be found in the entide éspecially in the Social democratic,
Mediterranean and Corporatist regimes. So the oaéstion is in which fields is there a need for
change? Therefore comparison with wage employméhibevmade. We will look at the problems
that employees can face and because of which thegdaress the social benefits. Main issues
are: unemployment, health care, invalidity, matgrlgave and retirement (Pedersini and Coletto,
2009, p. 18). Because more Member States have gigtatus to self-employment, they are also
making schemes custom-made for the status theydiesr to self-employment. The main topics
that have shown a positive development are: ungmpat, invalidity, health care, working times,
maternity parental leave and sickness leave (Pedarsl Coletto, 2009, p. 26). Still there remains
a great diversity about the type of social secuifyemes. In some cases there are public schemes,
sometimes there are only private schemes and exreactessible schemes for the self-employed
workers. These differences are present among timelideStates, a full list can be found in a study
by the European Foundation for the improvementiahg and Working Conditions (Pedersini

and Coletto, 2009, p. 26-37). All in all therelgslwork to do, but the progress shown in this-sub

section is a big step in the right direction ofiabmclusion for the self-employed.

This section discussed two kinds of factors thatinfuence the level of self-employment:
economic development and social security factdisge changes in self-employment levels because
economic development are following the trend ofdbeelopment. At a certain point self-
employment will increase and at a certain pointiével of self-employment will decrease. At

other points in the economic development thera imerease in people who want to become wage
employed. This means that the labour market igtinio the economic development. So one could
say the market determines the demand for a cdgpénof employment. This is the preferred

situation for the Liberal welfare state regime.
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But the EU consists of different welfare state megg and even though there are differences they
have one common tool: The Member States can imerireeconomic development or social
security. For instance giving self-employment woska legal status and provide them with certain
social securities. This could stimulate more peotplget self-employed despite the economic
situation. So the level of self-employment canrideienced in a different way by economical or

institutional factors.

Not long ago the self-employed workers in the EWenexcluded from or only had limited access
to public social security. This meant for peoplattthey had to give up social security when they
became self-employed. That was one of the reasbpgeople did not want to become self-
employed. Fortunately this has changed in the tgaars. More policies were made for the self-
employed workers. These policy changes can be foutiee entire EU, including all the welfare
state regimes. Such policy changes are makingrié¢ imberesting for people to become self-
employed. But making such policies is not an easl¢ because at first self-employment has to be

defined especially because the self-employed reptesdiverse group.

2.4 Conclusiveremarks

Relationships between self-employment and unempdoymwere the main theme of this chapter.
Studies have shown that such relationships exist.fiFst is that a rise in unemployment causes a
rise in the self-employment rate. The second oongel that a rise in self-employment contributes
to a decrease in the unemployment rate. Empiritadlies support the theories about the
relationships. The empirical data showed that ttiece of self-employment helping to reduce
unemployment has a bigger outcome. The shortcofomthis relationship lies in the fact that the
effect takes longer to have its influences. Unfioately it was also made clear that the start-ups do
not have high expectations to survive the firsé fj)ears. This decreases the chance that the effect
takes place. This pleads for policies that supthertself-employed during the first years. Statsstic
have also shown that there is case of supportiliggsgloyment in the EU. The self-employment
level kept rising, while the unemployment level vgasng done. Self-employment has also proven
to be a stabile factor of total employment.

Than there are the different factors that influetheerates of self-employment and unemployment.
At first, the economic factors. The economic depetent and unemployment are intertwined. If

there is a economic decline this causes a rigeeimmhemployment level.
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Because people loose their jobs or there is aofigiblessness. People than try to find other ways
of gaining an income, instead of depending on bendthey can consider self-employment as an
option. But because there is a low economic lewey face a difficult period.

When the economy develops in a positive way anddégmand for certain luxury goods rises,
niches can appear. These niches are often filled meéw self-employed. If these newly self-
employed survive the first period, they can perhapes staff.

So there is a case for supporting self-employmiamt-aps in economic difficult times, but mainly
a case for supporting the active self-employedrdpail the varieties of economic development. At
first to prevent people from falling back in to mmgloyment and secondly to support the self-
employed to use their potential in order to grow.

The other factor is social security. The governmaitthe Member States look at social security
policies from different angles. These angles expteemselves through the welfare state regimes.
These regimes are part of the Member States culincethereby they make it difficult to come up
with a common policy.

Fortunately a lot has changed in the field of doséurity. Different welfare state regimes are
active in making the self-employed workers parthe# social security system. Self-employment
has got a legal status in most of the Member States makes self-employment part of the
national legislation and this favours the progressle in social security. More schemes address the
self-employed workers nowadays. These schemes #tlewself-employed access to benefits such
as unemployment benefits, public social insurarases maternity leave. This makes it easier for
people to decide to become self-employed withoetribk of getting socially excluded. Another
advantage of getting a legal status means thagakernments can intervene during the several
stages of economic development. In other wordgythernments can intervene during economic

decline.
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Chapter 3 Self-employment in the EU, the US andiralia

3.1 Introduction

The previous chapter dealt with the relationshigisveen unemployment and self-employment.
Chapter 2 examined different empirical researclistuon these relationships. Outcomes of the
research studies showed us that there are relhigsisetween these two forms of employment. In
addition | also discussed the different welfaréestagimes and what kind of policies the regimes
are having in the field of social security for sethployment. This chapter will continue with
examining self-employment policies. The researatstian for this chapter therefore is: ‘Which
policies are there to stimulate self-employmentimithe EU?’

Before looking at the EU, we will take a side steynl examine already existing self-employment
programs in countries outside the EU. As case ssutho of these programs from the United
States (US) and Australia will be discussed inise@. These case studies are used to show how
other developed countries outside the EU try tougtite self-employment.

With the information from section 2, we will look BU policymaking. Section 3 will discuss
different policies in the EU. This section will fiag on different initiatives and actions taken bg th
EU and its Member States to stimulate self-employriehe policies differ from support for a
better regulatory and administrative frameworkitarcial support. These different policy aspects
will be examined in this section. The chapter enils conclusive remarks drawn from the

findings in the chapter.
3.2 Self-employment programsin the US and Australia

In the previous chapter the different welfare statgmes are discussed. This showed us different
policies concerning welfare and work. The Libeetdlime focuses on a working society and
therefore encourages the market. Encouraging thketean be achieved by getting more people
of benefits and becoming employed. | have chosenctwntries from outside the EU that belong

to the Liberal regime and that have programs t@stpnemployed people becoming self-
employed. Supporting people to become self-emplayedorm of supporting the labour market.
This is the policy of the Liberal regimes, gettipgpple active in the labour market again instead of
providing more social security. The two countrigsi the

Liberal regime are the US and Australia. These tr@msiare chosen because research has been
done on the outcomes of their self-employment @nogrand these studies are well documented. In

chapter 1 was mentioned that a shift from welfareark is desirable throughout the entire EU.
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Another reason for choosing these programs is lsectuey exist for quite some years now, even
before there was a common EU employment policy.

Due to the fact that such programs exist for sg lmows us that such support for people to
participate in the labour market by becoming seipbyed is considered quite successful in the
US and Australia. Therefore the programs in thead® Australia are used to as an example for the
other regimes on how they can participate actiieupporting people from being unemployed to
becoming self-employed. In other words, on howup®rt the shift from welfare to work. The
researches done in both countries show the diffgsund successes achieved with the programs.
This does not mean that these programs shouldgieccand put into a EU context; a success in

one country is not a guarantee for success in anoth

3.2.1 Unemployment I nsurance Self-Employment Demonstration in the United States

In the US a pilot program called the Unemploymasulance Self-Employment Demonstration
(UISED) was started. The program is examined byeear (1999) and the outcomes of his
research will be discussed in this section.

The UISED program was applied in two cities: Wagton and Massachusetts. In both cities
unemployed people were invited to come to a sedalwareness day” where the attendants
were given an introduction about the program. Affisés introduction the attendants could apply to
join the program. The participants in both citiesrevdived in two groups: the treatment group and
the control group. The participants in the treathggoup were provided different kind of facilities
such as financial support and training. The pgrdicts in the control group had no access tot these

facilities; this group was formed to measure thie@mes of the program.

Although both cities were part of the same progridmm,program was applied in different ways.
Two main differences between Washington and Massaits were the type of financial support
and the type of training a participant has to attiengain the financial support.

In Washington the participants in the treatmentgrbad to attend four classes. If a participant
joined these classes he or she got 10 weeks of plogment Insurance (Ul) benefit without the
work search obligation. The participants couldrgete financial support once they had completed
their business plan, opened a business bank acandrgecured licenses and finance. The financial
support was given in the form of a lump sum of mpothat was equal to their remaining Ul
benefit-eligibility. About 60% of the treatment gyoreceived such a lump sum (Schreiner, 1999,
p. 506). Besides the lump sum the participanteertreatment group could still get their Ul
benefit if they met the work search requirementis,anly few participants made use of this

opportunity.
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Next to the financial support, the program als@i&t business counseling but none of the

participants made use of this option neither deythearch for business advice by themselves.

The program in Massachusetts used a differentare&ation of the UISED program. Their target
group in some ways was equal to the target grodbpeo$tate of Washington, but they also
approached other Ul claimants. The invitees wieosé less likely to succeed to become self-
employed on their own. Instead of application yuainess plan the invitees were told that
participants would be picked through a lottery.isThad some negative influence on the number of
applicants (Schreiner, 1999, p. 508). The partidipavere split up into a treatment group as well as
a control group, just like it was done in Washimgto

The approach of providing support in Massachusetsalso different. Instead of providing a

lump sum of money applicants were offered 24 wedksl benefits without a work search
obligation. To gain the Ul benefits, the particifsaof the treatment group had to join a 1-day
seminar, six biweekly workshops and individual nmeetwith a counselor. The state also arranged
a bank to consider loans to the participants, teiuse of this tool was not measured (Schreiner,
1999, p. 508).

The outcomes of the pilots in Washington and Mdssseits showed that there are only few
applicants who will become self-employed after thaye finished the program. Data that was
collected on participants in the treatment groupudlvhether they had started their own business
within 21 months for the group in Washington andviéhths for Massachusetts and within 33
months for both the states. In Washington thereew80 participants who had started their own
business within 21 months. This means 9 per 10@d€es or 2.03% of the invitees of the
treatment group. After 33 months the number wasp&f8cipants or 8 per 1000 invitees, this is
2.24 % (Schreiner, 1999, p. 508).

In Massachusetts the increase was lower. After ddtins 319 persons had started their own
business, this is 3 per 1000 invitees or 0.99%r/AA&months it were 356 persons, 2 per 1000 or
1.1%(Schreiner, 1999, p. 508). These figures sihaivrtot a lot of the invitees became self-
employed.

Comparing this to the number of applicants, 193&/ashington (Schreiner, 1999, p. 507) and
1515 in Massachusetts (Schreiner, 1999, p. 508)ighres are more positive. Meaning that
people who enter the program are more likely tobexself-employed.

The control groups in both programs showed that 88 months 310 persons had become self-
employed in Washington (Schreiner, 1999, p. 50@)286 persons in Massachusetts (Schreiner,
1999, p. 509). So even without support people emoime self-employed and the number does not

even differ much to those with support.
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So is there an additional value of the programgitive aspect of the program was that in

Massachusetts the number of unemployed participambsentered wage employment did increase.

Unfortunately in Washington the people who entavade employment decreased. So what was
the influence of the UISED program on the total Expment figures in both states? The outcome
in Washington was that the program had an insicgnifi positive contribution on total
employment. The outcome in the state of Massactsuses more positive. The program had a
significant positive contribution on all the aspeof total employment. But it must be mentioned
that most of this positive outcomes came from tioedase in wage employment (Schreiner, 1999,
p. 515).

Above the outcomes on employment of the progragisisussed, but what about the financial
outcomes. Funds have been invested in the prodnanoth States the participants were supported
financially, this especially counts for the onesowtere put in the treatment group.

In Washington, as mentioned earlier in this sectibba participants from the treatment group who
joined the four classes received 10 weeks of Uebenwithout a job search obligation and a lump
sum was provided to those who had fulfilled thé&sabat are mentioned earlier. This lump sum
was on average $ 4,200.

In Massachusetts the participants of the treatmentp who met the requirements, which are
mentioned earlier, received Ul benefits for 24 veeieistead of a lump sum.

Besides the financial support given to the paréiotg of course other costs were also made e.g.
costs for the administration and salaries for theleyees of the program.

This is a short summary of the costs, but whdtestotal outcome of the program in a financial

perspective? This is shown in table 3.
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Table 3: Benefits and costs of the UISED

Wasingion Aa==acfumetts
Treatments  Government  Sociely Treatmens  Government  Sociefy
Sains
Total earmings +1,023 +1,093 +14,850 +14 350
Assats 0 0 0 0
Peydhologicsl wellbaing 0 0 0 o
Communty economic developrnent ] o] 0 0 i} 0
Cawt=
Program pperations -387 —347 —-1016 1018
Transaction casts 0 0 0 0
Displacement ] 0 0 0
Transfers
Uremployment inzuranes {U) payment= +1,013 -1,013 o +E878 —878 o
Tax paymenis —164 184 0 —1.228 +2229 0
Total benefils net of costs +1.B42 —-1,248 +058 +11.754 +2088 +13843

source: Schreiner, 1999, p. 520

The table above shows that the financial outcomédassachusetts are much more favourable
than the outcomes in Washington. Looking at thal edrnings these were $14,859 for
Massachusetts and only $ 1,093 for Washington.neifurther look at the table it can be seen
that the total benefits in Washington have a pasibiutcome of $ 1,942 for the treatments and $
696 for Society. But for the Government there wéssa of 1,246. In Massachusetts on the other
hand has a positive outcome for all involved partie11,754 for the Treatments, $ 2,089 for the
Government, those two amounts added to one anothlees a total benefit of $ 13,843 for the

Society.

For policymakers involved in self-employment anaofinance these outcomes show several
aspects. First of all the invitees, are you looKmgunemployed people who are motivated and will
you let them write some sort of business plan leefloe invitation or do you select them at
random? There is an increase in self-employed wsike a result of the program in both states, but
IS this increase significant enough to start ughsuprogram? Looking at the influence on total
employment, Washington showed a decrease, whilsithsisetts showed in increase. This can be
interpreted as a positive development, while orother hand is promoting wage employment a
goal of the program? Other aspects are the codtbemefits. There is a large difference between
the financial outcomes of the programs appliedaith lstates. Meaning that the same basis for a
program but another implementation can have gneah¢ial consequences. The lesson from this
program for the EU is that the UISED program is sigtporting a significant group of unemployed
workers. And in a financial perspective there aresignificant benefits. Therefore it is wise to

have a look at another program. Section 2 will dé#di a program that is applied in Australia.
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3.2.2 The New Enterpriselncentive Schemein Australia

In Australia there is the New Enterprise IncenBateme (NEIS) program to support unemployed
workers who want to become self-employed. The @nogexits of different types of support such
as: Training in small business management, bussieds and business plan development, NEIS
Allowance for up to a year, Business advice andtoresupport during the first year of business
operation.

The NEIS program has a website which provides ugate information. This website also gives an
overview on the criteria for applicants and all thikéerent types of support that the program offers
like the types mentioned abo¥&This program started as a pilot in 1985 and tlognam still

exists. Through the years the program has beenateal several times and through those
evaluations the program has evolved to its curfiamn.

In May 2001 a report was published on one of tluations. This evaluation was based on
several sources: a survey among different actatseiprogram (held between May 1998 and

February 2000), outcomes of previous studies d@erhture on self-employment programs.

13 http://www.nna.asn.au/neis-prograkast visited at 3 July 2009
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3.2.2.1 Outcomes of the NEIS

This sub-section gives an overview of the outcoofedhe NEIS. These outcomes are summarized
in a schematic overview in figure 1.

Figurel NEIS Employment and Business Outcomes

NEIS Participants

e

Unemployed Self-employed Other employed
(19.2%) (65.8%) (14.9%)
Mainly or partly the Not the original NEIS
original NEIS business business
(96.6%) (3.4%)
Has additional No additional staff
staff (87.4%)
(12.6%)

l

Average number of additional staff employed:

Full-time: 0.65
Part-time: 1.74
Total: 2.38

Source: Kelly et al., 2001, p.36
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The numbers in this figure represent the statikeparticipants after 3 months after they have
finished the program, according to those who joithedPost Programme Monitoring (PPM)
survey. The outcomes show that 80.8% was empldy@d.can be divided into two kinds of
employment: self-employment and wage employmemtimfihe group who became self-employed
43.4% was full-time self-employed and 22.5% wag-pare self-employed (Kelly et al., 2001, p.
26). This means that 65.9% of the participants edaperated in the PPM survey were in some
form of self-employment. The PPM shows that thera dlecline in the self-employment rate in the

period after the first measured three months éifieshing the program.

Besides the numbers from participants it is notéwyothat in some cases the participants who got
self-employed after the program created additipstzd. On average 2.38 additional jobs were
created, from which 0.65 full-time jobs and 1.74tyisne jobs. Another interesting outcome of the
PPM is the percentage of participants who wereagain on social benefits. After three months
70.9% was off-benefit and after six months this bhaneven increased to 72.1%. From the group
that was off-benefit after three months, 94.1% stdlksoff-benefit after six months (Kelly et al.,
2001, p. 26-27). This means that the program lpsgive outcome in keeping people off-benefit

and that there is some persistence in the outconergime.

3.2.2.2 Deficits of the program

The section above showed us the outcomes of tlgggoand they were quite positive, but on the
other hand there are also some deficits in therproghat should be examined by policy makers in
the EU before starting such a program.

The article unfortunately only contains a shorigebof data on self-employment and contains no
monitoring over a longer period for self-employmeates. This is a shortcoming for further
research for EU policymaking. Because there isata dvailable of self-employment rates it is
difficult to measure long-term effects; for examplav many participants have stopped their self-
employment activities within a period of 5 yearsl @ould this have been prevented?

The article does contain data on total employméat 8 months. These data shows outcomes after
a longer period, but these are not purely theesmifioyment rates. The fact that not only self-
employment but also wage employment was createtheamerpreted in two ways: First it is a
good thing that people became employed after fygatiag in the program. On the other hand there
are also development programs that are specidhzgetting people (wage) employed again, could

these people not join these programs?
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The outcomes of the surveys showed that a lot @plpevho had joined the program said that they
would have started a business for themselves dd dmecome employed again without the support
of the program. Mainly the younger participant® ¢iloup between the age of 18 and 34 years old
claim that they would have found a job very ea3¥.3%) or quite easily (18.5%) (Kelly et al.,
2001, p. 39) so there is a lot of so-called deaghtdbss.* Deadweight loss is a great loss of
resources, because the program has invested i peeple to become self-employed, while the
investment should be made in those people wheeasdikely to become self-employed without
the support of the program. To analyze the impaBteadweight loss table 4 shows different
scenarios and costs of the program. The table sttmvsosts when there is no deadweight loss,
25% deadweight loss and 50% deadweight loss. Tie &éso shows what the costs per participant
are when the unemployment benefits that are paiditdbe paid anyway by the governments even
if this person is not participating in the NEIS gram. And finally, a representation of the costs is
given when only primary employment was createdubhothe program or when the program also

helped to create secondary jobs.

It can be seen that there is a great differentiedrcosts per scenario. In the most favorable
scenario, when 75% of the benefits that would Hzeen paid anyway, primary and secondary jobs
are created and there is no deadweight loss, tss gosts are $ 5,371. If only primary jobs are
created the gross costs are $ 6,636. The worstscasarios are the ones where only 25% of the
benefits had to be paid anyway and the deadwedghtis 50%, the costs are 32,697. In between
there are a lot of other scenarios and a lot éédihce on how to interpret the costs of the
programs. It can be stated that even though thierditierent scenarios, the program is not a cheap

initiative to get people self-employed.

Table 4 Costs per employed outcome: NEIS

Deadweight loss (proportion who would have foundkiamyway)

Proportion of Zero (i.e. gross costs) | 25 per cent 50per cent

benefits paid Primary  Primary A4Primary  Primary dPrimary  Primary A

anyway only Secondary [only Secondary only Secondary
25 per cent $12 453 $1007 $18036 $13 44 $32697 $20 20
50 per cent $ 9544 $ 772 $13824 $1030 $25060  $15 48(
75 per cent $ 6636 $ 537 $ 9611 $ 716] $17424 $0 767

Source: Kelly et al., 2001, p. 35

4 Deadweight loss refers to people who would haweire self-employed or employed in another form
without ever haven taken part in the program (Ketlal., 2001, p. 4)
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Because the NEIS is evaluated in quite a comprélensy, it gives a lot of useful information

for EU policymakers. The program shows a high paege of people who have become self-
employed in three months after finishing the pragr&/hich is promising, on the other hand the
program mentions a decline in self-employment dftexe months in the self-employment rate.
Surveys held after 9 months show no single selfleympent rates available. That makes it difficult
to monitor if the decline continues and the ratew#ivors. The NEIS programs also shows good

outcomes of people who stayed off-benefit aftetigipating in the program.

As a conclusion for this section it can be stated both the programs from the US and Australia
show several good practices and a shortcoming.mhles benchmarking difficult. Should the EU
focus on the good practices of the programs oherdéeficits?

The good practices are the different kinds of supihat are offered. First of all the financial
support, especially in Australia. The participaants receiving an allowance of up-to one year. This
makes it able for them to get through the firstryafter their start. The second type of suppoair is
my opinion as much as important as financial alds Bupport consists of training and business
counseling. The participants of the UISED had theostunity to visit counselors but nobody used
this opportunity to visit them, | think that is assed chance for them even tough it is a good
initiative of the program designers. The NEIS pavgiinks the participant to a mentor. This
mentor can act as a coach and counselor.

Unfortunately as mentioned before, there is a sharing. The shortcoming is financial and is a
consequence of the deadweight loss. Resourcestualimited and should be used to support
people who want to become self-employed and whd saeh a program for the necessary support.
For the unemployed who are searching for a jobrgilegrams are more suitable.

Using self-employment resources for people whoatdhave the intention to become self-
employed is not a good option. These programs eatohsidered as a tool for economic
development.

Supporting people into self-employment under thgatrconditions reduces the chance of failure.
But as mentioned in chapter 1 forcing people tmbexself-employed, could do them more harm

than that they are helped.

3.3 Self-employment policiesin the EU.

In chapter 1 an introduction is given on the EU Eyiment policies. This section will examine
these policies more thoroughly. As mentioned ferghriod 2005-2008 the integrated guidelines

were endorsed by the European Council for bringmggther the Broad Economic Policy

Guidelines and European Employment Strategy.
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Thereby integrating macro-economic, micro-econaamid employment policies (European
Commission, 2005). These guidelines were in lind wie Lisbon Strategy and they emphasize
policy for growth and jobs. Box 2 contains integaaguideline No. 10. including the explanation
of the actions that have be taken by the MembeeSta order to reach the objective of this

guideline.

Box 2: Integrated guideline No. 10

Guideline. To promote a more entrepreneurial culture and create a supportive environment
for SMEs, Member Stateshould improve access to finance, adapt tax syststrengthen ti
innovative potential of SMEs, and provide relevarfbrmation and support services in orde
encourage the creation and growth of start-upsmenwith the SMEs Charter. In additiodembe
Statesshould reinforce entrepreneurship education aauhitrg (cross reference to the rele
employment guideline). Member Statw®ould also facilitate the transfer of ownershgvjse thei
bankruptcy laws, and improve their rescue anduegtring proceedings

(Integrated guideline No 10).

Source: European Commission, 2005, p. 20

Looking at box 2, what are the main issues mentionehis guideline to support
entrepreneurship? The guidelines shows that tearedd for financial support, training and
education, adjustments in the regulations of taxesbankruptcy. These are specific demands

needed to promote entrepreneurship within the EU.

The situation of the EU has changed since ther@idiisbon strategy in 2000. For example the
EU has expanded form 15 to 27 Member States. Téreréfie Lisbon Agenda also had to change
and was altered into a renewed strategy. In thewed Lisbon Strategy growth and employment
are still primary topics concerning public policyhe European Commission has set up policy
objectives for the period 2007-2013, Cohesion johcSupport of Growth and Jobs (European
Commission, 2005b). As a tool to support the Men8iates, the European Commission set up
several strategic guidelines. These guideline®rattpresent a single framework which Member
States and regions are invited to use when devejamtional and regional programs (European
Commission, 2005b, p. 12). Just like the integraugidelines, the strategic guidelines also contain

a chapter on supporting entrepreneurship. Box 8agman example.

Box 3: Strategic guideline on promoting entrepreneur ship

Promoting entrepreneurship, facilitating the c@atind development of new firms, and

promoting spin-out and spin-off companies from aesk institutions or firms using a variety of
techniques (for example, awareness raising; prpiegy tutoring and the provision of managerial
and technological support to entrepren-to-be)

Source: European Commission, 2005b, p. 20
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This guideline emphasizes that in order to promoteepreneurship, all the possible tools have to
be used. Especially on how to make people awatigegbossibilities to start up a business and

helping them too with tutoring and support.

Now that we have seen two guidelines, how can wet the demands to promote
entrepreneurship?

One measurement of reaching the objective is ingr@nt in governance (European Commission
2005b, p. 10-12). These improvements contain miidemcy and transparency in policy making.
In achieving improvements in policies the Europ€ammission recommends partnerships
between all stakeholders. The stakeholders arputblic parties, private parties and representatives
of the civil society (European Commission 2005H11). In partnerships openness should be one
of the key factors. If all partners are cooperathrig should support efficiency, transparency and
effectiveness of policies. In order to help settipga framework for these partnerships the EU can
give financial support through the Structural fuiidisthe necessary demands are met (European
Commission 2005b, p.12). The next step is to t@nsthe demands from the guidelines into
policy. Therefore we know take a look at initiagwhat use the information from guideline in

practice.

3.3.1 The Entrepreneurship Action Plan

“Europeans are rather reluctant to take up oppigsrfor self-employment and entrepreneurial
activities. There is a need to create a more faarsocietal climate for entrepreneurship in the
EU.” (European Commission, 2006, p. 3) Such @stant by the European Commission
emphasizes that there is work to be done in oalget more people self-employed.

The EU has taken several initiatives to meet theadals for a better self-employment climate. In

this part of section 2 such initiatives will be déked.

In addition to the renewed Lisbon strategy the paam Commission issued a Green Paper to
involve all interested stakeholders to come torgrepreneurship agenda. This agenda evolved into
an action plan. The EU adopted in February 2004dhealled “Entrepreneurship Action Plan”.

The Entrepreneurship Action Plan provided a stiategmework for boosting entrepreneurship in
the EU.

'3 Structural Funds: European Regional Developmentl§uthe European Social Fund (European
Commission 2005b, p.5)
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This framework also contains a series of concriefessin order to support entrepreneurship. The
Entrepreneurship Action Plan was complementing orggavork, especially under the Multiannual
Program for Enterprise and Entrepreneurship (MAP).

Under the Entrepreneurship Action Plan the Eurofigammission worked with a co-coordinated
approach in series of areas that the respondettte 6reen Paper thought to be crucial to create a
better entrepreneurial climate and making theftfeSMEs easier (European Commission, 2006,
p.3/4).

The Entrepreneurship Action Plan contains fivetsggig areas. These strategic areas are just like
the action plan itself spin-offs from the integrhtuidelines. Integrated guideline no. 10 as shown
in box 2, is a kind of summary of several strategizas of the action plan. The main differences
are that the strategic areas also contain cer&jimpkints. The key points which are relevant for
this thesis will be described below, coupled tostrategic area under which they belong. All the
five strategic areas are as follows:

* Fuelling the entrepreneurial mindset

 Encouraging more people to become entrepreneurs

+ Gearing entrepreneurs for growth and competitivenes

* Improving the flow of finance

e Creating a more SME-friendly requlatory and adntiatése framework

The sub-section below will focus on the strateg&aa and key points that contribute to the

research question of this chapter and therebyays@ntribution to this thesis.

3.3.1.1 Fudling the entrepreneurial mindset

In my opinion the first a lack of knowledge abountrepreneurship preventing people from
becoming self-employed. Not all people have endugiwledge about self-employment.
Knowledge about being self-employed can be gatherddferent ways. Therefore access to
information about self-employment should be encgeda This knowledge should not only be
theoretical in booklets or through the Internet.aAwvareness day, compared those of the UISED,
can be a tool. During such an awareness day peaplget more information about becoming self-
employed.

These awareness days should be led by people wlexperienced entrepreneurs and in addition
people who successfully switched from unemploynieself-employment. Another method is that

self-employment is more stimulated through eduaatio
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Education about entrepreneurship can be a pahneaft¢onomic lessons. Writing a business plan

for instance is a practical way to teach economicecondary schools.

3.3.1.2 Encour aging mor e people to become self-employed

Looking at the header of this sub-section, why éopte need to be encouraged to become self-
employed? In other words what prevents them td spaa business for themselves? The sub-
section above already mentioned that lack of kndgdecould be an obstacle.

A second obstacle for people is bankruptcy (Euroggammission, 2006, p. 11). A lot of people
don't dare to start up a business because of thattbf bankruptcy. Therefore it is important to
develop better regulation for bankruptcy and eslgdihe period afterwards. There should be a
social safety net so that these people can contifithetheir lives and do not become socially
excluded. These people should keep participatirgriployment. It should for example become
much easier for people to start up a new busifidss.counts for people which businesses went
bankrupt in a non-fraudulent way. The EU thereftaie come with new policies to support
potential business-owners. One of this policy ti®khe two-pronged MAP project on the “Stigma
of failure and early-warning tools”. This plan waanched in mid-2004 and was built up form
input from experts in this field. This input resetlZin the following things: A self-evaluation test
for entrepreneurs. With this test a business owaerrdo an assessment on how sound their
business is (European Commission, 2006, p. 11).

The other part of the plan was to provide elabogatformation on business failure to get more

insight in this issue. Both parts of the plan wianesshed in 2006.

On March 28, 2006 a European conference on insoyvand fresh start was held in Brussels, the
focus of this conference was the prevention of hautky, tackling the stigma attached to business
failure and promotion of fresh start. During tbference there were presentations on the action
taken by the EC and other international organigati®uring these presentations attention was
paid to the initiatives taken by the Member Statdsch were linked to the project “Restructuring,
Bankruptcy and a Fresh start (European Commisgia06, p. 13).
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3.3.1.3Improving theflow of finance

To start up a business funds are required. Irthigisis there is the assumption that people who
want to become self-employed are in need of extéunding. The programs examined in section 1
gave the participants financial support, eithetheform of a lump sum or a monthly payment. So

what is done within the EU to provide financial pag?

In the project “Best practices in accessing eadgses finance” an expert group tried to find thetbes
national practices and used these as models fer btamber States. The experts concluded that
there is a long-standing failure in early-stageitydinance warranting public sector action
(European Commission, 2006, p. 13). In May 200@ir jnitiative of the European Commission
and the European Investment Fund with the Europeastment Bank called JEREMIE (“Joint
European Resources for Micro to Medium Enterprisesls launched. This initiative was launched
to improve the access to finance for entreprenguesid also to improve capacity in the field of

financial engineering for Member States and reg{&@wopean Commission, 2006, p. 17).

The capital market sometimes has a shortage ofiress, which could influence SMEs in a bad
way. To prevent that SMEs are becoming over-dep#ratedebt finance, the European
Commission has published a Vademeccum. This Vadamedescribes the possibilities for
Member States (outside specific sectors) to pronmotevation by giving State Aid without
distorting competition. On the other hand suppgrphbvate investors is also encouraged. Private
investors (private equity/venture capital) and tingafunds should act as engine for
entrepreneurship, innovation and job creation. idgctor institutions are not always best suited
for risk-taking. The main goal is to expand spepél providers of risk capitals and bank
guarantees where there is market failure. Thesadms will also be more effective if they also
provide a package of support, starting with tragnimior to business start-ups or expansion

(European Commission, 2005b, p. 23).

3.3.1.4 Creating a more SM E-friendly regulatory and administrative framework

On March 14 2006 a conference was held on the catipe between policy makers and
stakeholders. During this conference the resulth@best project on “Consulting of stakeholders
in the shaping of small business policy at natitsaglonal level” were discussed. Because a lot of
different involved parties were present, businéskeholders, policymakers and academics, the
result of this conference was a further dialogud@n to improve the cooperation and to show the

necessity of the involvement of SMEs in policy nmak{European Commission, 2006, p. 13).
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As mentioned earlier in this section, to createtied and administrative framework all involved
stakeholder should cooperate in a partnershipudh a partnership the public and private
stakeholders can act complementary to each otheh gartner has skills and knowledge that can
be transferred to the other involved parties. Retance a business owner knows about the
problems a self-employed person encounters inrpalith (local) public administrations and can
help by providing information on how to make thiregsier. The public stakeholder(s) can explain
in their behalf why certain decisions have beenenadis contributes in the transparency of
policies. Now that we have examined different tietioal initiatives, we will examine the

possibility of going from unemployment to self-emmypinent in the Netherlands.

Box 4. From unemployment to self-employment, the Dutch case

In the Netherlands, it is possible to become salpleyed even if you are on unemployment
benefits. The institution that provides the unempient benefitdJitvoeringsinstituut
WerknemersVerzekeringen (UWYV) provides assistanaaigh your ‘werkcoach’ (a person who
guides you in finding employment again). Togeth@ghwour coach you can testyibu are suited t
become self-employed. If you are suited and youtwanontinue, more information about
becoming self-employed can be gained through ‘daétaszan Koophandel’ (chamber of
commerce), for instance assistance on how to ariasiness plan.

The applicants can still receive their unemploynisartefit for up to 26 weeks when they have
become fully self-employed. They can even get famrsupport to help out with start up costs.
If a new self-employed worker starts making prbéthas to pay back the received unemploymei
benefits during the self-employment period.

On the other hand there still is not much suppmrsbcial security. If you are going from
unemployment to self-employment there is no moseriance for health, unemployment or
invalidity. You will have to arrange those insuraagourself. The ‘UWV’ can provide you such
insurances but there are costs attached to géttnged and certain forms have to be filled in.

Source: UWV°®

Let us compare the obstacles examined by the EY theé information from box 4. It shows us
that there are still shortcomings.

The ‘UWV’ in the Netherlands is giving support tegple who want to go from unemployment to
self-employment, but the this kind of support corgdhe same obstacles mentioned by the EU. It
already starts at the beginning; information alemitepreneurship has to be gained at another
institute than ‘UWV’. The coach can play a more artant role in gaining the necessary
information. He has more knowledge about the diffieinstitutions and how to apply to them.
This is in contrast with the desired one-stop-sigmlicants for self-employment should be able
to go to one institution and get all the necessapport. In the case of ‘UWV’ this could be done

by the ‘werkcoach'.

16 http://www.uwv.nl/een_eigen bedrijf/eigen-bedriftgen/Vanuit-een-WW-uitkering/Hoe-bereidt-u-zich-
voor/index.aspxlast visited at 27 June 2009
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Another possibility for coaching is to appoint same from the private sector; a (former) self-
employed can act as a ‘werkcoach’ especially fos¢éhpeople who want to make the switch to
self-employment. The social security stays alsssume. The EU recognized that the transition
from unemployment to self-employed is still block®dthe problem concerning the social
insurances for self-employed people. Looking at $#ox the Netherlands self-employed people
themselves are responsible for getting insurarmesdalth and invalidity. As mentioned in box 4
self-employment starters can get insured. Thesgdnses are only available for certain
professions. Offering such insurances can be sean anprovement in supporting self-
employment. The next step should be to offer thesgances to all professions for the self-
employed.

Besides the negative issues, the financial suppargood practice. It helps the newly self-
employed financially during half a year. If thisrjpel is not too short is a point of discussion. The
Netherlands shows us that at this moment, theadase for the change form unemployment to

self-employment but that there is room for improeain

3.4 Conclusiveremarks

Supporting unemployed people into getting self-exygtl was the central topic of this chapter.
Section 3 showed us that there lay several obstatkhe EU that prevent people of becoming
self-employed. So policies in this field should a@trremoving these obstacles.

To look what support for self-employed can do, pwograms in countries outside the EU were
examined. This research showed us what the prosarlare of supporting people in becoming
self-employed. A positive aspect of the progranthésway they are set up. The UISED for
instance had awareness days to show people whedtients of the program were. The NEIS
program has a website that provides a lot of infdrom about the program. Both the programs also
give different types of support, not only finanbjdbut the also provided training and counseling.
The NEIS even assigns a mentor to the particip&mtiortunately there are also negative aspects.
These aspects lie mainly in the outcomes.

The UISED only had a low percentage of people wheevinvited to an awareness day. The group
of people who became self-employed through therproglid not differ much from those in the
control group. In Washington the program evenaégative outcome on the total employment
level. The UISED also did not show a lot of finadaevenues for the society.

The NEIS program showed better rates concernirigeeghloyment and total employment. But

this program lost a lot of resources through theddesight loss.
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Looking at the EU, entrepreneurship and therelyesaployment are on the policy agenda for the
period up to at least 2013. The policies emphabizeshortcomings and the need to overcome the
obstacles in order to get people self-employment.

The European Commission has acted by setting ugentrepreneurship Action Plan. This action
plan contained several initiatives and meetingsigouss the main issues concerning the
stimulation of entrepreneurship. There is a latowim for improvement, to reach these objectives.
One of the improvements can lie in governance. iBtegesting point in the governance area is the
recommendation of the European Commission in pestiies between all stakeholders. If the right
partnerships are formed this can help the effigiasfgublic policies. For example partnerships
between schools and regional governments for eiduncand training in entrepreneurship could be
formed.

Unfortunately at this moment a lot of issues aiteprt of the dialogue. The Entrepreneurship
Action Plan is a step forward, but there is roomifigprovements in the Member States. This was
also shown in the case of the Netherlands. The ‘Ugiés people the possibility to become self-
employed, but support is limited. This shows infidugts that applicants have to gather information
by themselves and social insurances also have aorbeged by the applicants.

A big issue remains the social and legal statisetifemployment. The ‘UWV’ treats the self-
employed as regular entrepreneurs, meaning thaethemployed are responsible for getting
social insurances. The programs in the US and Alisstias countries under the Liberal regime, do
not mention social security so it is up to the E¢lf to make improvements in this area. That
brings us to another issue, most initiatives domention the first period after an unemployed
person starts with self-employment. The start Iy tre beginning. More attention should be given
in guidance after the start because there are alpplems that one can encounter in practice. For
example filling the tax forms, it can be explairteding the training but doing it for real can ditfe
Filling in tax forms and other administrative rukesd regulations are not in favour of people who
have become self-employed. That is also why crgaimore SME-friendly regulatory and
administrative framework is desirable.

Improving the flow of finance is already mentiorirdhis chapter. A tool for financing business
start-ups is microfinance. Chapter 4 will examirierofinance in the EU. This chapter will deal
with this topic in a broad setting. Not only diféert policies will be discussed, also the different

conditions that can support or obstruct a properaisnicrofinance will be examined.
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Chapter 4: Microfinance in the European Union.

4.1 Introduction

The previous two chapters dealt with self-employnaerd unemployment. Now it is time to
examine microfinance. The problems in accessiranie by the unemployed were already shortly
addressed in chapter 3. This chapter will contimuéhis issue and will examine microfinance as a
tool to provide finance to those who encounter [@ois in accessing finance through the regular
channels. The research question for this chapt&dnsler what conditions is microfinance a useful
tool to stimulate self-employment’.

We will start with having a look at the kind of jmlems the unemployed can encounter when they
apply for a loan at a bank. This will be examinedeéction 1. After that we will continue with
different organisations that provide microfinanaéwm the EU. These organizations vary in size
and operate at different levels within the Uniorh&i a microfinance program is active there is
always a performance of the program. This perfoaaaran be good or bad, but how can we
determine this? Section 3 will deal with measutimg performance of microfinance programs.
This section shows the different criteria that@ed to measure the performance of microfinance
programs and outcomes of a study that already é&s tlone among microfinance providers in
Europe. The performance of the programs can beeinfied by different factors. These factors can
act from the inside of the organization or they came from the external environment of the
program. The factors that influence the interngboization are the internal conditions.
Mismanagement of a microfinance provider can infaesthese conditions directly, but this
requires good governance. The other factors frarstiiroundings of the provider are the external
conditions. These conditions are changes in th@gndings. Program management can not
directly influence these conditions, but the caactéo them and if necessary take action. All the
information gathered has to be combined in ordémmement microfinance. Section 6 will use

the information to show a structured way to implatrmaicrofinance.
4.2 Accessto microfinance

Could microfinance be a successful tool to suppeiftemployment? Banks are often not willing to
provide credit to small business start-ups. Thislmafor several reasons. The article ‘Which
business starters experience limited access tofoadk’ (Blumberg and Letterie, 2002) contains a
study held among people who had the ambition toinecself-employed. The study examined

which criteria banks had for providing credit.
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The most important criteria were as follows. Balukk at commitments and signals of the
potential entrepreneur that repayment of the debighly probable (Blumberg and Letterie, 2002,
p.17). Among the commitments are the so callechtmihls e.g. house ownership, this is a sort of
security for the bank that in the case the busistgss to exist, the debt can still be repaid.
“Entrepreneurs can improve the decision of bankprbyiding more detailed and more reliable
information by writing a business plan for instanegpecially if the financial plan of the ventuse i
designed with the support of an accountant and daountant approves of it, banks may be more
willing to grant a loan” (Blumberg and Letterie,) p. 9). These efforts show that a potential
entrepreneur is willing to invest in his or her iness and thereby more convinced of being
successful. Banks also pay attention to humanalapiten granting loans. Bank value “Relevant
business experience in a paid job, but are reltttavalue previous self-employment” (Blumberg
and Letterie, 2002, p.9). Experiences in a prevjmaid job which can be compared to the skills
which are needed for an entrepreneur e.g. manageskida and thereby increase the chances of
survival. Another issue is that banks are not fohgdranting credits to micro and small businesses
because the revenues are relative low because shihll transaction. The costs however are
relatively high for instance for verifying the crbility of the applicant. Banks therefore do not
do proper research, which causes the so-calledmaftion asymmetries (Blumberg and Letterie,
2002, p. 1). The banks rely on insecure informattiieat unfortunately can cause a denial in

granting a credit.

We now know what the problems are that the unenggl@ncounter in applying for a loan at a
commercial bank. The most important ones are ttigthat it is difficult for the unemployed to
meet the demand for a collateral. The second oteiact that not all unemployed have the
required experience to qualify as an entreprereunn the bank’s point of view. The third one is
the fact that the banks do not want to provide kloahs because of the low revenues and high
handling costs. These problems in accessing finareze a market gap.

Microfinance is a tool to fill this gap. Microfinar is more than just providing a loan, additional
non-financial services are also part of the progréinese are the so-called: business support
services. These business support services comiitas such as training, technical assistance,
mentoring advice provided to an enterprise (Eurnfggammission, 2003, p.22). The business
services provide training and mentoring. This supjmereases the knowledge and skills of a
participant. Better skills and more knowledge iasethe chance of survival.

The EU has undertaken several initiatives to pmwidcrofinance. The next section will look at

these different initiatives.
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4.3 Microfinancein practice: Who areinvolved in providing the credit?

As mentioned previously microfinance can be a ugefl to fill the gap in the financial market. In
this section different parties involved in provigimicrofinance within the Union will be identified.
These providers can be found at al levels in the\&& will examine different providers from
Union level downward to providers at local leveftek that we will look at the different

organizations that are involved in providing miénahceé’.

Chapter 1 showed us that the European Commiss®odrae with an extra budget of € 100
million to facilitate microfinance for the perio®@20-2013 and with extra support from the EIB
group a total of € 500 million of funding shoulddmme available. This is a EU wide provision of

resources for microfinance, but they have to bdempented within the Member States.

Over the last period, Member States have been esgiog microcredit provision by financial
institutions. Member State governments can intezugnoffering and enabling an environment in
which microcredit can operate. This can be donprbyiding direct financial support and /or
adopting appropriate rules on social protectiomfaro-enterprises, in particular start-ups
(European Commission, 2003, p. 13). These natiole-programmes are often implemented as
national schemes. The national schemes often fmweon features: national measures to
promote the availability of funding to institutidraustomers; a retail operator, to extend the tredi
to the micro-enterprises. During this last periedesal schemes have been launched: partial credit
provision; partial risk sharing; tax incentives .eTtmational schemes take into account the factthat
national finance provider is generally less wedlgald to establish effective business relationships
with micro-enterprises than locally or regionallgged finance providers. Where a state-owned
promotional bank exists for microcredit activitittsis bank is the finance provider of the system
and local banks are the retailers to small entegpr{European Commission, 2003, p.14).

These schemes have the advantage that both, pamrabitianks and private banks are under public
control or bank supervision. The risk of mismanagetand irregularities therefore is limited. In
addition, the operations are subject to State Atl@mpetition rules (European Commission,
2003, p.14).

" For examples of the different providers see Eurap@ommission (2003)
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Micro-enterprises are perceived as very risky egitrproviders and most of the time the micro-
entrepreneur has no suitable collateral to offewaly of sharing the risk is to ensure the
participation of either a public, private or mutgalarantee scheme. Guarantee schemes are not
generally exclusively targeting microcredit or shealtrepreneurs: depending on their individual
features, they are open to SMEs in general, teeaifipeconomic sector, to a certain area or to
members only in the case of mutual societies (E2appgCommission, 2003, p.16).

In addition to the guarantee schemes there ardt@sgutual Guarantee Societies (MGS). These
MGS are a private society or organization by owméismall businesses. (European Commission,
2003, p.17). When these societies are in charges&ssing a guarantee application or a bank loan
application, they offer a unique service: Theseaedies have knowledge of the economic sub-
sector at local level, the precise technical skélguired for the applicant and a detailed estiomati
of revenue prospects (European Commission, 2003).gMGS are quite important because they
are particularly complementary to banks by prowidilata on applicants based on deep local
market knowledge thereby fighting the informati@ymmetry (European Commission, 2003,
p.17). Therefore with this kind of support in socases it could be easier to gain a bank loan for

the applicants who want to start a small business.

4.3.1 Typesof microcredit institutions

The access to finance by micro-enterprises is mewaphenomenon. Savings banks and co-
operative banks have been partly created and desetio the 19 century to facilitate access to

finance such as microcredit (European Commissiof32p.18)

Microcredit by Non Governmental Organizations (NG3san interesting development to follow.
NGOs are following a wide range of objectives, amtigular, social inclusion (European
Commission, 2003, p.20). But why do NGOs have becaative in microfinance? Several factors
could explain partly this situation: an importaetegulation of financial services; low cost for
creating such a service; reluctance of banks tachiee in this market segment; greater flexibility;
new technologies development. It is important totiem how these NGOs operate. To provide
their services, these organizations receive bet88&t and 90% of their annual revenues from
public subsidy sources (national, regional and pean funding). Their operational sustainability
is around 20%, far from the benchmark of microdrbdinking or bank-like practices (from 80%

up) (European Commission, 2003, p. 20).
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This section provides us with the different provalef microfinance in the EU. From the EU to the
local level there are several initiatives. Not ofdythe provision of microfinance, but also for
changes in regulations for social protection far skart-ups. All the initiatives show common
features, funds and regulations are the respoitigibibf the governments, especially from the
national governments with support from the EU. phavision of microfinance should take place

at local and regional level. Because of the knogdedf their environments the providers can act
more effectively on the needs from the surroundifige providers can either be from the public
sector or the private sector. An advantage of mprdfunding is that there are rules attached to the
funds. The microfinance providers are under supimj this should restrict irregularities or the
chance of mismanagements. | think the issues meadithat there should be a better regulation for

partnerships between public and private parties.

We have seen different types of microfinance presgdat different levels. A lot of the described
providers are in practice at this moment. But hewhe performance of these providers? The

following section will look at an examination offidirent providers.

4.4 (Empirical) research donein thefield of microfinance

The previous section showed us that there is af Idifference in microfinance providers. But how
do these providers perform? Therefore the perfoomahould be measured. An option for such a
measurement is the use of a set of criteria.

This section shows us an example of a set of @jtas used by tHaternational Labour
Organization (ILO). Next to that this section atsmtains an example of a research that has been
done among different microfinance providers in Bearol he criteria and outcomes of the survey

can be useful for further research and policy n@kinthe field of microfinance.

The ILO uses a set of criteria to measure the pedace. These criteria are divided into several
categories. The categories can be helpful duriagekearch process, with different criteria
different aspects of a program can be examinethisdrthesis we will use the main categories.
These categories are linked to the study “Micrafitein Europe”(section 4.3.1). The entire list of
criteria can be found in the study of the ILO (200238/39). The following categories can be

distinct: Client profile, Services, Effectivenesgfiact/outcomes, Efficiency, Sustainability.
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4.4.1. Microfinancein Europe

A study on the use of microfinance in Europe predidata from 32 microfinance institutions
(MFIs) acting within nine EU countries (Vigano, Bono et al. 2004, p.8). The research was done
by a questionnaire spread among the providerstentesearchers received data from 32
microfinance providers. Table 5 summarizes themuts of the questionnaire. The outcomes are
presented per type of microfinance provider and sample mean. Certain outcomes can be linked

to the criteria of the ILO. A few outcomes are ugadfurther research and are examined below the
table.

Table5: Dimensions of analysis: institutional profiles by group

. ) . NGOs

Co-operatives Financial o

PARAMETERS {COOP) Institutions ?gﬁg&ggg?j Sample mean
(FI)
(NAF)
SUSTAINABILITY
{Dimensions of analysis)
Repayment rate 96.1% 89.8% 83.3% 89.7%
Average interest rate 6% £8.6% 4 5% 5.5%
Private sources of funds 98.1% 44% B89% 71%
Public sources of funds 1.8% 56% 31% 29%
QOUTREACH
{Dimensions of analysis)
No. of clients 91 738 532 437
No. of products offered 1.3 21 17 1.6
Depth 1.18 0.29 030 0.58
Longevity of MF programme 158 63 65 95
COMPLEMENTARY
VARIABLES

There is a focus on clients 90% 34% 67% 63%
There is a sysiem of information 40% 89% 34% 52%
collection on risky clients
There is a marketing strategy 40% 89% 50% 56%
No. of clients handled by one
general staff member 24 28 48 345
Real securities 10% 0% 16% 9%
Personal securities 80% 33% 0% 34%
No collateral 20% 67% 84% 59%

Source: Vigano, Bonomo et al. 2004 p.22

Reducing unemployment through the use of microfieaa one of the issues of this thesis. So we
will have a look at the target groups that the faters from the study aim at. The results show that
the microfinance providers serve a diverse ranggi@fits. Over one third of the respondents
appear to have no specific client targeting stsatEgom those providers who have a specific target
group the unemployed is the largest one (34%) (Mig&8onomo et al. 2004, p.8/9) But what
services do the providers offer to the participamhisoking at the services it shows that 56% of the
respondents mainly provide financial products anséovices.
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The other 44% also provides non-financial servatesh as assistance in the preparation of credit
applications, the provision of collateral to thpdrties, training, technical assistance and adyisor

services (especially for the drafting of proje¢igigano, Bonomo et al. 2004, p.8).

For the financial services there is more detaitddrmation available than of the other services.

We therefore will continue with the financial outces from the questionnaire.

Table 6 Financial servicesand repayments of MFls

Av Amount Av. Repayment Av. Interest Maturity Waiting
rate rate Period
Loan 13,091 89.7%0 5.5% 36 months 29 daysg

Source: Vigano, Bonomo et al. 2004, p12.

In table 6 it can be seen that the average loanisiabout €13,000. But there is a great difference
in the minimum loan size of €118 and a maximum &30, (Vigano, Bonomo et al. 2004, p.11)
This shows that there is a large difference inatm@unts that are lent. The maximum of €70,000
exceeds the amount of € 25,000 stated by the Eanopemmission as the maximum for
microcredit.

When a loan is received for which purposes is thaay used? Most of the credits are used for
business start-ups (over 90%) and working capatad(t 70%) while approximately 25% of the
loans are used for consumer goods (Vigano, Bondrab 2004, p.11). This shows that the money
IS in most cases used for the main objective saffleyment. Of course the loans have to be
repaid, under what conditions does the loan hag tepaid? Is this just the sum of money or is
there also an interest involved. The average isteate is 5.5% per year. But here there also is,
just like the magnitude of the loans, a great diffiee between the minimum (0%) and maximum
(19.5%) interest rate. The average repayment fatésois 89.7%, but this varies between the types
of microfinance provider. In table 3 the speciépayment per type of provider can be seen. So
according to this study there is a 10% failureeipayment of the loans. Unfortunately the study

does not contain information about why 10% of themkrs are not able to repay their loans.

The research shows a lot of diversity among theafiitance providers. They serve different target
groups. The sample mean shows that almost a thed dot focus on a target group. The amount
of money lent and the interest rates are. Thegeite a difference between the lowest and highest
amounts and rates. These differences in my opicaorbe partly explained by the fact that the

costs for becoming self-employed can differ per MentStates.
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But | also think that the amount of € 25,000 gilgrthe EU should be the maximum, because
otherwise the term “small loan” is not suitable aye. The minimum is much more difficult

because different professions have different sgutpsts.

This research contains a lot of quantitative adatdt is based on amounts and figures. The
outcomes do not give us information about the tyalfithe providers. Information about the
quality of the services that the participants reeés missing. A provider can say that they are
supporting a lot of people and that they are atswiging non-financial services. But do the
participants receive the right individual suppartianot a written course on how to become self-
employed, including financial advice. Another exdenig the repayment rate, why are people not
able to make the repayments. This is hot mentiéméte outcomes.

This section focused mainly on one study and afseategories, so the outcomes do not represent
all the microfinance providers in the EU. But thady does provide information on which criteria
performance is measured and it gives us an ovemiedifferences between the providers.

| think that a proper research contains both gtativte as well as qualitative criteria. Qualitative
outcomes provide us more information about why gbimg does or does not work. The
information from such questionnaire, for examplillznong the participants, can be used to make
changes in the management or policies. Therefamera thorough investigation is necessary to
examine the conditions that will improve the pemiance and sustainability of the microfinance

providers. The next section will examine these dork.

4.5 Conditions that can influence the use of microfinance.

Running a microfinance program is not an actii@ttstands on it's own. There are factors that
can influence the program. These factors can dativinto internal conditions and external
conditions. The internal conditions are the condgiform inside the program. These factors can be
directly influenced by the program itself and esgigcby the management. The external

conditions are coming from the environment surraugdhe program. The management of a

program can anticipate on these conditions.
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45.1. Internal Conditions

The internal conditions are part of a microfinapoegram itself. If the internal conditions of a
program are not good it reflects in the performaraesaid in the introduction of this section, the
program itself can influence these conditions,Haw can this be done in a proper way?

Therefore we have to look at the main activity aénofinance programs; providing finance. In

order to run a microfinance, good governance ig waportant. We will look at the governance of

a microfinance program from a management perspectiv

It all begins with setting up a good program. Chiogshe right strategy is the base on which the
program is built. Questions such as who can proftidds and what will be our target group are to
be examined. Concerning the choice of the targeipgrchapter 3 showed that addressing to the
wrong group causes a waste of resources as exgplimimdapter 3 (deadweight loss).

If a program is operational, it is desirable to banthe performance on a regular basis. The
previous section showed us how existing microfigapcograms are examined. These different
criteria are useful tools for monitoring the perf@nce a program. If the outcomes show that there
is a change in one of the conditions, the manageh@nto respond to that. The management has
to focus on three conditions that are importanbider to continuation of a program: financial

outflow, costs and financial inflow.

« Managing the financial outflow

In practice this means that provision of microficar{outflow) exceeds the inflow, this has to be
analysed. If the financial outflow keeps exceeding inflow, a deficit could exist and this can
endanger the sustainability and in worse casedhgnuation of a program. So the analysis should
provide us information about the possible problgnisr instance if the money lend to the target
group is not repaid sufficiently. Perhaps the tagygeup should be determined again. It has been

mentioned several times, but determining the rigiget group can save funds.

+ Keeping control of the costs

Another thing that can occur is that the costauahing the program are too high. The management
than has to look at different costs. Especiallthto costs that do not have an added value or @re no
necessary to run the program. There are certais tost represent the microfinance program and
its goal, these costs will have to be made bectngseare having an added value. For instance the
extra services that in some cases are providecetikeation and coaching. In order to provide the

extra services a good staff is essential. Thig stafie added value for the applicants.

56



* Obtaining sufficient funds

And at last the funding, the source of income. Bumidvided by external parties are the main
income source. What if one of the donors decidesitiback or stop the funding. If you can find
other donors or get to current donors to give nmoaey there is no problem, but otherwise
changes have to be made. The course of the prdugarto alter; this can be done by looking at the
outflow of the funds again or getting other revesitiéhese revenues can be gained by raising the

interest rates, but that is not desirable, consigeghe goal of microfinance.

The conditions mentioned above are mainly finantiat like a commercial bank or a company, a
microfinance program has to stay at least break &vsurvive. These two organizations are also
expected to have a proper management. The maeratiite lies in the fact that commercial banks
and company are aiming at profit and the onesarEl are acting from a social objective.

If the internal conditions are managed in the righy, microfinance programs can continue with
providing finance, without cutting back on the seev In chapter 2 it was already mentioned that
the first years after the start up are the mosicdit ones. Therefore guidance should not stop jus
after the business start-up or in the first yeGedt-employed also encounter problems when their

business is running over a longer period.

45.2 External Conditions

Next to the internal organization there also aeeetkternal factors. This thesis already made clear
that microfinance programs depend on funds provireexternal parties. The previous part
mentioned that the management of a program has tinaa change in the amount of funds. This is
an example of an external condition, in this caderaal funding.

These conditions can be divided in: demographignemic, technological, social, political,
ecologic and the market factors (Keunig, 1996 5%)1This is quite a long list with different
factors. For research on the entire external enmient all these factors can be examined. In this
case we will focus on the external conditions tizat contribute in the development and
sustainability of microfinance programs. We wiltts on the following conditions: A
macroeconomic and regulatory framework which alltwesdevelopment of MFls, good
infrastructure, a sufficient diffusion of publicrsees (education, health services and so on)
(Vigano, Bonomo et al. 2004, p.27). Below an exatam is given about each condition and what

this means in practice.
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« A Macroeconomic framework and requlatory framewoatich allows the development of
MFls

The list shows that there is a desire for bettgulaion both in an economic as a political way. |

my opinion there must be one overall framework sThamework must have the main objective to
allow the development of microfinance. In ordemake such a framework a success other tools
are required. One of the required tools is a goadroeconomic framework. Microfinance
programs are in fact financial institutions, buh ¢hey be considered as banks? In most countries
of the EU banking regulations are quite strict. Manountries only allow banks to provide loans.
Therefore a window is desirable that allows miending by MFIs (Evers and Jung, 2007, p. 30).
This means that microfinance programs must be aliibiw provide loans even though they are not
always registered as banks. The establishmentbf awindow must be regulated in order to
prevent that commercial companies claim to be aafiance program and thereby will not have

to act according the regulations for banks.

This previous paragraph shows that there is a feeeadgood regulatory framework. MFIs and
microfinance programs are providing both finanesinon-financial services. So should they be
seen as banks that provide other services thandigleor non-financial institutions that provide
financial services? This shows that there stilos an official status for microfinance providers
that are not promotional or private bank, thatkeNGOs are having a higher level of
sustainability. By providing such a status, demasaisbe made for the governance of these
institutions.

On the other hand there should also be tax incemfior the programs. These tax incentives are
part of the economic framework. The tax incentisiesuld be given to the programs because their

role in social security and getting people of bégaé$ a desirable contribution.

« A sufficient diffusion of public services (educatichealth services and so on)

Another measure that can support microfinancenm\With the social aspect is the diffusion of
public services. Education for instance enlargesctiances on the labour market. If people are
better educated this will increase their chancethertabour market. If people unfortunately
become unemployed and they opt for self-employrtteonugh a microfinance program an
education increases their chances of survival. Werassue is social protection for the new self-
employed workers, even though there are a lot ahgas in the Member States (chapter 2) there
still is the danger of social exclusion. Thereforierofinance providers should be allowed to offer

social security, such as health insurances.
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* Good infrastructure

The different frameworks from the policy fields rhbg attuned to one another. Here lies a task for
the policy makers at the different levels in the. BUorder to attune all the parts a good
infrastructure is required. In this case it doesmean a physical infrastructure, but a good
infrastructure to process the information streagtsvben the different parties. Technologies such
as Internet are tools that can support fast exahahiformation. Not only the technological
infrastructure should be improved also the infoiorastream between the involved parties should

improve.

+ Interpersonal relations based on traditional amibsbnks

That last issue is the interpersonal relationdnipay opinion this is in favour of local and regan
based programs with a local board and employee=y Kihow the direct environment and the
people. They can set up a program that suits bestemands of the markets. | think partnerships

between the public and private sectors are mottitgaifor this task.

Concerning the external conditions steps in thietrifirection have been taken, but there is also
room for improvement. The latest initiative of theropean Commission to support microfinance
is a big contribution. But next to the extra furtkde demand for an overall framework should also
be taken into account. The framework is a supportfe development and sustainability of
microfinance programs. Chapter 2 mentioned the@oandevelopment and the influence it has
on unemployment and self-employment. Such developgrshould be taken into account during
the policy making process. For instance during enta decline, the government should not cut
back on funding. Enlarging the budget for microfioa during a recession will be difficult, but at
least the governments should maintain the samé dé¥wending. The overall framework should
contain guidelines for Member States on how tadacing the different stages of economic

development.

The different internal and external conditionshistsection show us two things. At first the

internal conditions show that good management avdrgance of the microfinance programs
reflects in the outcomes. The right managementacdicipate on the different factors and take
action if necessary.

If the management applies good governance, a nmermde program can provide the right services
and be sustainable. This section also shows sesierdérities with the conditions mentioned in
chapter 3 to improve self-employment programs. d¢iEemployment programs also claim that

better environmental conditions are necessaryderdio operate in a good or better way.
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The main difference between the microfinance pnmgrand self-employment programs lies in the
way of finance. Microfinance uses small loans (ogcedit) as the financial tool. Which have to be
repaid with interest. Self-employment programspaceviding periodical allowances. Setting the
way of financing the participants aside both typprograms are also linked with a need for good
conditions in order to operate in a proper way. Nbat we have seen the internal and external
conditions, let’s look at the practical side. Thexinsection is dealing with the set-up of program,

using the gained information from this thesis so fa

4.6 Implementing Micr ofinance

The previous sections showed us with supportivelitioms for microfinance. These conditions
provide us with information for the next step. Tiamtheory into practice. This means
implementing the right ingredients by using thentitpols. In the cohesion policy it is described as
follows: "The most appropriate mix of investmentsnoately depends on the analysis of the
strengths and weaknesses of each Member Stategind’t (European Commission, 2005b, p.

12). This phrase shows us two things. On one hasttbivs how policymakers should act and on
the other hand that there is not a blueprint ferghtire EU. So there is not a blueprint and lyet t
European Commission emphasizes an analysis ofréregths and weaknesses. That is why | want
to present a model to make a strengths and weasaaalysis and how the outcomes can be used
to form a strategy. A model often used in businesséhe so-called model of strategy formulation
(Keunig, 1996, p. 155). Figure 2 shows an integiieh of this model on how step-by-step a

strategy for microfinance can be formulated.

Figure 2 Determining the strategy of a microfinance programme.

Current situatio

v
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To stay in line with the thesis, this model usedstkeiting up a microfinance program can be
compared to writing a business plan. | have chdsisrkind of model because by designing a
microfinance program step by step, it reduces ltamces of forgetting parts that are important for
the program. And just like a business model if gireng is well documented it is easier to look
back or even go back one step if something goeagwlaring the process.

The first step “current situation” means lookinges we are standing and were we want to go;
setting our objectives. In this case we are assyithiat the program does not exist at this moment,
SO0 we are at point blank and we want to set upcaafimance programs. What are our objectives?
The main activities of a microfinance program amevjgling finance and additional services
(education, coaching) so all the other objectivegelto be in line with these activities. The first
logical question is: Who can provide us funds ideorto run a program. The next questions can be:
what is our target group and how do we want to miggathe program? When the objectives are set,
we can move towards the next step “Research”.

The second step “Research”, means analyzing tleetags that were set in the first step. The
‘Research’ contains two main fields, the intermad axternal environment. Section 4 showed us
different internal en external conditions that paet of the environments. After the research the
outcomes can be divided into good and less goadtse# tool to help divide the outcomes is the
SWOT-analysis (Keunig, 1996, p. 155; Johnson arbi8s, 2002, p. 183) SWOT stands for
Strengths, Weaknesses, Opportunities and Threats.

The internal environment is analyzed by the Stiemighd Weaknesses. The analysis focuses on
the strong and weak aspects of the program itsgltlee financial situation. The external
environment contains the Opportunities and Thr&dtsse are factors on which the program itself
has no direct influence, but the program can asddanticipate on these conditions e.g. changes
in the regulations for microfinance program. To mikeasier to divide the different outcomes,

they can be put into a matrix. Table 7 is an examplkuch a matrix.

Table7: SWOT matrix

Strengths Weaknesses

- Services provided - Sustainability

- Target group - Lack of a specific target group
Opportunities Threats

- Macroeconomic framework - Economic decline

- Regulatory framework - External funding
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Table 7 consists of examples from the differentditions examined in sections 3 and 4. In practice
the matrix can contain more conditions. From thé&rimghe conditions have to be ranked in matter
of importance for the program. This means thatdbadition is neglected this has a great influence
on the program. For example external funding, timeling has been considered as a threat, this
means that the external funding is not entirelgraged. The existing providers are not sufficient at
this moment or a change in the future budget optiogider means that in the nearby future the
funds will not be sufficient anymore. Thereforeiactis necessary otherwise the program can
become in a difficult financial situation or is ev®rced to stop. The analysis of the matrix
continues in the assessment.

The third step, the assessment looks at the il@atidve come forth from the outcomes of the
matrix. During the assessment these ideas aretaedjand turned into concrete actions. If the
assessment is complete, it is time for the next f&aming the Strategy.

The fourth step, forming the Strategy, means tgrtire outcomes of the research done in the steps
into practice. At the beginning of this section sp@ke about using the right tools in order to
implement the best ingredients. An assessmentgeewis with information about the different
conditions and the ranking of priority in ordemake a viable strategy. The strategy can be used
for two different parties. The first party are faicy makers and the second party is the

microfinance program designers or management.

The policy makers should focus on the deficits @nésn current policies to support microfinance
and set their strategy i.e. new policy on how teroeme them. Section 4 showed external
conditions that should improve from a microfinapcegram perspective. If proper research is
done the policy makers should acknowledge thakttiessies are deficits in the internal conditions
of the policy. Overcoming these deficits shouldheemain priority in the strategy. Taking all other
conditions into account. Policy makers are alsaeddpnt of external conditions, such as the
budget a government or the EU has reserved forammant policies. If there are changes in
policy, these changes will reflect on microfinapcegrams, either these are new programs or
existing programs. Because these policies areopéine external conditions of the program. For
example the new micro-finance facility providesogportunity. So the SWOT-analysis can be
adjusted. Therefore it is important to have evadmatnoments during the time span of the strategy.
These evaluations are a tool to analyse if théegjyas still following the right course. Strategjie
are not static but dynamic, the environment is taonty changing and the strategy has to react on
these changes even though it means that the coiutise strategy has to alter in order to reach the
objectives. When the time span has ended, the vnotess starts again at step 1, using the

outcomes of the objectives that were set as themisituation.
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4.7 Conclusiveremarks

Providing finance for the unemployed, that wasrtian topic of this chapter.

Research showed that there are several obstaakgsrévent the less fortunate in accessing finance
through the regular channels. Commercial banksi@iréond of lending small loans to the
unemployed. Banks have certain demands for thecappé such as collateral and a certain amount
of human capital. Most of the unemployed applicaatznot meet these demands and therefore
banks are not willing to lend the money. Banksadse not fond of lending small amounts of
money because of the high handling costs and thd pnofits obtained from these loans. So there
is a need for providing small loans in other ways.

Microfinance can fill the gap that exists undesafiging through the regular channels.
Microfinance programs are especially designed tp tie unemployed and other less fortunate in
order to promote social inclusion. Another advaatafjmicrofinance is that besides providing
finance also additional services are provided sigcbducation and business training. This gives the
participants extra assistance in becoming self-eyeul.

Within the EU there are different types of micraifinite. Literature showed us that microfinance
can be found at all levels in the Union, from futikst act union wide to initiatives at local levigl.
also showed us that microfinance is not speciftgalbvided by the public or private sector, but
that combinations and partnerships between thessewators doe exist, such as MGS. There are
also downsides with using microfinance. The micrafice programs are not cheap. The services
provided and adequate staff are using a lot ofékeurces. So if the program is not managed in a
good way a lot of resources are wasted.

The next step is measuring the performance of grano. Different criteria can be used to measure
the performance of a microfinance provider. Theega that we examined in section 3 were
mainly quantitative and provided us with figuresl aates. But there are also qualitative criteria
that provide information about factors that lie inehthe figures and rates. | think good
measurements contain both criteria. There arecaldain conditions that can influence the
performance of a microfinance provider.

There are two types of conditions: the internal tedexternal. Both the internal and external
conditions require good management and governatioerwise this has a negative effect on the
performance of the program. For the internal cémalt this means that the management has to
ensure that a program can work as efficient asilplessithout cutting back on the provided
services. This means monitoring the inflow andloutfof the resources.

The external conditions should make it easier firofinance providers to operate. The

governments should provide an overall frameworknf@rofinance, with certain support form
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different policy fields such as an economic framgand proper infrastructure. This framework
should be flexible in order to react on developradike economic ones.

The last section combined all the information frits and the previous section in order to
implement microfinance. Implementing microfinans&iprocess that can be done by using a
model. Using a model has the advantage that theepsostructured so that there is a smaller chance
that important matters are left out. An importamttter when using a model such as the one in
section five is that there are certain points faleation are built in. In this way if somethingego
wrong the course can be altered. Therefore the hshdelld be seen as something dynamic instead
of static. Another thing is that the model is rioehr but it is a cycle, the last step of the masiakt

the same time the new starting point.
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Chapter 5: Conclusion

5.1 Conclusion

This thesis is about the question under what cimmditcan microfinance be a useful tool for the
EU for stimulating self-employment to reduce unesyphent? To answer the main question | have
divided it into three parts. These three parts foreresearch questions of this thesis. To answer
the research questions | have chosen to use diffgnees of literature and other sources such as
the Internet. | have chosen these sources totipebaetical background and practical information
about the current situation about stimulating sefiployment and the use of microfinance. The
theoretical background is necessary to see ifefuliso stimulate self-employment to reduce
unemployment in other words is there a relationskeipveen the level of self-employment and
unemployment. This was examined in chapter 2 vhighfollowing research question: ‘In which
ways are self-employment and unemployment related?’

The practical information is used to examine tixagion in the EU concerning self-employment,
unemployment and microfinance. The sources comaistly information about policies on the
topics and researches about the topics in pradtlee practical research is done in the chapters 3
and 4 with the research questions: ‘Which poliaesthere to stimulate self-employment within
the EU?’ and ‘Under what conditions is microfinargceseful tool to stimulate self-employment?’

The outcomes of the research chapters are usedweathe main question.

* ‘In which ways are self-employment and unemploynretdted?’

The outcomes of this sub-question show us thaethey two types of relationships between self-
employment and unemployment. Empirical researckvstbat there are relationships between
changes in self-employment and the unemploymeat Eaten though the outcomes show that a
rise in unemployment has little effect on an inseem self-employment, on the other hand the
outcomes also show that an increase in self-emmayimas a relative bigger effect in decreasing
unemployment. Looking at self-employment within g, statistics show that in the past years
there was an increase in self-employment for bath end women. But what is even more
important, self-employment proves to stay a stafbibeor of total employment.

There are certain factors that can influence thel$eof self-employment and unemployment.
Economic development is one of the factors. Cedtiges in economic development cause an
increase and decrease in both self-employment aewhployment. The other factor is the

institutional factor.
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The governments of the Member States can influéreéevel of self-employment by making
policies and adopting legislation in favour of setiployment. A good example is social security
policies for the self-employed workers. More MemBédites are giving self-employment a legal or
social status. Such a status makes them part sbitiety which allows governments to provide
self-employment social schemes. These schemesitaoidal aid in case of unemployment and
sickness, but also pensions and maternity leaweh Sacial securities are contributing in closing

the gap that exits between the social protectiomagfe employment and self-employment.

* ‘Which policies are there to stimulate self-empl@rnwithin the EU?’

This question continued where chapter 2 ended, ieagnother policies besides social security to
stimulate self-employment. The US and Australianshis that supporting unemployed people to
become self-employed does not always have to be lipenlarging social securities from public
schemes. As countries under the Liberal regime sh@port people to become part of the labour
market again. To reach this objective they haveigpg designed programs. These programs do
not only provide financial aid, they also providle fparticipants other support such as training and
coaching. This support improves the skills and Kedge of the participants and thereby the
chance of survival increases.

These programs also show us that there are twallpithat can lead to a waste of resources. The
first is pushing people into self-employment whe aot suitable as entrepreneurs. It is not likely
that these people will survive. Business failure ba an extra financial burden for them because of
debts. Second, there is the deadweight loss. Té@mthat support goes to people who without
joining a self-employment program would have becemployed anyway.

The EU has good incentives with self-employmenis Bhows by keeping self-employment on the
policy agenda until 2013. Adopting the Entrepreshijpr Action Plan and the providing guidelines,
show that there are initiatives to stimulate setppoyment. One interesting outcome is the
recommendation of public-private partnership. Thetrstep is to implement these initiatives into

practice.

« ‘Under what conditions is microfinance a usefull tmostimulate self-employment?’

This question focused on the different aspectsiofafinance as a tool to stimulate self-
employment. Uunemployed people have difficultiesessing finance through the regular channels
and there lies a market gap. Microfinance is stétédfill this gap, because microfinance is
specially designed to help the less fortunate deioto promote social inclusion. The great

advantage of microfinance is that it contains sa&rvices, both financial as non-financial.
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This means that microfinance consists of a smal land can also contain services such as training
and coaching. In the EU a lot of different prograwsst, in all the layers of the EU. Some of them
are managed by public private cooperation.

In order to make microfinance a successful todlaieiconditions are required. The internal
conditions have to be guarded through good govemby the management. This means working
as efficiently as possible and monitoring the ficiahinflows and outflows. This also requires

hiring good staff members. The external conditiomssist of factors from other parties that can
influence the outcomes of the performance of adfiitance program. In this case it means
facilitating conditions, to promote microfinancéhée conditions are a framework that allows

microfinance providers to develop, a good infractiice and interpersonal relationships.

This brings us to the main question of this thetlader what conditions can microfinance be a
useful tool for the EU for stimulating self-emplognt to reduce unemployment?’ | think that self-
employment can help reduce unemployment. Empisitalies showed that there is a causal
relation between the rise of self-employment amddécline of unemployment. Statistics from the
past years also imply that there is proof for theory. The self-employment level in the EU
increased and the unemployment level decreased.tbléxat self-employment shows to be a
stabile factor of total employment. So | recommérat self-employment should be stimulated.
Looking at these conclusions, two main issues lsawee up; how can we stimulate people to
become self-employed and how can microfinance stipipis?

The first issue means that the EU and its govertsreave to create an environment that socially
includes self-employment. This indicates that pdng them social security but also the right
facilities to become successfully self-employedaflie why a program has to contain different
kinds of support, in order to provide the self-eayeld with the right tools so that the chance of
failure because of ignorance is reduced.

Microfinance is a tool that can support people wlamt to become self-employed. Because
microfinance consists of more than just lending eyralso other services can be provided. If
these services are adjusted to the needs of selbgment there is a strong case for success. There
are however certain conditions necessary to madgcitessful. At first, the internal conditions.
These conditions mean that there is good governanea adequate management, with the help of
skilled staff members. Second, the external camuti The EU and the governments of the
Member States are responsible for these condititimesy have to create a self-employment and

microfinance friendly environment.
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5.2 Recommendationsfor further research

In this thesis | was not able to examine all theeass of microfinance and self-employment, but
during the process two interesting topics camenmach in my opinion are worth it to be examined
more thoroughly. | would like to recommend the daling topics for further research.

At first, as | have mentioned earlier, choosingright target group is an important issue. If the
wrong are pushed into self-employment this coularhthem instead of helping them. On the other
hand it is also a waste of resources. So it is mapdto know which group of people your aiming
at. This thesis focused on the unemployed in gérimraunemployed people are a diverse group.
The group contains people with different socialkgmounds such as: gender, education, ethnicity
and age. Further research should focus on thesd backgrounds of the unemployed and

examine who are or who are not suitable for selleyment.

The second recommendation has to do with the peovéetrvices. The surveys examined in this
thesis mainly focused on the quantitative outcoafdgbe microfinance programs. But there are
also qualitative aspects in microfinance provis@uarveys could also be used to examine the
quality of the services. For instance, are thei@pénts satisfied about the training and coaching
that they are receiving? Are there enough contaitd) are the contents of the training sufficient?

This information can give another insight aboutplkeeformance of a microfinance provider.

My final recommendation concerns the financial supgiven by a microfinance program.
Basically there two kinds of aid: providing a lusym or giving an allowance for a certain period.
In my opinion further research should provide infation about which type is more desirable. In

other words, which type of support shows the besilts in keeping people self-employed.

5.3 Palicy recommendations

The EU believes in microfinance, this is illustichtiey the extra funds that are available at this
moment. Policies therefore should play an actiVe tmmake sure the funds are used in a proper
way. To reach this objective | would like to recoamd the following to the policy makers in the
EU and the Member States. As mentioned earlieetass external and internal conditions that can
influence microfinance. The external conditionshis case are the policies and initiatives to
support microfinance. These are part of the frammkwrat | will refer to below. The internal

conditions are referring to the governance of aofilcance program.
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So the main tasks are making a clear frameworknforofinance and to help the microfinance
programs operate in an efficient way.

The EU should be in charge of providing the funald he framework. The Member States
themselves should arrange the programs. Becaudéaimber States differ from each other and
have different background especially with the exgoam of the EU, it is difficult to make one
program that suits all the Member States. The freonke must at least exist of the following
things: a status for microfinance and self-employminancial and regulatory adjustments.

At first in order the make a framework there shdagdmore focus on how the EU sees the role of

microfinance to stimulate self-employment.

A lot is written about microfinance and self-empimnt and the most suitable conditions, but |
found it difficult to find concrete steps into thight directions. For example the status of self-
employment. Not every Member State has a cleat @ggsocial status for self-employment.
Therefore the framework should contain a guiddiira tells the Member States to give a status to
self-employment. In that way it is easier to cresatd adopt polices for social security to the self-
employed. This means that the self-employed workansclaim health care, pensions,
unemployment or invalidity insurances. These inscea should become part of the package
offered by a microfinance program. If somebody $admicrofinance program it entitles him to
social security.

The next step is the regulation for the provisibfirancial services. Here lies a combined role for
the EU and its Member States. Some microfinancgrpros are lending money while they are an
organizations that is not a bank. To allow thegmoizations to provide financial services there has
to be specific and strict regulations. These rdgurla are the responsibilities of both the EU as
well as the Member States. | suggest supervisiogither banks or governments in order to control
the microfinance and prevent them from becomindédes that in an illegal way will compete with
banks by lending small amounts of money to civiiather than people who want to become self-
employed.

Another form of financial support are tax incensives it desirable to led the self-employed be
entirely financial independent and let them paysaas a regular entrepreneur, after the provision
of funding has stopped? | think not, because thieesaployed worker also has to repay his debt for
the microfinance, tax incentives should be provibfethe period after the funding has stopped. If
next to this repayment also regular taxes have odid this is a heavy financial burden. In order t
keep people self-employed | suggest the followfkgme span should be agreed on. Let us say

that the support will last one year or two year®relthere is an allowance.

69



Starting from the second year repayments have tlobe, because microfinance stays a loan and
is not a donation. In the first couple of yearsinlyithe repayment period, the tax incentives should
be applied.

But who has to take the financial risk of bankry@ttf a participant goes bankrupt in a non-
fraudulent way, the participant should at leas¢iitled again on an unemployment benefit. If
there is a debt | think that the self-employed worstays at first responsible for this debt. Bus it
the task of the governments to help if this meaas $omeone is threatening to become socially
excluded.

From there on we will go to the Member States #natresponsible for the program design. |
recommend regional or even local (urban areas)ranag For people it is easier to visit a
microfinance program if there is one in the regin.even bigger advantage it would be if people
with a local background are part of the prograneyTknow the area and the people, which can
contribute into a more suitable program.

In order to operate a microfinance program in tlestefficient way there is a need for good
governance, management and staff. In order todmlprning a microfinance program, | have
presented a model in chapter 4. Especially the S\&@alysis is a good tool to help measure the
performance. And the outcomes of the matrix cap teekee which parts of the program need extra
attention.

| would prefer that the management and staff aopleewith an entrepreneurial and/or financial
background. It does not matter if these peopleaneing from the public or private sector, as long
as all involved stakeholders are involved duringphocess. Because of their background the
suggested management and staff know what it isrt@rbusiness. This has two advantages; the
first is that they can run the program in an edfitiway and a second advantage is that they can use
their experience to help the participants. WittpHehean giving training, coaching and they can
act as counsellors. Their business experiencenadsms that they can help select the participants.
Because not everybody is an entrepreneur | thiigkiiise to let the applicants write a business
plan, the staff of the program can examine if tlam [is viable. This plan does not have to contain a
financial plan, but the idea and how the appliegauts to manage the idea in practice. In this way
a selection can be made of plans that are vialdenduich are worthy of an investment.

Concerning the finance part, what sort of finandmdesirable: a lump sum of money or a monthly
allowance. | would say the best way is a mix osthtwvo. Providing a sum to help out with the
start-up, afterwards a periodical allowance. TH@xance should be seen as an income support
and a support for the operating costs. This all@&as to support the newly self-employed worker
to have an income during the start-up and the gexiterwards, this in order to prevent people of

having to return shortly after starting into uneaywphent again.
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The final condition that can influence the sucagsmicrofinance programs is promotion. The EU
and the Member States should make more promotiontabe possibilities of self-employment
and the use of microfinance as a tool to get gaffteyed. In other words there should be more

active stimulation.

Of course this is just a theoretical exploratioot Bl self-employed workers will make it | hope
that if a self-employed worker has to stop hisvétidis, the newly gained skills can help him to get
employed againThe recommendations | have given above are theittmmslpolicy makers should
focus on. | think these are the best conditionseumchich microfinance can be a useful tool to
stimulate self-employment and thereby reduce uneynpént. But there is always room for

improvement.
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