
The Question of Microfinance in LEDCs 

The key to development? 

 

 

 

 

 

 

  



 

 

Key Terms 

Microfinance 

Microfinancing refers to loans, savings, insurance, transfer services, microcredit loans 

and other financial products targeted at low-income clients. They usually are composed of 

small amounts of capital. They are valuable because low-income clients, especially in 

LEDCs, rarely get access to financial services in small amounts, unless they get loans from 

third-parties at a very high cost to themselves e.g. mafia loans. 

 

LEDCs  

LEDCs are less economically developed countries. These are countries that are 

considered lacking in terms of its economy, infrastructure and industrial base. The population 

of a less economically developed country often has a relatively low standard of living, due to 

low incomes and abundant poverty. There are 50 LEDCs in the world, out of 193 nations. 

 

 

Introduction 

According to a World Bank Development report, at least 80% of humanity lives on 

less than $10. The United Nations declared 2005 the “International Year of Microcredit”, and 

ever since then, the practice has become more popular and the role and importance of 

microfinance in LEDCs has increased. This is primarily because the institution of 

microfinance, in practice, increases financial inclusion by providing poor people with the 



financial tools that will enable them to address aspects of their lives that trap them in poverty. 

However, this economic development approach intended to benefit low-income women and 

men has also attracted an ongoing debate amongst those who do not believe it is as an 

effective way of alleviating poverty. Although the UN and other international organizations 

agree that fighting poverty is key to solving pressing problems such as world hunger and 

child mortality, progress remains slow, especially in the developing world. Emerging markets 

such as Sub-Saharan Africa and Western Asia continue to suffer from disastrously high rates 

of extreme poverty, as do parts of Eastern Europe and Central Asia.   

One reason that LEDCs find themselves unable to break the cycle of poverty is the 

inability of the poor to access basic financial services. The poor cannot open savings 

accounts, because they do not have enough money to meet the minimum balance 

requirements. The poor also cannot get loans, not only because they don’t own anything 

valuable enough to serve as collateral (a possession that the borrower agrees to give the 

lender if she cannot repay the loan), but also because major banks do not make small loans of 

a few hundred dollars. 

A “microfinance” institution (MFI) is a kind of bank that offers financial services 

specifically to the poor. By providing the poor with a safe place to store small amounts of 

money, MFIs help safeguard their wealth against unexpected economic shocks, such as 

natural disasters. By making affordable microloans available, MFIs allow the poor to start up 

small businesses that benefit their families and communities, such as small shops or farms. 

 

 

 

 

Major Organizations 



United Nations Capital Development Fund (UNCDF) 

An organisation that promotes microfinance and investment capital for the world’s 48 

least developed cbountries. Their mission is “To promote and support transformative 

investment through local governments and domestic banks in LEDCs by piloting and scaling 

up innovative financing mechanisms and policies in the public and private sectors”. They 

partner with local governments, financing agencies (such as the World Bank), their many 

international partners, other UN organizations, and development partners to develop this 

mission. They are also a big player in terms of microfinance, and their website has a lot of 

information on their approach to microfinancing.  

International Monetary Fund (IMF) 

An organization of 189 countries, working to foster global monetary cooperation, 

secure financial stability, facilitate international trade, promote high employment and 

sustainable economic growth, and reduce poverty around the world. The IMF works to 

improve the economies of its member countries. They work directly with the government, but 

to receive their aid countries have to give collateral and submit to policy reform, which has 

caused criticism in the past. Another point of criticism is their voting system, which is based 

on contributions. This means that the US, for example, owns a fifth of the votes due to its 

large contributions. 

The IMF also serves as a balancing power, meaning that they attempt to prevent 

domino effects when a country has a recession, and proactively give out emergency loans, 

such as loans to Ghana or, infamously, Greece. 

 

International Finance Corporation (IFC)  

As a part of the World Bank, the IFC is an international financial institution that 

offers investment, advisory and asset management services to encourage private sector 



development in developing countries. Its goals are to increase sustainable agriculture 

opportunities, improve health and education, increase access to financing for microfinance 

and business clients, advance infrastructure, help small businesses grow revenues, and invest 

in climate health. They are the branch of the World Bank most focused on the private sector, 

and work in more than 100 countries. In 2015 alone, the IFC distributed more than 53 billion 

USD in microloans. It is recommended to look further into their website, since they have a lot 

of information and resources on how they carry out microfinance projects. 

  

  

  

Previous actions taken 

1997: Microcredit Summit in Washington, DC, where several bilateral and multilateral 

donors were created (2900 delegates from 137 countries) 

 -1997: UN resolution  GA/52/194  

-1998: UN resolution A/53/223  

-2003: UN resolution A/ 58/221 

-2005: UN resolution A/58/488 

-2005: Declared as the International Year of Microcredit 

-2008: UN resolution A/RES/63/229 

 

 

Possible solutions 

In the past, UN member states have generally been in support of microfinance 

programs. However, the controversies surrounding microcredit have shaken the international 



community’s confidence, and although MFIs still have widespread support, the tone of the 

debate has undeniably darkened in recent years.   

In this debate, delegates should keep in mind the current tensions between national 

governments and microfinance institutions. They should also question seriously whether for-

profit microlenders can interact responsibly with impoverished borrowers. This is especially 

relevant after microfinance institutions such as CARE were bought for vast sums of money. 

Delegates should consider what the recent high rates of loan default mean for the sector as a 

whole. 

Finally, delegates should try to work together to bring fruitful debate which will, 

following the utilitarian basis of ethics, bring the most benefit to the largest possible number 

of individuals. 
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