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A Critique of Microfinance: Challenges, Successes and Application
Introduction
Microfinance is an important innovation and entrepreneurship tool. The practice has worked effectively in the developed economies, most of which have recorded massive economic impacts as a result (Gosenpud & Vanevenhoven, 2011). Although its positive consequences have been applauded across the world, modernization in the business industry has presented several challenges to this industry worth addressing (Gosenpud & Vanevenhoven, 2011). Considering the impacts that microfinance has on entrepreneurship, critical lines have been drawn, both commending and castigating the role it plays. This paper analyzes the successes and challenges of microfinance and its implementation across different cultures. It then recommends how best it can be improved and the possible techniques for its improvement that are applicable in established economies that may promote entrepreneurship and innovation.
Successes of Microfinance
Microfinance has registered several successes since its emergence and incorporation in the business sector. The first key output is poverty alleviation amongst the venerable who acquired loans to start their businesses (BNP PARIBAS, 2017). The policy of extending financial aids to the less fortunate in the society successfully worked in Bangladesh where the needy businesses were supported and this turned to be an employment avenue that provided necessities to the community hence alleviating poverty in the countries (BNP PARIBAS, 2017). This system was adopted in other economies like the US and Germany, where small businesses sprung availing commodities and services to the demanding population (Ariail et al., 2012). This reduced poverty among many vulnerable in different nations.
Another success of microfinance was support to the upcoming innovators in the technical fields. Due to the technical nature of the IT infrastructure and the high cost of the sophisticated equipment it requires, nations such as Indonesia, China and the US assisted upcoming creative entrepreneurs to acquire finances through the microfinance institutions to develop and upgrade their input which later transformed into economic progress of those nations (CRABB, 2008). Indonesia, for instance, has emerged as an economic power because of embracing the microfinance aspect in the nation (Gosenpud & Vanevenhoven, 2011). Similarly, Germany funded most of its innovators in the technological areas through microfinance assistance through the experience that was gained from Bangladesh (Ariail et al., 2012). The US, on the other hand, relied on these institutions to upgrade the efforts of upcoming enterprises that were considered vital in ending housing problems (Monahan et al., 2011).  Thus, economic development witnessed in the developed and some emerging economies is a result of microfinance.
Challenges and Shortcomings of Microfinance
Despite reflecting positive successes, microfinance services have had their own fair share of challenges and shortcomings in different cultures. The first shortcoming that microfinance has had to fight is the claim of overexploitation of the vulnerable through high interests (Kar, 2011). Several institutions including established banks that see microfinance as competitors in the finance industry have raised concerns about the charges imposed on the persons and small enterprises that seek help from these microfinance institutions (Kar, 2011). This leads to increased negativity and defaults in payments. In India, for instance, most of the poverty-stricken farmers who are indebted end up committing suicide when they fail to raise the amounts they owe these microfinance institutions (Kar, 2011). These instances have led to the decline of many microfinance institutions. Moreover, the trust of people in microfinance institutions has also declined.
The second challenge associated with microfinance institutions is the little information existing among many people, especially in developing economies. Most borrowers are obsessed with the existence of established banks while others have no interest in obtaining any financial assistance from these institutions (Kar, 2011). This is occasioned by low entrepreneurial and innovative habits in emerging economies (Kar, 2011). The result of this is underperformance of these microfinance institutions and failure to meet their targets. This impact throws most microfinance institutions in jeopardy and they end up collapsing due to both competition and small market size (Gosenpud & Vanevenhoven, 2011). Bangladesh, for instance, continued reporting death cases due to famine in areas that microfinance institutions had extended their aids due to the lack of knowledge amongst many individuals (BNP PARIBAS, 2017). Therefore, the existence of microfinance in such economies is hindered and this negatively impacts the general performance of the microfinance industry.
Lack of valid market information before investment leads to the collapse of many microfinance institutions. These agencies tend to invade markets and extend loans without proper study and scrutiny of the business trends, consumer culture and credit history existing within such regions. This has led to an increase in defaulters and low customer records (Gosenpud & Vanevenhoven, 2011). A stable exchange background and historical details that are important for the assessment of the market are usually ignored by these institutions which make them incur losses in many economies (Gosenpud & Vanevenhoven, 2011). In India, the microfinance institutions that invested in a poverty-ridden community ended up counting losses due to this reason (Kar, 2011). This drifted them to the losing end where their initiatives went unrewarded and the outcome was business failure.
Is Microfinance Universally Best for Entrepreneurship and Innovation?
Although the problems hindering microfinance thriving are many, the impact it can bring to the economy is massive. The microfinance industry is worth supporting while eradicating the hitches that interfere with its progress. Universally, microfinance is a best practice that should be embraced to encourage entrepreneurship and innovations. The practice has assisted established economies like the US to overcome housing problems while Germany has cemented its performance in the business industry due to strong microfinance institutions (Ariail et al., 2012). Moreover, Bangladesh was able to reduce poverty and create jobs while Indonesia recorded gains in their IT sector because of the help of microfinance services (BNP PARIBAS, 2017). The positive impacts seen are weightier compared to the hitches that dent its progress. Therefore, economies should support the incorporation of microfinance to achieve entrepreneurship and innovation. This is because it is the best tool of encouraging entrepreneurship and innovation within a nation.
Possible Reformations for Microfinance that Can Increase its Potential Applicability
The challenges seen in the microfinance industry can be reformed to increase the potential applications of microfinance institutions. The first approach towards mending the messes is encouraging microfinance institutions to extend finances at affordable interests that do not become burdens to the needy. This ensures proper repayment of credits and encourages reinvestment which can go a long way in developing an economy (Kar, 2011). Another way of reforming microfinance to increase its potential applicability is by encouraging an entrepreneurship culture that would enable more people to register for funding (Gosenpud & Vanevenhoven, 2011). This can be done by the institutions in collaboration with the governments through education and training on innovation and entrepreneurship basics and importance. Ultimately, it will attract more investors that become a ready market for microfinance institutions. As such, microfinance institutions can be reformed to have credit facilities that are bundled together with entrepreneurial ideas. This will mean that the loans will be given together with entrepreneurial ideas meant to be implemented using the credit given. This can encourage entrepreneurship in the nations and hence lead to the growth of their economies.
Suitable market research and effective investment validation are other approaches to solving the persistent problems that inhibit the progress of microfinance institutions. Microfinance institutions should adopt modern methods of market studies that would enable them to establish realistic data concerning the markets of their interest so that they make informed decisions on when and where to invest in given markets (Gosenpud & Vanevenhoven, 2011). Additionally, this information will be important to the institutions in making informed decisions by considering the markets that have great potential of receptibility of credits and potential of positive usage and good repayment of the credits advanced (Gosenpud & Vanevenhoven, 2011). These two factors are suitable for the planning phases of an investment and when these institutions adopt them as their formal operation strategies, they are likely to avoid challenges that might hinder their trading within any market.
Applications of the Techniques in the Established Economies for Driving Entrepreneurship and Innovation
The techniques of averting challenges and shortcomings of microfinance can be applied in the established economies to drive entrepreneurship and innovations in the following ways. The reduction of interest rates is likely to attract many innovators and entrepreneurs in these economies, like the immigrants in Germany and the US (Ariail et al., 2012). When they get financial aids due to a decline in interest, they are likely to invest and avert poverty and unemployment challenges in these economies.  Germany successfully did this to its immigrants to solve food and jobs problems while the US used it to sort the housing problem situation (Ariail et al., 2012).  The result is new businesses being created in these economies as people become more entrepreneurially adventurers.
The other means is the encouragement of an entrepreneurial culture accompanied by training the innovators to hike their knowledge and perception about the process of finance acquisition and investment. This approach, alongside formidable market background, would inspire many people to invest in microenterprises which cumulatively generate revenue for the government and create employment for the masses while solving existing and emerging social issues such as those related to healthcare and education in these economies (Ariail et al., 2012). The practice was tried and tested in the German economy when they were faced with the refugee and immigrants challenge that caused food and housing shortage. The government’s appeal for microbusiness setups bore fruits among many foreign women who eased the burden of basic supplies (Ariail et al., 2012). This way, the developed economies will gain an advantage that can spurs growth and progress from the microfinance institutions. Consequently, entrepreneurship and innovations will receive massive support because people will be encouraged and motivated to get financial credit to champion their ideas and businesses.
Conclusion
Microfinance has been successful amidst the rising international setbacks. It has effectively raised the standards of many economic and social aspects ranging from education, healthcare, jobs, housing and other necessities. Even though its shortcomings and challenges are many, economies need to consider supporting this important industry for continued success. The setbacks should be seen as opportunities to change ways of operation to enlarge the industry for a better outcome. Considering the progress made in countries such as India, Bangladesh, Germany, and the USA, it would be reasonable to recommend microfinance to both emerging and developed economies. This is because microfinance is the best for encouraging entrepreneurship and innovation. Furthermore, the challenges observed and which derail its efficiency should be addressed to improve the performance of microfinance institutions for realizations of more gains as witnessed in established economies such as the US and Germany. Thus, the industry is critical for innovation and entrepreneurship.
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