This manual uses a practical approach to microfinance integrating theory
and case studies drawn from microfinance institutions (MFIs) in the Arab
countries. It is written for undergraduate and postgraduate curricula of
business schools and faculties of Economics and Social Sciences as well
as for microfinance practitioners around the world.
Part one is the theoretical component of this training support.
Session 1 and 2 are an introduction to the world of microfinance and to the
two approaches that still divide this industry: the institutionist and the
welfarist approach. Sessions 3 and 4 cover in detail the products offered
by microfinance institutions and the methodologies used to deliver them.
Sessions from 5 to 7 present the microcredit interest rates practices, arrears
and defaults and the financial analysis of MFIs through the calculation of
the ad hoc indicators of operational and financial self sufficiency. The last
session is dedicated to the guidelines to write a microfinance case study.
The second part is a collection of 21 case studies of MFIs from seven Arab
countries. The cases cover a wide variety of types of institutions and
approaches to microfinance, from state-owned microfinance institutions
to NGOs and commercial banks. Each case focuses on different aspects
and reflects a different strategy of approaching microcredit and
microfinance: specific topics, such as Islamic microfinance and women’s
empowerment through microcredit, are also covered.
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Preface

“Microfinance: Text and Cases” uses a practical approach to microfinance integrating
theory and case studies drawn from microfinance institutions (MFIs) in the Arab
countries. It is written for undergraduate and postgraduate curricula of business
schools and faculties of Economics and Social Sciences as well as for microfinance
practitioners around the world.
Part one is the theoretical component of this training support. Session 1 and 2 are an
introduction to the world of microfinance and to the two approaches that still divide
this industry: the institutionist and the welfarist approach. Sessions 3 and 4 cover in
detail the products offered by microfinance institutions and the methodologies used to
deliver them. Sessions from 5 to 7 present the microcredit interest rates practices,
arrears and defaults and the financial analysis of MFIs through the calculation of the
ad hoc indicators of operational and financial self sufficiency. The last session is
dedicated to the guidelines to write a microfinance case study.
The second part is a collection of 21 case studies of MFIs from seven Arab
countries. The cases cover a wide variety of types of institutions and approaches to
microfinance, from state-owned microfinance institutions to NGOs and commercial
banks. Each case focuses on different aspects and reflects a different strategy of
approaching microcredit and microfinance: specific topics, such as Islamic
microfinance and women’s empowerment through microcredit, are also covered.
This manual is the main outcome of the “Microfinance at the University” project
and the result of the joint efforts of the project partners who wrote the different cases
in close contact with MFIs, who enriched the resulting project with their personal
experiences and perspectives. The main goal of the project is the introduction of
microfinance into universities and this text, by providing the basics and illustrative
cases from the region and references, aims to stimulate the discussion on the subject at
the university level and ultimately to further develop microfinance in the Arab states.
Background: the “Microfinance at the University” project
“Microfinance at the University” is a Tempus-Meda Curriculum Development Project
co-financed by the European Commission. It has a duration of 3 years (2003-2006)
and it is coordinated and managed by SAA, School of Management of the University
of Turin (Italy) with a consortium joining the project formed by 15 universities: 4 from
Europe (Italy, Greece, Spain and U.K.) and 11 from MEDA countries (Egypt, Jordan,
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Lebanon, Morocco, Palestine, Syria, Tunisia). Table 0.1 shows the details of the
partners.
Table 0.1 Project partners

Partner University

Country

SAA School of Management, University of Turin – Project contractor

ITALY

Haigazian University

LEBANON

October 6 University

EGYPT

The University of Jordan

JORDAN

Al Akhawayn University

MOROCCO

Damascus University

SYRIA

Al Baath University

SYRIA

Bethlehem University

PALESTINE

Hebron University

PALESTINE

Al Azhar University

PALESTINE

University Tunis El Manar

TUNISIA

University of Sfax

TUNISIA

Aristotles University of the Thessaloniki

GREECE

Universidad de Navarra - IESE

SPAIN

University of Exeter

ENGLAND

The justification of the project lies in the fact that in the normal curricula of
"Banking and Finance" in universities located in developing countries as well as in
industrialised economies, students learn how "formal" financial systems work: the role
of central bank, the activity of commercial banks and other specialised financial
institutions, the functioning of stock exchanges, bond markets, foreign exchange
markets, derivatives markets, the principles of financial management. Our project
intends to re-focus the topic "Banking and Finance" towards a local dimension, giving
emphasis to the successful experiences of microfinance in individual countries in the
Arab area. The goal of the project is to introduce microfinance as a strategic subject in
undergraduate and postgraduate curricula of Business schools and faculties of
Economics and Social Sciences. Although microfinance has grown very fast in recent
years, in most universities it is still virtually unknown or is unincluded as a strategic
subject. The direct target groups are professors and students of the "Banking and
Finance area" while the indirect target are the MFIs: the goal of introducing
microfinance in universities is to prepare students to work in the field which will have
a great impact on the professionalism of people working in MFIs.
The key challenge that has been faced from the beginning was the little awareness
of microfinance and the difficulty in looking at this industry in a sustainable way.
However the results obtained by the first pilot testing of teaching this subject was
extremely positive and the feedback received from students confirmed that
microfinance can be successfully included as a strategic subject into universities in the
Arab area.
xii

Preface

The manual development process
The training material included in this manual is the final product of three years of joint
work and the pilot course, delivered in Turin (Italy) from the 12th to the 30th of
September 2005, has been a crucial step in this development process. What is
presented in this manual is the result of this process where the pilot course has been
one step, though important, during which the material has been presented and tested.
The first activity was to set up the project website (http://www.saa.unito.it/meda).
This was followed by the second activity where all the partners first gathered in Turin
in June 2004 and planned in detail all the forthcoming activities. The third activity
consisted in writing the case studies. Delegations from the European partners worked
together with the Arab counterparts in the writing of what constitutes the bulk of this
manual. Different kinds of MFIs such as government organizations, NGOs,
commercial banks, associations and projects have been visited and analysed in depth.
Many changes and corrections have been made to the initial draft of this manual
after the feedback received during the pilot course, but space for further improvements
still remains.
How to use the manual
Each session is designed to be used alone or in conjunction with other sessions,
depending on the specific needs of the reader. However they are logically ordered to
build a step by step introduction to the world of microfinance. The following scheme
shows the four main topics covered in the manual. They are introductive sessions,
products and methodologies, financial issues and the case studies. In order to draw a
wider perspective of the subject it is suggested to choose at least one session from each
of these main topics.
Table 0.2 Manual’s structure

1. Introductive sessions

Session 1 “What is microfinance?”
Session 2 “Microfinance practices: the institutionist and
welfarist approach”

2. Products and
methodologies

Session 3 “Methodologies”

3. Financial issues

Session 5 “Microcredit interest rates”

Session 4 “Products”

Session 6 “Arrears and defaults”
Session 7 “Financial analysis”
4. Case studies

Session 8 “Guidelines for writing a microfinance case
study”
Cases from 1 to 21

xiii
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The organizational structure allows the manual to be used for any intensive
curriculum in microfinance lasting from one day to three weeks. Every session covers
a different topic and the purpose of the book is to give the “basics” on microfinance,
leaving the reader references and resources on the web for more details. The cases are
also designed to stand completely independently and while covering all or part of the
topics covered in the sessions, they present the current practice of microfinance in
different Arab countries.
The last session of part one contains a guideline to write a case study about a
microfinance institution. It includes data collection and a summary of the most
important ratios for outreach (number of clients of an MFI and their level of poverty),
financial sustainability and impact. This was included in a session and not as an
appendix to highlight the guidelines that have also been used for the writing of the
cases contained in this manual and to encourage students to update the same cases and
write about other microfinance institutions. The industry is growing and changing with
increasing speed and while the existing MFIs are struggling to achieve financial
sustainability and are introducing new financial products, new actors, particularly
commercial banks, are entering the market: this will be the future field of
investigation.
All of the material developed during the “Microfinance at the University” project,
as well as the manual itself, are available for downloading in the official project
website at http://www.saa.unito.it/meda

Marco Elia
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PART I

Text
MARCO ELIA

SESSION 1

What is microfinance?
To respond to a demand of financial services for low income people located mostly in
developing countries, in the 70’s new products and methodologies started to be
developed in an industry known as microfinance. In developing countries, where these
services are more needed, they are often underdeveloped or even absent. Microfinance
aims at filling this gap and give access to financial services such as savings, credit,
insurance and money transfer to people that otherwise would remain unserved.
It is generally accepted that microfinance is a powerful economic development tool.
Microfinance institutions (MFIs) deliver basic financial services to poor and low
income people, or microentrepeneurs, with little or no access to the formal financial
system. MFIs developed specific products and methodologies to overcome the
shortfall of collaterals of clients and therefore make them eligible to get loans and
other financial services.
Microentrepreneurs, or economically active poor, are business people who through
microfinance take advantage of economic opportunities that otherwise would remain
unmatched due to financial constraints. What makes microfinance different from other
anti-poverty tools is the idea of improving the living conditions of the poor through
their own efforts. Credit is given to support “microbusinesses”, allowing low-income
people to respond to economic opportunities. For them the main constraint is a small
investment in working capital, and microcredit allows to overcome this obstacle.
It is important to make clear from the beginning the importance and at the same
time the limits of microfinance. It is an economic development tool among many and
alone it is not the definitive answer to poverty alleviation. Its effectiveness has been
tested and demonstrated but it should be used in conjunction with other tools; the
poorest of the poor, for instance, need other forms of support before being able to
make use of loans. These limitations give the exact background in which microfinance
should be placed as an extraordinary powerful instrument against a particular portion
of poverty.
1.1 Microcredit
A microcredit is a small credit given to a client by a bank or another institution.
Microcredit can be offered, often without collateral, to an individual or through group
lending. Group lending is a mechanism that allows a number of individuals to obtain a
loan through a group scheme. The incentive to repay is based on peer pressure; if one
person in the group defaults, the other group members must make up the payment
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amount. Individual lending, in contrast, focuses on one client and does not require the
formation of groups (see session 3 “Methodologies”).
A microfinance institution (MFI) is then a financial institution which can be a non
profit organization, a regulated financial institution or a commercial bank that provides
microfinancial products and services to low-income clients or microentrepreneurs. The
purpose of these organizations is the provision of financial services to those who
would otherwise be excluded from the formal financial system.
The definition of microenterprise varies from country to country but according to
the general definition given by ACCION International, a network of microfinance
institutions (see box 2.1), a microenterprise is “a small-scale business in the informal
sector. Microenterprises often employ less than 5 people, can be based out of the home
and are often the sole source of family income but can also act as a supplement to
other forms of income. Examples of microenterprises include small retail kiosks,
sewing workshops, carpentry shops and market stalls”.
Figure 1.1 Loans size provided by microfinance institutions

Microcredit has been proven an effective tool against poverty, enabling those
without access to the formal financial system to borrow the small amount of funds they
need and start or develop small businesses.
1.2 Microcredit and microfinance
The use of the terms microcredit and microfinance, mainly for historical reasons, is
sometimes incorrect. The lack of clarity in their use, even in the sector of
development, is the reason why these two ideas must be clearly differentiated from the
beginning.
Microcredit is a part of the field of microfinance. Microcredit is the provision of
credit services to low-income entrepreneurs, while microfinance includes credit,
savings and increasingly additional financial services such as insurance and money
transfer. The evidence showed that for the very poor saving is as important as
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borrowing: this is indicative of the importance of microfinance as a combination of
different financial services.
The recent shift in terms from microcredit to microfinance reflects the
acknowledgement that saving services, and not just loans, improve the well-being of
the poor and together with insurance, help poor people to stabilize income and to
protect against risks. Money transfer is then another critical service: according to the
World Bank the business of remittances, i.e. the money that emigrants send home to
relatives, is growing strongly and is often managed by informal arrangements with
high charges and high risks.
Clients’ training, provided by some MFIs, is classified as a non-financial service
and is a tool of the broader category of microenterprise development. The correct
definition of microfinance includes only financial services and this is why, even if it is
often provided by MFIs, training is not classified under the term microfinance. See the
figure below.
Figure 1.2 Microenterprise development, microfinance and microcredit

MICROENTERPRISE DEVELOPMENT

MICROFINANCE
•
•
•
•

MICROCREDIT
MICROSAVINGS
MICROINSURANCE
MONEY TRANSFER
(REMITTANCES)

NON FINANCIAL
SERVICES
•
•

TRAINING
CONSULTING

The poor need a different range of financial instruments to be able to build assets,
stabilize consumption and protect themselves against risks. The broadening of the
concept of microfinance comes from this basic assumption.
The current practice of using the terms microcredit and microfinance synonymously
needs to be discontinued in order to better understand their different roles in the
industry. The source of confusion is likely to be historical and can be traced back to
the late 1990’s when the term microfinance was first introduced as an extension of the
already well known idea of microcredit. The introduction of the term microfinance
followed the success of many microcredit programmes around the world and in 1997,
during the first Microcredit Summit, 2,900 delegates from 137 countries representing
around 1,500 organisations gathered in Washington, D.C. During that occasion the
birth of the global industry of microfinance was officially recognized. Since then the
focus started to change and move from the predominant welfarist idea, where only the
provision of credit was considered to be important, to the need of becoming financially
7
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sustainable through the provision of a complete range of financial products and to
reach more people.
The “first generation” of institutions, predominantly NGOs, delivered only credit in
almost thirty years starting from the seventies. This added confusion to the use of the
terms and even today serious difficulties still exist in looking at microfinance as a set
of financial products that can be delivered on a sustainable basis. But why did these
institutions provide only credit? They assumed that poor people were unable to save
and that they only needed loans. However it was proved to be untrue; in 1984 when
Bank Rakyat Indonesia (BRI), the biggest MFI in the world (see box below), offered
savings accounts to poor people with no minimum deposit, it achieved extraordinary
success. In December 2003 the microbanking division of BRI recorded 3.1 millions
loan accounts and 29.9 millions savings accounts with an average loan disbursed of
US$542 and average saving balance per account of US$118.
Box 1.1 Bank Rakyat Indonesia

Bank Rakyat Indonesia (BRI)
Bank Rakyat Indonesia is the world’s largest microfinance institution. It is a
state owned commercial bank, and it only implement individual lending.
Despite its success and the size of its operations, BRI is not well known as
other MFIs around the world.
The approach used by BRI allowed the bank to successfully provide credit
products, saving services and become self-sufficient. The bank also learned
that interest rate is not the principal concern for borrowers and savers. They
primarily need safe, convenient and flexible financial products provided on an
ongoing basis. For low income people, access to financial services is often the
main constraint. The annual effective interest rate charged by the bank was
slightly higher than 30% in 2003 and was in line with other sustainable
microfinance institutions around the world.
Besides its successful loan product, called Kupedes, since 1986 BRI also
provides Simpedes, a saving instrument designed to meet the needs its clients.
It does not require a minimum account balance and using the account
numbers clients are entitled to participate in a lottery (there are prizes every
six months). Thanks to effective features and good marketing efforts, BRI
succeeded in mobilizing savings from its clients and achieved the
extraordinary results of mobilizing almost ten times the number of savings
accounts compared to loan accounts and more than the double the amount of
savings compared to loans outstanding (see session 3.1.1 for more details
about Bank Rakyat Indonesia).

Following the example of BRI and other successful experiences worldwide the
situation is now changing and all these additional financial services have begun to be
introduced by MFIs. This generates great hope for the future and to quote the words of
Muhammad Yunus, founder of the Grameen Bank “One can reasonably state that
8
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people are poor today because of the failure of the financial institutions to support
them in the past”: it is of primary importance to give access to financial services to
people that otherwise would be excluded from the formal financial system and in
particular is important to provide microfinance, i.e. a complete set of financial
products, and not just credit.
1.3 Who are the clients of microfinance
The clients of microfinance are the “economically active poor” or low-income persons
that do not have access to formal financial institutions. The clients must have
economic opportunities and entrepreneurial skills as the money they receive must not
be used for consumption but for productive purposes. This is the reason why the
poorest of the poor, or the destitute, are generally excluded from the circle of
microfinance and targeted by other development programmes. In figure 1.3 is shown
that most microfinance clients today are around the poverty line. The extreme poor are
rarely reached by microfinance while the microfinancial services are not appropriate
for the destitute and they are better targeted by other social programs.
Figure 1.3 Target clients of microfinance institutions

(Source: CGAP)

Most of the programmes focus on women and use a group-based saving and lending
scheme. Generally speaking it has been proven to be a good option but it is better not
to stick to general rules. Every methodology, besides its strong and weak points, has to
fit the local environment: what is successful for a rural environment in an African
country could turn to produce poor results in a urban environment of the Middle East.
But why has this target group been and still is so badly served? The answer that the
poor are not suitable clients for such services has been demonstrated to be false. They
need credit to start and run businesses, saving services to avoid other risky forms of
storing the money they have, insurance to protect against risks. The reasons of the high
9
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market gap between supply and demand for microfinance services are many but a
special focus should be placed on the failures of many governmental programs, the
regulations that imposing interest rates caps on loans charged to the poor reduce the
profitability of lending and thus reduce the supply of loans, and the difficulties for
commercial banks to enter the business of microfinance. However these behaviours are
starting to change: many governments withdrew from the direct provision of financial
services and more commercial banks are, directly or indirectly, entering this business.
1.4 Microfinance and moneylenders
Moneylenders are the more direct competitors of MFIs. Poor people, excluded from
the formal financial system, most of the time have the only alternative of this kind of
informal sources of funds. The interests charged almost always far exceed what is
charged by MFIs and borrowers do not have any kind of protection from abusive
behaviours, e.g. abusive lending or unfair loan collection practices.
Once the negative aspects of moneylenders are highlighted it is important to learn
from their positive features that make them close to the poor people and able to
respond to their needs. Such features are simple procedures, clear terms, timely
disbursement and loans backed by the borrowers’ character rather than collaterals. The
innovation of microfinance has been the combination of these positive features into
more formal financial institutions.
1.5 Financial sustainability
To carry on business, financial institutions and in general all corporations, need the
necessary funds. These can be raised in several different ways: they can issue shares
(what is technically called equity) or access what is called debt financing which is
typically in the form of bonds and loans from other financial institutions. Banks can
then collect savings from their clients. Additional resources can come from donations,
grants or soft loans (loans at a below-market rates).
The relative importance of the different sources differs between different financial
institutions. Financial NGOs typically rely on donor subsidies and are not allowed to
collect savings, while commercial banks rely on their own sources of funds, deposits
of the clients (savings) and equity capital. Collecting savings is generally forbidden to
NGOs as a special banking license is needed in order to protect savers in case of the
institution’s default. At present, the main sources of funds for MFIs are charities,
governments and international organizations. Most MFIs rely heavily on donor support
and are not financially viable.
Financial sustainability is the ability of a microfinance provider to cover all of its
costs on an unsubsidized basis. According to the United Nations sustainability is
necessary to reach a larger number of people on an ongoing basis. If MFIs remain
dependent on limited donor funding they will be able to reach only a limited number
of people. Financial sustainability is not an end in itself but is the only way to reach
significant scale.
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To analyze the sustainability of an MFI a set of ratios have been developed. These
are widely accepted and they enable a comparison among MFIs all over the world. The
two most important are Operational Self Sufficiency (OSS) and Financial Self
Sufficiency (FSS). They will be analyzed in depth in session 7.
Most, if not all, MFIs receive donations, soft loans, services at below-market price
or other forms of subsides. FSS is an ad-hoc indicator for microfinance that analyses
the financial self-sufficiency of an MFI after all the adjustments needed to account all
the resources on a market-price basis. The commitment of an institution towards this
goal has also become an important requisite to receive donor support in the start-up
phase or for the introduction of experimental services and products.
Accessing commercial sources of funding is then the next logical step. The
extraordinary success of many microfinance institutions around the world increased
the demand for capital and this is why the debate on whether MFIs should access
commercial funds and follow the profit rule is currently an hot topic.
Box 1.2 Operational and Financial Self Sufficiency

Operational and Financial Self-Sufficiency

Operational Self-Sufficiency (OSS) (%) =

Operating income
Operating expenses

This measures the degree to which operating income covers operating
expenses. If the resulting figure is greater than 100%, the organization
under evaluation is considered to be operationally self-sufficient. In
microfinance, operationally sustainable institutions are able to cover their
costs through operating revenues.

Financial Self-Sufficiency (FSS) (%) =

Adjusted operating income
Adjusted operating expenses

This measures the degree to which operating income covers adjusted
operating expense. The adjustments attempt to show how the financial
picture of the MFI would look on an unsubsidised basis. FSS requires
adjustments for different reasons. Financial statements must be adjusted to
conform to standard accounting practices, to take into account inflation
and to remove the effect of subsidies and in-kind donations. FSS shows
how an MFI would look if funds had been raised on a commercial basis
and if services or equipment had been purchased at a market rate and were
not received as a donation (see session 7 “Financial analysis”).
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1.6 Future perspectives
We defined microfinance as the provision of financial services to low income people
that otherwise would be excluded from the formal financial system. I hope that this
definition will become outdated as soon as possible after the commercialization of the
provision of these kind of services and their inclusion into the formal financial
system1. By that time microfinance, accessing the limitless resources available in the
capital market, would reach much more clients and would hopefully fill the present
gap between supply and demand. The risks obtaining this goal are many but there are
plenty of reasons for hope. The most important is the evidence of the progress that the
industry, at an increasing speed, made in the past 30 years.

1

Many commercial banks are already successfully delivering microfinance services around the world: Bank
Rakyat in Indonesia (see box 1.1), Banco Solidario in Bolivia (see box 2.4) and ProCredit Holding (see box 4.1)
are just some examples. Furthermore some of the major banking giants already entered, directly or indirectly, the
business of microfinance. Among them it is worth mentioning Deutsche Bank, Commerzbank, Citigroup, ABN
Amro and HSBC.
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SESSION 2

Microfinance practices:
the institutionist and welfarist approach

Microfinance, as presented in the first session, is a powerful economic development
tool, with its main feature being the new way it combines banking with social goals.
The traditional image of this industry has, mainly for historical reasons, often been
closer to aid than to business: many microfinance institutions (MFIs), have been nonprofit organizations separated from the wider formal financial system. It was only in
the 90’s, when the international community started to recognize the importance of
focusing on the institution and its sustainability, that this situation started to change. It
was at that time that the debate between the institutionist and welfarist approach
became of crucial importance.
This session will give a brief overview of the two positions. The scope of this
chapter is to draw a general picture of the problem in order to understand the main
differences that exist within the world of microfinance. It is important to understand
what lies behind the word microfinance when completely different types of institutions
(NGOs vs. commercial banks) deliver similar services and where their commitment to
serve the poor comes from. Furthermore the institutionist idea of delivering
microfinance services through self sufficient institutions is actually supported by the
mainstream international community even though there are many concerns that can
arise from this approach and these will also be discussed.
2.1 The institutionists
The institutionists believe that in order to effectively fight the problem of poverty, it is
necessary to build a microfinance industry able to reach a large number of people.
According to estimates made by the Grameen Foundation USA the actual supply of
microfinance services show a market gap between the potential demand and market
supply of 70%. This means that the majority of people who need these financial
services lack access to them.
In order to reach a large number of people a huge amount of financial resources that
donors cannot provide is necessary. The institutionists start from the basic and evident
assumption that donors cannot subsidize enough MFIs to let them provide financial
services to all of the potential microfinance clients. They state that the only way to
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overcome this constraint is to attract private sources of capital and this in turn requires
MFIs to be sustainable and profitable.
According to this position sustainable financial institutions that provide financial
services to the poor are necessary if the main goal is a substantial poverty reduction.
The emphasis must be put on breadth of outreach (number of clients reached) rather
than on depth of outreach (level of poverty of clients). If the system is not able to
increase the number of clients reached, it would fail the target of poverty reduction.
Furthermore, institutionists believe that if the approach of building sustainable MFIs is
used the poorest will also benefit from it, while the other way around of targeting the
poorest with highly subsidized programs will have a low overall impact due to the
limited and unstable donor funding.
The institutionist position has clearly obtained success within the microfinance
community. Bank Rakyat Indonesia (BRI), Banco Solidario (BancoSol) in Bolivia, the
Consultative Group to Assist the Poor (CGAP), USAID, The Grameen Foundation,
ACCION International and the World Bank are just some examples of MFIs,
international institutions and networks that clearly accept and follow this approach.
Moreover, most of the literature in the field of microfinance follows the institutionist
position.
Box 2.1 ACCION International

ACCION International
ACCION is a network of microfinance institutions based in Boston, USA.
The network is formed by microfinance organizations throughout Latin
America, the Caribbean, Asia and Africa, and also serves U.S.
microentrepreneurs through the U.S. ACCION Network. In 2004, the
ACCION network served more than 1.46 million active borrowers, and
since 1992 it has disbursed loans for US$7.6 billion to more than 4.7
million people.
ACCION’s goals are summarized by the statements: “In a world where
three billion people live on less than $2 a day, it is not enough to help
1,000 or even 100,000 individuals. Our goal is to bring microfinance to
tens of millions of people - enough to truly change the world. We know
that there will never be enough donations to do this. That's why ACCION
has created an anti-poverty strategy that is permanent and self-sustaining”.
Furthermore “ACCION's goal is to bring microloans to enough people to
have a significant impact on poverty. There will never be enough
charitable donations to accomplish this. It has been estimated that it would
cost over $250 billion to reach 500 million poor people - a figure well
beyond the reach of donor funds. That is why ACCION is leading the
effort to make microlending financially self-sustaining.”
(Source: ACCION)
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2.2 The welfarists
The welfarist approach focuses on depth (number of clients reached) over breadth of
outreach (poverty level of clients) and accept subsidies on an ongoing basis.
Welfarists accept subsidies as they believe that if sustainability is considered as a
necessary requirement, the accomplishment of the social mission of microfinance is at
risk. Microfinance combines banking with social goals and while the institutionists put
much emphasis on the former, welfarists look primarily at the latter. They recognize
the importance of financial self-sufficiency, but without accepting it as necessary.
The center of attention is now the clients rather than the institution (see table 2.1
below for a summary and a comparison of the two positions). Welfarists argue that
for-profit institutions, even if their operations serve low-income people, will inevitably
switch to the better-off of them and to different target groups. This will substantially
force microfinance institutions to lose their social mission.
Table 2.1 Institutionists and welfarists: a comparison

Institutionists

Welfarists

Center of attention

The Institution

Clients

Emphasis

Breadth of outreach
(number of clients
reached)

Depth of outreach
(level of poverty of clients)

Subsidies

Accepted only in the
start-up phase

Accepted (and required) on
an ongoing basis

Financial
Self Sufficiency (FSS)

Main success index

Desirable but not necessary

Financial sources

Commercial sources

Donors

Impact analysis (see session 8.3.4 for a brief overview of impact indicators)
evaluates the poverty level of clients within the different microfinance institutions. The
main problem of doing this analysis is that it requires time and it is expensive. To
overcome these problems is widely used the approach of looking at proxies instead of
directly analyzing the main variables. According to this procedure if we look at the
average loan size disbursed as a proxy to evaluate the poverty level of clients, the
majority of financially viable MFIs report higher values compared to institutions that
focus on poverty reduction. This is, according to the welfarists, indicative of the
limited impact of sustainable MFIs on the problem of poverty.
The institutionists acknowledge that some of the risks mentioned above are real but
still believe that sustainability must be a priority. Only sustainability, they say, will
allow MFIs to grow and to fill the market gap between supply and demand.
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Furthermore a large financially sustainable MFI, even with a smaller proportion of
poor clients, will still probably reach more poor clients than a small subsidized NGO.
Box 2.2 The Grameen Bank

The Grameen Bank of Bangladesh
Grameen Bank was founded in 1976 by Prof. Muhammad Yunus. At that
time it was only a trial project but by 1983 it was transformed into a formal
bank.
The success of the Grameen Bank of Bangladesh comes from its
methodology. The Grameen methodology, based on groups (refer to session
3 “Methodologies” for an in-depth analysis of the Grameen group-based
lending methodology), allows the bank to make micro loans to poor people
without traditional collaterals. The majority of group members are women:
they are 96 per cent of Grameen Bank’s clients. Furthermore, there is not
any legal obligation for clients to repay the loans but access to subsequent
loans is subordinated to the repayment of personal loans of all the other
group members (collateralisation of the asset of future access to loans).
Grameen Bank is a well-known microfinance practitioner that clearly
follows the walfarist approach by focusing on very poor clients. Its average
loan size is around US$ 100.

2.3 Key principles of microfinance
The following “Key principles of microfinance” have been developed by CGAP and
its 28 member donors (see box 2.3) and then endorsed by the Group of Eight leaders at
the G8 Summit in Sea Island (Georgia) on 10 June 2004. They are almost generally
accepted and represent a point of reference for the whole industry. Practitioners and
microfinance operators also refer at them as “Best Practices Microfinance”. Here is
reported, point by point, the document approved in 2004.
1. Poor people need a variety of financial services, not just loans. Like
everyone else, the poor need a range of financial services that are convenient,
flexible, and affordable. Depending on circumstances, they want not only loans,
but also savings, insurance, and cash transfer services.
Microfinance is a powerful tool to fight poverty. When poor people
have access to financial services, they can earn more, build their assets, and
cushion themselves against external shocks. Poor households use microfinance to
move from everyday survival to planning for the future: they invest in better
nutrition, housing, health, and education.
2.
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3. Microfinance means building financial systems that serve the poor. In
most developing countries, poor people are the majority of the population, yet
they are the least likely to be served by banks. Microfinance is often seen as a
marginal sector—a “development” activity that donors, governments, or social
investors might care about, but not as part of the country’s mainstream financial
system. However, microfinance will reach the maximum number of poor clients
only when it is integrated into the financial sector.
4. Microfinance can pay for itself, and must do so if it is to reach very
large numbers of poor people. Most poor people cannot get good financial
services that meet their needs because there are not enough strong institutions
that provide such services. Strong institutions need to charge enough to cover
their costs. Cost recovery is not an end in itself. Rather, it is the only way to
reach scale and impact beyond the limited levels that donors can fund. A
financially sustainable institution can continue and expand its services over the
long term. Achieving sustainability means lowering transaction costs, offering
services that are more useful to the clients, and finding new ways to reach more
of the unbanked poor.
5. Microfinance is about building permanent local financial institutions.
Finance for the poor requires sound domestic financial institutions that provide
services on a permanent basis. These institutions need to attract domestic
savings, recycle those savings into loans, and provide other services. As local
institutions and capital markets mature, there will be less dependence on funding
from donors and governments, including government development banks.
6. Microcredit is not always the answer. Microcredit is not the best tool
for everyone or every situation. Destitute and hungry people with no income or
means of repayment need other kinds of support before they can make good use
of loans. In many cases, other tools will alleviate poverty better—for instance,
small grants, employment and training programs, or infrastructure
improvements. Where possible, such services should be coupled with building
savings.
Interest rate ceilings hurt poor people by making it harder for them
to get credit. It costs much more to make many small loans than a few large
loans. Unless microlenders can charge interest rates that are well above average
bank loan rates, they cannot cover their costs. Their growth will be limited by the
scarce and uncertain supply soft money from donors or governments. When
governments regulate interest rates, they usually set them at levels so low that
microcredit cannot cover its costs, so such regulation should be avoided. At the
same time, a microlender should not use high interest rates to make borrowers
cover the cost of its own inefficiency.
7.
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8. The role of government is to enable financial services, not to provide
them directly. National governments should set policies that stimulate financial
services for poor people at the same time as protecting deposits. Governments
need to maintain macroeconomic stability, avoid interest rate caps, and refrain
from distorting markets with subsidized, high-default loan programs that cannot
be sustained. They should also clamp down on corruption and improve the
environment for micro-businesses, including access to markets and
infrastructure. In special cases where other funds are unavailable, government
funding may be warranted for sound and independent microfinance institutions.
9. Donor funds should complement private capital, not compete with it.
Donors provide grants, loans, and equity for microfinance. Such support should
be temporary. It should be used to build the capacity of microfinance providers;
to develop supporting infrastructure like rating agencies, credit bureaus, and
audit capacity; and to support experimentation. In some cases, serving sparse or
difficult-to-reach populations can require longer-term donor support. Donors
should try to integrate microfinance with the rest of the financial system. They
should use experts with a track record of success when designing and
implementing projects. They should set clear performance targets that must be
met before funding is continued. Every project should have a realistic plan for
reaching a point where the donor’s support is no longer needed.
10. The key bottleneck is the shortage of strong institutions and
managers. Microfinance is a specialized field that combines banking with social
goals. Skills and systems need to be built at all levels: managers and information
systems of microfinance institutions, central banks that regulate microfinance,
other government agencies, and donors. Public and private investments in
microfinance should focus on building this capacity, not just moving money.
11. Microfinance works best when it measures—and discloses—its

performance. Accurate, standardized performance information is imperative,
both financial information (e.g., interest rates, loan repayment, and cost
recovery) and social information (e.g., number of clients reached and their
poverty level). Donors, investors, banking supervisors, and customers need this
information to judge their cost, risk, and return.
(Source: CGAP, Key Principles of Microfinance)
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Box 2.3 The Consultative Group to Assist the Poor

The Consultative Group to Assist the Poor (CGAP)
The Consultative Group to Assist the Poor (CGAP) is a consortium of 28
public and private development agencies which is housed at the World
Bank. The institutional mission of CGAP is to expand access to financial
services for the poor in developing countries. CGAP was created to help
integrate the microfinance sector into the formal financial systems of the
different developing and industrialized countries.
Different institutions benefit from the CGAP services, including
development agencies, microfinance institutions (MFIs), government
policymakers, regulators, auditors, rating agencies and other actors of the
microfinance industry. CGAP provides advisory services, training,
research and development, consensus building on standards, and
information dissemination.
The CGAP website (www.cgap.org) is then a very powerful tool that
contains hundreds of very useful documents about microfinance (case
studies, technical notes, donor briefs and occasional papers).
(Source: CGAP)

These principles will be analysed throughout this manual according to the topic of
the different sessions and their practical application in the cases. They have been
reported here to put into the right perspective the vision that comes out from the
institutionist-dominant vision of microfinance.
Box 2.4 Banco Solidario

Banco Solidario (BancoSol)
BancoSol S.A. (Banco Solidario S.A.) was born from the transformation in
1992 from a Bolivian NGO, Prodem into a regulated financial entity. It is
now a formal private commercial bank specialized in microfinance. The
rationale behind the institutional transformation were the funding and
growth limitations typical of NGOs.
BancoSol began its operations in 1992 providing solidarity loans and in
1998 introduced individual loans. Since then, BancoSol started to add
other services and now offers savings accounts, time deposits, tax
payments, debit cards, ATMs, micro insurances and money transfers.
Since 2001 it also started to introduce new technologies such as statistics
scorings and PDAs (Palm Pilot), an electronic device to eliminate the
paper work and evaluate customers on the field.
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2.4 Final remarks
This session introduced the debate between the institutionists and the welfarists, which
is currently central in the world of microfinance. These approaches have led to very
different institutions, methodologies and products, and have sometimes created
confusion in the exact definition of microfinance. For instance, NGOs have completely
different institutional structure, delivery systems and objectives if compared to
commercial banks. However both are delivering microfinance.
Several microfinance institutions around the world have shown that sustainable
MFIs can reach poor people; this is why I strongly believe that microfinance should
access commercial sources of funds even if the crucial role of welfarist institutions and
donors must be recognized. The role of donations has been very important for the
development of the industry. Subsidized projects have introduced breakthrough
innovations such as the Grameen group lending scheme (see session 3.2.1 dedicated to
the Grameen model) and donations are often necessary in the start up phase of a
microfinance institution to set up the initial, and very expensive, infrastructure.
However, once illustrated these important remarks in favor of the welfarists, must
be stressed that the institutionist vision has been accepted by the mainstream
international community as the only way to achieve significant scale. Substantial
poverty reduction is then possible only through an industry that can provide
microfinance services to a large number of clients and fill the market gap that actually
exists between supply and demand.
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MFIs worldwide developed different methodologies in order to fit the local
environment with the basic microfinance principles. This session will analyse the two
main lending schemes, individual and group lending, and two successful applications
by Bank Rakyat Indonesia and Grameen Bank. Grameen Bank introduced
breakthrough innovations in group lending while Bank Rakhyat, lending to individuals
without the group mechanism, became the biggest MFI in the world
It is not possible to identify a single best product or methodology. What is
extremely successful in a country could fail in a different environment. The Grameen
model succeeded in rural Bangladesh and became a point of reference in the world of
microfinance but failed in other environments. The Grameen model needs strong
social relationships and social cohesion. It will be analysed in depth in this session
together with another successful model with the purpose of underlining the fact that
MFIs must fit local conditions rather than follow general rules.
3.1 Individual lending
Individual lending methodologies use conventional banking methods that have been
downscaled to reach low income people, the target group of microfinance institutions.
Individual lending uses conventional banking methods, being the main difference the
fact that are often accepted non traditional collaterals. These kinds of collaterals are
called alternative collaterals and can be assets such as a bicycle or a table.
Individual lending relies on detailed assessment of the clients’ financial and
economic information gathered and analysed by the loan officer. Loan decisions are
individually tailored based on the specific needs of each applicant and are usually
made after the visit of a loan officer at the house and workplace of the client.
Loan officers are responsible for tracking each loan through updated reports,
sometimes made on a daily basis. Loans officers play a very important role in every
microfinance credit methodology; they must ensure a good repayment record of each
client through the development of updated information and anticipate potential
problems. They need to have an understanding of the different business activities and
to track market developments that might affect repayment behaviour. Data accuracy is
essential. Individual lending organizations put significant effort and time into
understanding their clients’ characteristics and risks and use the information to design
loans that fit with the cash flows of the microbusiness.
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Some of the characteristics implemented in many individual lending microfinance
schemes are the result of the efforts of replicating the strengths of the moneylenders.
They provide valuable and convenient services that if successfully included in the right
overall credit methodology represent a competitive advantage.
The credit discipline and thus a good repayment behaviour can be created by strict
enforcement of contracts as well as by positive incentives for on-time repayment such
as access to larger loans with better terms through time, lower interest rates and access
to more diversified products.
3.1.1 Bank Rakyat Indonesia: a successful application of individual lending in
microfinance
Bank Rakyat Indonesia is the world’s largest microfinance institution. It is a state
owned commercial bank, and it only implements individual lending. It considered
introducing forms of group intermediation but as there was no any tradition of group
guarantee in the country the individual scheme became the only lending methodology
adopted by the bank.
Credit is thus only given to individuals. Credit decisions are based on different
criteria and a crucial role is played by the loan officers. They spend most of their time
on the field collecting information about the potential borrowers’ behaviours and
ability to repay. The amount of a loan is then directly related to the needs, the assessed
repayment ability of the microenterprises and the availability of conventional and
alternative collaterals.
Borrowers must provide collaterals sufficient to cover the value of the loan. They
are usually in the form of land or buildings, although properties such as motorcycles,
bicycles or assets such as a table are accepted (alternative collaterals).
Among the different features of the Bank Rakyat methodology it is interesting to
underline the classification system used to calculate the subsequent loan ceiling for
repeat borrowers. The rating system outlined in the table below is an example of
subsequent loans’ ceiling calculation starting from the previous amount and the
repayment behaviour.
Table 3.1 Classification system for repeat borrowers
Rating

Repayment behaviour

Subsequent loan ceiling

A

All payments on time

Increase of 100%

B

Final payment on time but one or Increase of 50%
two late instalments

C

Final payment on time but two or Same amount
more late instalments

D

Final payment late less than one Reduction by 50%
month

E

Final payment late more than two Loan denied
months

(Source: BRI Case Study, Klaus Maurer, 1999, p.19)
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Two main incentives are provided for on-time payments. The first incentive is the
increased amount available for a subsequent loan if no delinquency or defaults are
recorded in the client’s credit history (see table 3.1). The second is part of the interest
paid back to the customer if all payments are made on time.
The approach used by BRI has allowed the bank to successfully provide credit
products, saving services and become self-sufficient. The bank also learned that
interest rate is not the principal concern for borrowers and savers. They primarily need
safe, convenient and flexible financial products provided on an ongoing basis as access
to financial services is often the main constraint for them. The annual effective interest
rate charged by the bank is slightly higher than 30% and it is in line with other
sustainable microfinance institutions around the world (see session 5 “Microcredit
interest rates”).

3.2 Group lending
Group lending is the disbursement of loans through groups of customers. Group
lending enabled microfinance institutions to deal with the increased costs of making
many small loans and to solve the problem of the lack of collaterals by the customers.
In group lending some costs, such as the screening of potential customers or part of the
monitoring, are shifted from the bank to the clients who are in a better position to
exclude bad known potential customers and to control the use of the funds by the other
group members. There are different group lending techniques that however share
common basic features.
Group members obtain small short term initial loans with a duration ranging from
one month to one year. The amount disbursed usually follows a stepped lending
approach: larger loans are disbursed when previous amounts are repaid. This approach
gives an incentive to repay and allow the institution to build a credit history for every
group and client.
Group members are generally not chosen by the lending institution but are selfselected by the customers themselves. The average number of members is from 3 to 10
people joined together to guarantee each others’ loans. Loans are then given to
individuals and the group is the guarantee.
Subsequent larger loans depend on on-time repayments of all members of the
group. If one member is delinquent the group is legally responsible for his/her
payment. Instalments are generally weekly or monthly and repayment is guaranteed
collectively.
Other important components are regular meetings of the group members, training
and compulsory savings. Savings are often a crucial component but have often to
comply with the restrictions posed by regulators as mobilizing savings is generally
forbidden to NGOs and all the other MFIs that do not hold a special license (see
session 4.2).
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3.2.1 The Grameen model: the breakthrough in group lending
The extraordinary success of the Grameen Bank of Bangladesh comes from the
implementation of a specific methodology that allowed Grameen to make micro loans
to poor people without traditional collaterals.
The Grameen Bank methodology is based on groups of five members each,
organised into centers of about seven groups. All of the group members have to learn
the basic procedures of the bank but they do not receive any training in their business
activities. Regular group meetings are a requirement and to become eligible for a loan
regular small amount of savings are also needed.
The average loan amount is around US$100 but members are eligible for increasing
loan sizes over time, depending on the repayment history of the individual and of the
group. The majority of group members are women: they are 96 per cent of Grameen
Bank’s clients. This represent an important characteristic and is often pointed as one of
the main success factors of the Grameen methodology.
Traditional lenders ask for physical assets such as lands or houses that the target
group of Grameen do not have. The innovation of Grameen was to bank on what is
often referred to as “social capital”. In the group scheme implemented by the bank the
default of one group member leads to loss of access for all members and this push
them to exclude known bad risks, to monitor the use of the other members’ loans and
to enforce repayment when someone is in arrear or even repay in his/her place.
Borrowers repay because they want to maintain future access to further and larger
loans. The group scheme, while cutting costs for the bank, has features that guarantee
high repayment rates.
The most interesting and successful feature of the Grameen methodology is the way
group guarantee is implemented. Unlike standard group lending schemes borrowers do
not have to sign any legal instrument and also the other members are not legally
responsible to pay on behalf of the defaulting member. Social pressure and continued
access to further loans are the main reasons and incentives that push them to repay.
Grameen Bank mobilizes savings as a part of its lending methodology. Each
member is required to save a very small amount of money each week. In addition,
each borrower must put 5 percent of the loan received in a group fund. This savings
mobilization scheme provide, for the bank, protection of loans against default and an
internal source of finance. These represent forced savings while voluntary savings
from members are not very common even if Grameen is developing these financial
products as the demand for saving services is very high in the country.
3.3 Lending methodologies in the Arab region
According to the regional survey that the United Nations Capital Development Fund
published in 2004, group lending is the major lending methodology used by
microfinance institutions in the Arab area: almost 70% of their clients are members of
groups. However, if Morocco is excluded from the calculation, then individual lending
becomes the most popular. Furthermore, in some countries like Yemen the majority of
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the institutions use groups but they only have the purpose of reducing costs: there is
some sort of social pressure but group members do not guarantee each other’s
repayment.
The table below, taken from the survey of the United Nations Capital Development
Fund, shows the situation country by country and as an average.
Table 3.2 Lending methodologies used in the Arab area

(Source: UNCDF, Microfinance in the Arab States: Building inclusive financial sectors, 2004, p. 29)

3.4 Conclusion
This session presented the two most important types of microcredit methodologies:
individual and group lending. MFIs must adapt the general methodology to fit their
market, environment and internal capacity of delivering it but should also consider the
drawbacks.
Lending through groups allow MFIs to reach large numbers of poor borrowers who
may not possess traditional forms of collateral. Group methodologies save time and
money for the institution in the screening phase as well as in the joint administration of
a number of loans. However in some cases MFIs may spend more time and money
trying to organize and manage groups rather than if individual loans were offered to
the same clients.
Some institutions developed both methodologies offering, for example, individual
loans to the best customers. Individual loans are more flexible and more suitable for
clients that, as business increase, need larger amounts. Furthermore the group
guarantee is no longer needed when a positive credit history is in place.
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Classroom discussion: The Agency for Combating Unemployment (ACU) case 1
The following case is a brief overview of a microfinance program that the Syrian
government implemented as one of the services provided by an ad-hoc institution
created to fight the raising problem of unemployment in the country.
QUESTIONS
Read through the case and identify the methodology used and the other main
features of this microfinance program. Also referring to the “Key principles of
microfinance” presented in session 2.3, compare the current practice of the ACU
with the principles developed by the Consultative Group to Assist the Poor
(CGAP). Comment the approach of the Agency for Combating Unemployment
and list its strengths and weaknesses.

The Agency for Combating Unemployment (ACU)
The Agency for Combating Unemployment (ACU) was established in 2001 by the
Syrian Government as part of its overall reform program of the financial system and in
2002 the agency started the Family Loans Project, the most important microfinance
program in the country. Under this program the agency provides micro loans to poor
people through the Agricultural Bank, a state-owned bank and the largest provider of
rural credit, which acts as an Intermediary Agency. The ACU lends to the Agricultural
Bank and the bank, which has the branch network needed to reach the target
population, onlends to the clients.
The Family (micro) loans have a ceiling of SP 100,000 (2,000 US$), are delivered
on an individual basis and are reserved to finance start-up activities. This last
requirement is intended in the belief that start-ups have a better impact in job creation
than the increase of existing activities.
The Family loans target unemployed people who live on the poverty line in rural
and desert areas. These loans finance individual income-generating activities within
the family area and the main activities financed are animal husbandry and agricultural
production. The percentage of women borrowers is 52%, in line with the average of
the Middle Eastern and North African region.
The annual nominal interest rate charged is 4%, the instalments are due every 6
months and the standard duration is 4 years with a grace period of one year where no
principal but only the interests are due.
Through this program the ACU aims at addressing the credit needs of small
borrowers that without the assistance of the Agency couldn’t be able to obtain a loan

1

For the complete version refer to case 21 of this manual “The Agency for Combating Unemployment (ACU): a
Case about a State-Owned Institution”, Marco Elia and Reem Ramadan
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directly from the bank. The banking procedures are very complicated and without the
ACU program they would represent an insurmountable obstacle for this target group.
After the disbursement of the loan, the client is visited on average 3 or 4 times: two
times by the bank and one from the ACU. The ACU is also entitled to make random
visits at every stage of the process and, if something is wrong, stop the disbursement
of the loan or enforce the early repayment.
The main collateral used for Family Loans are the salaries of government
employees. These are usually the salaries of other members of the family or friends
and in case of default, after all the legal papers have been issued, the money still due is
automatically deducted from the salary of the guarantor. The collaterals are an
essential element of the loan and those who do not have someone who guarantees for
them will not be able to obtain the money.
The Family Loans clients receive a 3-day training session mainly about the
procedures adopted by the ACU and the banks. Technical support in the form of
special training courses for applicants in specific domains as well as for those who are
facing operational or repayment difficulties are also provided. The ACU also started a
new program to help beneficiaries in facilitating marketing through the participation in
trade fairs.
The financial resources of the Agency come from two main sources: the Syrian
Government and foreign donations or credits from Arab and International
Development Institutions and organizations such as the AGFund and the UN
Development Program.
In its establishment decree, the government authorized the ACU to mobilize up to
SP 50 billion (1 billion US$) to finance all the projects in the period 2002-2006. The
plan of annual spending has then been ratified by the Prime Minister in 2002 and it
shows, after an initial spending of about 4 billion SP in 2002, an average of 11 billion
per year for the period 2003-2006.

31

Microfinance: Text and Cases - PART I

References
Brandsma, Judith and Burjorjee, Deena (2004) “Microfinance in the Arab States:
Building inclusive financial sectors” United Nations Capital Development Fund
Harper, Malcolm (2003) “Practical Microfinance : A training Manual”, ITDG
Publishing, London
Maurer, Klaus (1999) “Bank Rakyat Indonesia (BRI); Indonesia (Case Study)”,
Consultative Group to Assist the Poorest (CGAP)
Shreiner, Mark (2003) “A Cost-Effectiveness Analysis of the Grameen Bank of
Bangladesh”, Center for Social Development, Washington University in St. Louis

Session 3 related websites
http://www.microfinancegateway.org/section/resourcecenters/clienttargeting - Client
Targeting Center
http://www.acu-sy.org - The Agency for Combating Unemployment (ACU)
http://www.arabic.microfinancegateway.org - The Arabic Microfinance Gateway

32

SESSION 4

Products

A financial institution provides financial services such as savings accounts, mortgages,
consumer credit, insurance, loans for funding a business and money transfer. The
practice of adding more financial services from the supply side, such as insurance, is a
common trend among financial institutions worldwide and comes from the different
and increasing needs of these kind of services by their clients. This trend is also helped
by technological innovations that are reducing costs for almost all kinds of financial
products, allowing more and more people to use them and the industry to meet every
time in a better way the demand of their clients. Transferring money between different
continents has become easy and fast, different kinds of insurances such as life, cattle or
weather risk are widely available in industrialized countries. This is the situation in
these countries but is it true also in developing countries? Can low income people
access these financial services?
Products delivered by MFIs are many and include loans, savings, insurance and
money transfer. Non financial products such as training or consulting are also often
delivered by microfinance institutions. This session analyses the main features of these
products. Loans, and increasingly savings, constitute the main products actually
offered by MFIs but as the industry matures additional products have been introduced
by many institutions.
4.1 Loans
The success of many MFIs can be identified in their ability to combine successful
practices from the informal sector (moneylenders) into formal institutions. These
include flexibility, fast access to funds, clear and easy conditions. The extraordinary
success of microcredit comes from its ability to replicate some of these features from
moneylenders into more “formal” financial institutions lowering the interest rates
applied. These interest rates still remain much higher compared to traditional banking
loans due to the higher administrative costs of managing many small loans instead of
fewer with larger amounts. However, what is important is to give access to credit to
people who otherwise would be excluded from the formal financial system at interest
rates that are much lower compared to the interest applied by the competitors, that for
this market segment are the moneylenders.
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The specific features that microfinance institutions should implement to deliver
valuable services for their clients are listed below. These characteristics are met quite
well by moneylenders giving them a competitive advantage. But MFIs that have been
able to include these features into their credit services successfully replicated this
competitive advantage.
1. Fast access
Rapid loan approval and fast disbursement is crucial for clients and it is often
the main reason why many people deal with moneylenders even at very high
interest rates.
2. Clear, easy and flexible conditions
It is important to provide the credit service at convenient conditions for the
clients. Transaction costs, which include transportation costs (to pay the
instalments or get the money) or time away of work, throughout the life of the
loan must be kept low. Loans should also not be strictly linked to a specific
purpose. MFIs should monitor the income streams of their clients but with a
certain level of tolerance as restricting the possible use of funds will not allow
microentrepreneurs to have the necessary flexibility in the use of the money
received and thus interfere with the microbusiness development.
3. Permanent services
Credit services must be provided on an ongoing basis, not only for a limited
period of time. The lack of this requirement is the main shortfall of many
projects that despite their effectiveness do not have the goal of delivering
financial services on an ongoing and sustainable basis.
4. Alternative collaterals and collateral substitutes
Poor people often lack traditional collateral. To overcome this obstacle many
MFIs use other kinds of collaterals known as collateral substitutes and
alternative collaterals. Group guarantee is an example of the former, while
personal property such as equipment or jewellery are an example of alternative
collateral that are not accepted as collateral by the traditional banking sector.
4.2 Savings
MFIs typically offer two types of savings accounts: voluntary and forced. Voluntary
savings replicate the savings services provided by traditional commercial banks while
forced savings serve as collateral for the loan. These accounts do not necessarily
provide a return on deposit and are kept by the institution until the balance of the loan
has been paid off.
The “first generation” MFIs only provided credit to their clients in the belief that it
was the only service they needed. This assumption has been demonstrated to be wrong
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and the most important additional financial services that the poor need are saving
services. Loans for setting up a microenterprise are useful only to people that have
economic opportunities and entrepreneurial skills while more people need to save
instead of keeping riskier assets or hiding cash at home. Table 4.1 summarizes the
principal forms of informal savings and their respective appropriate financial product.
Informal savings shown in the table have the main disadvantages of the lack of
security and they do not provide returns such as interests. However keeping gold, land
or other assets may protect from periods of high inflation typical of many developing
countries.
Liquid accounts are flexible saving products often with no or small minimum
balance but they usually do not provide or pay very little interests. Time deposit
accounts, on the other hand, usually offer higher interest rate but clients have to leave
their money in the account for a specified period of time.
Table 4.1 Informal savings and correspondent financial instruments
Reasons for saving

Forms of informal saving

Emergencies

Cash
Jewellery (Mostly gold)

Long-term investments (land,
house, other fixed assets)

Cash
Jewellery (Mostly gold)
Animals
Movable assets
Rotating savings and credit
associations (ROSCAs)

Social and religious expenses
Cash
(weddings, pilgrimages, funeral Jewellery (Mostly gold)
expenses)
Animals
Movable assets
Rotating savings and credit
associations (ROSCAs)
Retirement

Jewellery (Mostly gold)
Land
Animals

Financial instruments

Liquid accounts

Time deposit accounts (longer
terms with higher interest rate) and
liquid accounts

Time deposit accounts (longer
terms with higher interest rate) and
liquid accounts

Time deposit accounts (longer
terms with higher interest rate)

Microfinance institutions should provide a complete set of short, medium and long
term deposit accounts, in addition to more liquid accounts. This to meet the diverse
needs of liquidity and rates of return of the clients.
Savings will also attract more clients than loans alone and constitute an important
source of funds for the institution. Furthermore it should also be a less expensive
source compared to traditional commercial loans as for most MFIs it does not
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represent a big additional cost. This is due to the already available infrastructure
required to collect savings (branches, trained staff, clients relationships).
Box 4.1 ProCredit Network

ProCredit Network
The ProCredit group was founded in 1998 with the main goal of providing
financial services to people excluded from the formal commercial financial
institutions in developing countries.
ProCredit Holding was founded by the consulting company
Internationale Projekt Consult GmbH (IPC) and its senior staff (IPC
Invest) with the support of the Dutch DOEN Foundation and the Bolivian
foundation ProCredito. IPC had many years of experience as a consultant
in the field of microfinance and the aim of the holding company was to
create commercially sustainable institutions and provide financial services
to people excluded from the formal financial sector. Together with a group
of partners, ProCredit Holding established 19 financial institutions in
Eastern Europe, Latin America and Africa to serve this target group
(December 2005).
ProCredit Holding is now the controlling shareholder in all the 19
institutions. All of the 19 institutions in the group deliver their services
through similar credit methodologies and all of the group institutions are
profit-oriented.
At the beginning, starting from 1998, the group focused on lending but
as the demand for these products was very high, some of the ProCredit
banks started to provide saving services and other banking services
demanded by their customers.
As of December 31, 2004, the loan portfolio of the consolidated group
amounted to around EUR 951 million and consisted of 417,000 loans. On
the same date the group had mobilised EUR 822 million in customer
deposits (ProCredit Holding, Annual Report 2004).
In 2004, not only ProCredit Holding but also most institutions in the
group received an international rating (ProCredit Holding and the banks in
Eastern Europe) or a national rating (Latin America) from FitchRatings.
ProCredit Holding received a rating of BBB- and recorded a consolidated
Return on Equity (ROE) of 11.8% (December 2004).
ProCredit Network is an example of a network of sustainable and
profitable financial institutions that provide a full range of financial
products. Besides credit and savings, Procredit Banks around the world
also provide insurance and money transfer services.

If deposit services are successfully implemented, the provision of these kind of
services will also help MFIs to reach financial sustainability. Introducing savings
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facilities will better serve the clients’ needs, reducing the cost of capital and allowing
MFIs to accumulate resources for expansion. The main challenge for MFIs in
establishing these services is the transformation of their corporate culture and also the
involvement of the governments is equally important in the regulation and supervision
of institutions taking savings from the public. Mobilizing savings is generally
forbidden to NGOs and all the other MFIs that do not hold a special license. It is
needed for every kind of financial institution in order to protect savers in case of the
institution’s default and is particularly important for poor people who cannot afford to
lose their money. To address these problems and overcome the requirement of the
special license many MFIs offer saving services not directly but in partnership with a
licensed deposit-taking institution, typically a bank.

4.3 Microinsurance
Low-income entrepreneurs, just like anyone else, are vulnerable to risks, such as
illness, injury, theft, death, accidents and flood. This is why financial products to
mitigate the effects of these risks are valuable for them.
Insurance is a financial service that some MFIs are starting to add to their portfolio
to respond to this need of protection. Providing savings and insurance services besides
credit make the MFI a full service financial institution delivering microfinance, i.e. a
full set of financial services to low income people.
To directly provide insurance MFIs need a special license and the requirements to
be granted such a license are usually very strict: governments control insurance
companies for the same reasons why they control the financial soundness of deposit
taking institutions, the protection of the clients and the stability of the system. As the
majority of the MFI do not satisfy these conditions, there are alternatives to the direct
provision of insurance and the most common is a partnership with an existing
insurance company. Insurance companies may not offer their products directly to poor
people because they lack experience in this market segment: the MFI can fill this gap
and work as an intermediary between the insurance company and its clients.
Insurance products to the target group of microfinance institutions must be designed
to fit their specific needs and protect their specific risks: they may include health
insurance, livestock insurance and crop insurance. At present few MFIs are offering
insurance services but as the industry grows they start to be included among the set of
products offered.
4.4 Money transfer
Money transfer service is another critical financial service: the business of remittances,
i.e. the money that emigrants send home to relatives, is growing strongly and is often
managed by informal arrangements with high charges and high risks.
Depending on the local regulation and costs this service can be delivered directly or
in partnership with money transfer companies. MFIs owns the competitive advantage
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of the relationship with their clients and such service can also be linked to other
products or can be taken into account when calculating the repayment capacity of each
client. There is the possibility to link remittances with credit products when
remittances are not used for consumption but for production purposes, combining the
different sources of funds.
A study by Manuel Orozco showed that in 2002 the average fee to send between
US$150 and US$300 from the United States to Central America was on average 7.35
percent the value of the amount sent, to which must be added average additional costs
of about 2.3 percent. The total average percentage paid on a transaction of US$150
was about 18 percent. These high charges are primarily due to a low competition in the
market and this is why MFIs started to provide, together with the other traditional
financial products, this valuable service for their clients1.

1

Few MFIs are currently offering these products. Among the institutions that chose to deliver money transfer
services there are ProCredit Banks (see box 4.1) and BancoSol (see box 2.4) that however implemented them
following two different approaches. ProCredit Banks chose to provide this service in partnership with Western
Union, a money transfer company, while BancoSol signed special agreements with 36 different banks
(December 2005) mostly located in Spain and the US, where the majority of Bolivian emigrants live. The
BancoSol approach has a lower outreach compared to a partnership with a company specialized in money
transfer, but it has been able to keep costs lower for the clients. BancoSol tested the partnership with Western
Union but shifted to other partnerships due to the high charges of the money transfer firm.
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The interest rate is the cost of the loan for the borrower. It is often fixed in nominal
terms but the real cost to the borrower depends on how the interest payments are
calculated and if the loan product have additional costs attached, such as forced
savings or up-front fees.
This session reviews a simplified method to calculate sustainable interest rates that
MFIs should charge to cover administrative expenses, loan losses, cost of funds and
resources for growth, and how to obtain these effective interest rates through different
loan pricing structures. The first paragraph will analyse the required yield on loan
portfolio to cover all costs, while in the second different interest rates and fee
structures that generate this required yield are presented. The same nominal interest
rate may be equivalent to a different, and usually much higher, “effective interest rate”
according on how the interests are calculated and the repayment is structured.
5.1 Sustainable interest rates
If a MFI wants to set sustainable interest rates the first step is to estimate the annual
percentage rate (APR) on its portfolio required to cover all costs and be sustainable
and independent from donor support. The general formula is:

R=

AE + LL + CF + K − II
1 - LL

where
R = Annual percentage rate (APR) or annualised effective interest rate
AE = Administrative expense rate (% of average loan portfolio)
LL= Loan loss rate (% of average loan portfolio)
CF= Cost of funds rate (% of average loan portfolio)
K= Capitalization rate (% of average loan portfolio)
II = Investment income rate (% of average loan portfolio)

Microfinance: Text and Cases - PART I

This model is simplified but gives a good estimate of the required yield that an MFI
needs to be sustainable and cover all its costs. Each variable is a percentage of the
average loan portfolio (the average of the outstanding loans at the beginning and at the
end of the year). Furthermore these calculations should be based on mature MFIs, after
a start-up period.
1. Administrative expenses ratio (AE)
Administrative expenses include salaries, rents, depreciation and also the value of
any donated commodity or services. Donations must be included here because we are
calculating the interest rate that the MFI should charge in order to be sustainable and
independent of subsidies. This ratio, in mature and efficient MFIs, is between 10% and
25% of average loan portfolio. This is an higher figure compared to traditional banking
loans due to the higher administrative costs of managing an higher number of small
loans.
2. Loan loss rate (LL)
This is the annual rate of uncollectable loans, i.e. the annual loss due to loans that
cannot be collected. It is lower than the delinquency rate that is the percentage of late
loans: delinquent loans have not been paid on time but will eventually be recovered.
Well managed and efficient MFIs report a loan loss rate of about 1-2%.
3. Cost of funds rate (CF)
This is the average cost for the resources MFIs use. To calculate this ratio we have
to separate the different sources of funds of the MFI (savings from clients, borrowed
money and equity), calculate the weighted average cost of capital applying “market”
prices for each class of resource, and then divide by the average loan portfolio. It is not
the actual cost of funds but rather the projected future “market” cost of funds. For
instance if the MFI is receiving a soft loan from an international development agency
at 2% and if the market rate for the same kind of loan is 7%, we must take into account
the latter interest rate for the calculation of this ratio.
The cost of equity, for the purpose of this calculation, is the inflation rate. It is
applied on the difference between financial assets and liabilities, i.e. equity minus
fixed assets. Fixed assets do not devalue with inflation. As the inflation represents the
real annual reduction in the purchasing power of the MFI’s part of equity represented
by financial assets (that devalue with inflation) it is taken as the cost factor for this
source of funds. The following example of sustainable interest rates calculation will
clarify this concept.
4. Capitalization rate (K)
This is the real net profit, expressed as a percentage of loan portfolio, needed to
support the growth targeted by the MFI.
The general formula presented in this paragraph generates the required yield to be
sustainable and independent from subsidies. The capitalization rate represents the
internally generated resources for growth and the availability of these funds is crucial
to be independent from donors.
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5. Investment income rate (II)
Income, again as a ratio of loan portfolio, from assets other than the loan portfolio.
It is deducted because it is not related to the loan portfolio.
6. Denominator (1 – LL)
The denominator represents the part of the outstanding loans from which the MFI
will receive interests. Loan losses are additional costs to be computed in the nominator
but also reduce the base on which future interests are calculated.
5.1.1 An example of sustainable interest rate calculation
The MFI ABC wants to estimate the annual percentage rate that should be charged in
2006 in order to be sustainable and independent from donor support. The table below
reports the income statement and balance sheet for 2004 and 2005:
Table 5.1 Balance sheet and income statement (in US$):
BALANCE SHEET
Dec.
2005
ASSETS
Cash
Investments
Total loan portfolio
(Loan loss reserve)
Total net loans outstanding
Fixed assets
(Accumulated depreciation)
Net fixed assets
TOTAL ASSETS

Dec.
2004

31,000
80,000
850,000
(65,000)
785,000
34,500
(10,400)
24,500
920,500

30,000
100,000
600,000
(50,000)
550,000
24,500
(8,000)
16,500
696,500

Forced savings
Commercial loans

120,000
10,000

100,000
10,000

Subsidized loans
TOTAL LIABILITIES

35,000
165,000

35,000
145,000

LIABILITIES

EQUITY
Donated equity cumulated
Donated equity current

450,000
0

400,000
50,000

Cumulated earnings/losses
Current earnings/losses
TOTAL EQUITY

101,500
204,000
755,500

(50,000)
151,500
551,500

TOTAL LIABILITIES +
EQUITY

920,500

696,500

INCOME STATEMENT
Dec.
2005
OPERATING INCOME
Interests and fees from loans
408,600
Income from investments
25,000
TOTAL OPERATING INCOME 433,600
OPERATING EXPENSES
Interest and fee expenses
Loan loss provision expense
Salaries
Other administrative expenses
Depreciation
TOTAL OPERATING
EXPENSES
NET OPERATING PROFIT /
LOSS
NON OPERATING INCOME
Cash donations
Other non-operating income
TOTAL NON OPERATING
INCOME
Non-operating expenses
TOTAL PROFIT / LOSS

Dec.
2004
314,700
20,000
334,700

2,200
35,000
155,000
35,000
2,400
229,600

2,000
10,000
125,000
45,000
1,200
183,200

204,000

151,500

0
0

50,000
0

0

50,000

0

0

204,000

201,500
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For the purpose of this exercise the historical data (2005) are taken as the base for
calculations (Average outstanding portfolio, administrative expenses, loan losses) and
a projected market rate for saving deposits of 7%, 20% on commercial loans and 5%
as inflation rate are forecasted for 2006. The target capitalization rate, i.e. the real net
profit as a ratio of outstanding loans, is 14%. These assumptions are considered to be
good estimates.
Average outstanding portfolio
First of all we must calculate the average outstanding portfolio:
Average outstanding portfolio = (Total loan portfolio December 2004 + Total loan
portfolio December 2005) / (Number of periods + 1)
Average outstanding portfolio = (600,000 + 850,000) / 2 = US$725,000
1. Administrative expenses ratio (AE)
AE = (salaries + rent + depreciation + other administrative expenses) / Average
outstanding portfolio
AE = (155.000 + 35.000 + 2.400) / 725.000 = 0.27
2. Loan loss rate (LL)
LL = ((Loan loss reserve 2004 + Loan loss provision 2005)- Loan loss reserve 2005 ) /
average outstanding portfolio
LL = ((50.000 + 35.000) – 65.000) / 725.000 = 20.000 / 725.000 = 0.03
The loan loss rate is 3%.Best performing MFIs show values of 1-2% but MFIs tend to
be not viable when this value exceeds 4% - 5%.
3. Cost of funds ratio (CF)
Average forced savings = (100,000 + 120,000) / 2 = US$110,000
Average subsidized loans = (35,000 + 35,000) / 2 = US$35,000
Average equity for cost of funds calculation = Average equity – average fixed assets =
(551,500 + 755,500) /2 – (16,500 + 24,500)/2 = US$633,000
To calculate the weighted cost of funds we have now to apply market rates to all the
different sources of funds. For the purpose of this exercise we supposed the
commercial rate for similar saving services at 7%, commercial rate for loans at 20%
and the inflation rate at 5%:
Forced savings = 110,000 * 0.07 = US$7,700
Commercial loan= 35,000 * 0.20 = US$7,000
Equity= 633,000 * 0.05 = US$31,650

44

SESSION 5

Microcredit interest rates

So, now the cost of funds ratio is:
CF = (7,700 + 7,000 + 31,650) / 725,000 = 0.06
4. Capitalization rate (K)
The target capitalization rate, as from our assumptions, is 14%.
6. Investment Income rate (II)
II = Income from other than loan portfolio / Average outstanding loans
II = 25,000 / 725,000 = 0.03
Now we have all of the elements to calculate the APR required by the MFI to be
sustainable:
R=

0.27 + 0.03 + 0.06 + 0.14 - 0.03
= 0.48
1 - 0.03

48% is the effective interest rate that this MFI should earn on its portfolio to cover all
its costs. This effective interest rate can now be obtained with different pricing
structures that will be examined in the next paragraph.
As outlined before this model is simplified but gives a general overview of the
different components of the effective interest rates required to cover all costs, be
sustainable and independent of donor support. However a more sophisticated model
should take into account month by month financial projections over a planning period
from 3 to 5 years. In the box below is presented Microfin, a specific software
developed by CGAP, the Consultative Group to Assist the Poor.
Box 5.1 Microfin

Microfin: a software for operational and financial modelling for MFIs
A more comprehensive and rigorous method for calculating the effective
interest rate required for financial sustainability is contained into Microfin, a
software designed to meet the specific needs of MFIs.
Microfin is a computer spreadsheet which has been designed to assist
microfinance institutions in developing detailed financial projections. This
software have been developed with the assistance of the Consultative Group to
Assist the Poorest (CGAP) and Women's World Banking (WWB). The
materials were developed starting in 1997 and are currently in use in hundreds
of microfinance institutions around the world.
The software and the handbook can be downloaded at www.microfin.com
(Source: www.microfin.com)
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5.2 Effective interest rates and loan pricing structures
Once calculated the required yield on the loan portfolio different pricing structures can
be applied. In this paragraph the two most important methods of applying nominal
interest rates will be analysed, the declining balance and the flat rate methods,
followed by some examples of different pricing structures.
5.2.1 Declining balance vs. flat rate methods
In order to calculate the Annual Percentage Rate (APR), the annual effective interest
rate paid by the client, how interests are calculated must be analysed. There are two
main methods of applying the nominal interest rate: the declining balance method and
the flat rate method.
The declining balance method applies the interest rate only to the residual
outstanding principal while the flat rate calculations applies the interest rate to the
initial amount for the total length of the loan. The same nominal interest rate turns into
a higher effective interest rate if the interest payments are calculated on a flat rate
basis.
An example will clarify the concept. Let’s calculate the effective annual interest
rates starting from the nominal rate and using the two different calculation methods:
Amount: US$ 100
Period: 5 months
Interest rate: 3% monthly
1. Declining balance
The following table shows the interest and total payments following the declining
balance interest calculations.
Table 5.2 Declining balance interest calculation (in US$)

Month

Interest
calculation

Interest

Principal

Total
payment

0

100

1

100 * 0.03

3

20

23

80

2

80* 0.03

2.4

20

22.4

60

3

60 * 0.03

1.8

20

21.8

40

4

40 * 0.03

1.2

20

21.2

20

5

20 * 0.03

0.6

20

20.6

0

Total
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Borrowers pay interest only on the outstanding loan principal and so interest paid
declines as remaining balance of principal declines. In the table above the payments
are different to underline the interest method of calculation used for the declining
balance but MFIs, and in general the majority of financial institutions, design their
products so that the client’s payments are equal each period. The table below shows
the same case but keeping the periodic payment equal for the five months.
Table 5.3 Declining balance interest calculation (constant periodic payment, in US$)

Month

Interest
calculation

Interest

Principal

Total
payment

0

Loan
balance
100

1

100 * 0.03

3

18,84

21.84

81.16

2

81.16 * 0.03

2.43

19,40

21.84

61.76

3

61.76 * 0.03

1.85

19,98

21.84

41.78

4

41.78 * 0.03

1.25

20,58

21.84

21.2

5

21.2 * 0.03

0.63

21,20

21.84

0

Total

100

The calculation of these values requires a computer spreadsheet1. In our example
the value of the fixed instalment is 21.84. The two methods result in different periodic
payments but the procedure used for interest calculation and the related annual
percentage rate are the same.
When interests are calculated according to this procedure the effective annual
interest rate paid or annual percentage rate (APR) is the product of the nominal
periodic rate and the number of periods in the year. In our example:
APR = 3% * 12 = 36%
The effect of compounding here is not taken into account (table 5.5 shows an
example where the impact of compounding is included).

1

The function used by several computer spreadsheet software to calculate the periodic fixed payment is the PMT
function where must be introduced the nominal interest rate, the number of periods and the amount of the loan.
In our example PMT(3%,5,-100) gives the periodic payment of 21.84. Then to calculate the principal and the
interest payments for every period must be used the PPMT and the IPMT functions which require the additional
information of the period under analysis. The principal payment for the third month is PPMT(3%,3,5,-100) and
is 19.98, while the interest component is IPMT(3%,3,5,-100). This last value, that is 1.85, can be also calculated
as the difference between the fixed periodic payment and the principal component of the period.
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2. Flat rate
Now the interest payments are calculated on the original balance of the loan
throughout the total length of the loan.
Table 5.4 Flat rate interest calculation (in US$)

Month

Interest
calculation

Interest

Principal

Total
payment

0

Loan
balance
100

1

100 * 0.03

3

20

23

80

2

100 * 0.03

3

20

23

60

3

100 * 0.03

3

20

23

40

4

100 * 0.03

3

20

23

20

5

100 * 0.03

3

20

23

0

Total

100

The figures clearly show, comparing similar loan amount and interest rate, that the
interest payment is higher. The APR of this loan is calculated using the Internal Rate
of Return (IRR) function to calculate the periodic rate and multiplying it by the
number of periods in a year. In this case the periodic (monthly) rate is 4.8%.
APR = 4.8% * 12 = 57.6%
This example underlines how the method used to calculate the interests is
important. The same loan amount with the same nominal interest rate, duration,
repayment intervals and principal payments result in annual effective interest rates (or
APR) of 36% and 57.6% respectively if a declining balance or a flat rate method is
used respectively.

5.2.2 Pricing structures
The declining balance and flat rate are two methods of calculating the interest
payments. The pricing structure of a loan is then their combination with other features
such as the up-front payment of the interest due or up-front-fees. Here are reported
three different pricing structures where interest are always calculated on a declining
balance base.
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Example A
This case has the same features of the declining balance example. The loan amount is
US$100, the duration is 5 months, the nominal interest rate is 3% monthly and the
interest are calculated on a declining balance base.
Amount received: US$100
Periodic payment: US$21.84
Months: 5
APR = 3% * 12 = 36%
Example B
All the conditions are the same as in case 1 except from interests which are all charged
at the beginning.
The total interest to be paid are (21.84 * 5) – 100 = 109.2 –100 = US$9.2
Amount received: 100 – 9.2 = US$90.8
Periodic payment: US$20
Months: 5
Calculating the internal rate of return we obtain a monthly effective rate of 3.31%
APR = 3.31% * 12 = 39.72%
Example C
All the conditions are the same as case 2 (all interest are charged at the beginning)
except an additional up-front fee of US$5.
Amount received: 100 – 9.2 – 5 = US$86.8
Periodic payment: US$20
Months: 5
Calculating the internal rate of return we obtain a monthly effective rate of 4.91%
APR = 4.91% * 12 = 58.92%
These pricing structures are just examples of the different alternatives that MFIs can
apply. Some MFIs also add the requirement of forced savings. They are an additional
guarantee for the MFI but as the clients usually get a below-market interest rate from
them, they also represent an additional cost for the clients.
It is worth stressing that the same nominal rate turns in completely different, and
much higher, effective interest rates according to the pricing structure. MFIs choose
them according to different factors such as the clients perception and legal
environment. Clients are often more concerned on the nominal interest rate rather than
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the real effective interest rate and laws can fix the maximum nominal interest rate that
can be charged.
There is not a best pricing structure, but the most important aspect, having in mind
clients’ protection, is a good level of transparency in all the components of loan cost.
Term, nominal interest rate, up-front fees, repayment schedule and instalments should
be transparent and clear to the clients.
Table 5.5 Effective interest rate calculation including the impact of compounding

Consider, for example, the following loan where, following the standard
financial usage, the impact of compounding is included. This loan uses the flat
rate method, the most used method among MFIs:
Loan size:
Term:
Instalments
Interest rate:

US$500
10 months
monthly
2% (nominal monthly interest rate)

This microfinance institution calculates the interests following a flat rate
method, i.e. they are calculated on the original balance of the loan throughout all
the length of the loan
US$500 * 0.02 = US$10 interests to be paid every month
The monthly instalment is composed by US$50 of principal and US$10 of
interest.
US$500/10 + US$10 = US$50 + US$10 = US$60 monthly instalment
The nominal monthly interest rate can be transformed in the corresponding
nominal annual interest rate using the following formula:

(1 + 0,02)12 − 1 = 27%
Now it is possible to calculate the real annual effective interest rate

60

1
12

500

50

60
2

12

60

60

60

3
12

4

5

12

12

60
6

12

60
7

12

60

60

60

8

9

10

12

12

12
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60
60
60
60
60
60
60
+
+
+
+
+
+
+
1 / 12
2 / 12
3 / 12
4 / 12
5 / 12
6 / 12
(1 + i )
(1 + i )
(1 + i )
(1 + i )
(1 + i )
(1 + i )
(1 + i ) 7 / 12
60
60
60
+
+
+
8 / 12
9 / 12
(1 + i )
(1 + i )
(1 + i )10 /12

The real annual effective interest rate is:
Effective annual interest rate = i = 51 %
The effective annual interest rate is 51%, a much higher figure compared to
the nominal annual interest rate of 27% due to the usage of a flat rate method
instead of the declining balance base in calculating the interests.

5.3 Interest rate ceilings
Many countries have introduced interest rate ceilings with the main intention of
protecting borrowers. This measure appears reasonable but experience showed that
instead of protecting the poor, interest rate caps limit the development of MFIs forcing
clients to get credit on the much more expensive informal market (moneylenders).
The rationale behind interest rate ceilings is thus the intention of protecting
microfinance clients but small loans to poor people generally carry much higher
interest rates than traditional commercial loans. Many small loans carry an higher
administrative costs ratio than bigger traditional banking loans ranging, for mature and
efficient MFIs, from 10% to 25% of the principal disbursed. Furthermore evidence is
that for poor entrepreneurs access to credit is, or tends to be, more important than its
cost.
Setting interest rate caps has also often the direct result of forcing MFIs not to focus
on poorer clients, where administrative costs of managing the loans are too high to be
covered by the artificially low interest rate. As a consequence poorer people must then
ask for money from the moneylenders, a much more expensive source.
A number of countries have introduced interest rate ceilings but for the reasons
previously mentioned other measures seem to be more effective if the main goal is
consumer protection. Such measures include disclosure requirements for MFIs,
consumer education, a strong regulation and an effective supervision of the financial
sector. Furthermore an highly competitive environment is essential to force MFIs to be
efficient; microcredit interest rates, for the reasons discussed before, are higher than
interest rates on traditional loans, but competition among MFIs can substantially
reduce inefficiencies and thus these rates.
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The most important asset for an MFI is its loan portfolio and as repayment of the
principal and interests is subject to a certain level of risk, it should be kept under
control and monitored on a regular basis. The portfolio report, a subsidiary financial
statement that accompanies the balance sheet and the income statement, provides
detailed information on the portfolio outstanding, repayments, arrears, write-offs and
other information useful to assess the portfolio’s level of risk.
In order to create common standards in the industry, many indicators have been
developed. However sometimes they are calculated and applied in different ways in
different countries and MFIs to fit local conditions or specific needs. In such cases
great attention must be given to how the indicators are built and, if necessary, make
the required adjustments before making comparisons between MFIs.

6.1 Delinquency
Delinquency is the situation that happens when loan payments are late. A delinquent
loan is a loan with at least one instalment past due. When a delinquent loan reaches a
certain age of arrears, the MFI should write it off and consider it as uncollectible: this
does not mean that the MFI will stop its efforts to collect this loan but only that from
an accounting point of view, and according to the write-off policy, it is considered as
unlikely to be recovered.
Delinquency affects the institution in several ways:
•
•
•

Increases collection costs (visits, analysis, legal costs)
If exceeds a certain level it is an obstacle to achieve sustainability
Delays earnings

A delinquent loan eventually defaults if the borrower does not repay his or her loan
and the MFI no longer expects to receive repayment. Usually a loan is declared in
default when the borrower has stopped payments on a loan for more than 2 or 3 due
dates but the time limit is determined by the MFI. To assess the risk associated with
delinquent loans two indicators are commonly used: arrears rate and portfolio at risk
(PAR).
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The Arrears Rate is the amount of late payments as a percentage of the gross
portfolio outstanding:

Arrears Rate =

Total loan instalments past due
Gross portfolio ourstandin g

Arrears rate takes into consideration only the value of late instalments without
considering the total outstanding balance of delinquent loans.
Portfolio at Risk (PAR) measure the outstanding loan balance on delinquent loans
as a percentage of gross portfolio outstanding:

Portfolio at Risk (PAR) =

Total outstandin g loan balance on delinquent loans
Gross portfolio outstandin g

In portfolio at risk rates are not included only late instalments but also the entire
unpaid balance on loans with at least one late loan instalment. This reflects the higher
risk of the outstanding balance of delinquent loans and is a widely accepted measure of
portfolio quality. PAR is always associated at a certain level of arrears: PAR(60)
represents the outstanding balance of all loans with at least one instalment 60 days or
more in arrears as a percentage of total gross portfolio outstanding. Example 1 reports
the calculation of arrears rate and PAR in a simple situation.

Example 1
Two customers of the MFI ABC have borrowed US$150 each. The loan will be
reimbursed in 10 equal weekly instalments of 15. Customer 1 has regularly reimbursed
8 instalments and failed to repay the ninth while customer 2 reimbursed 2 instalments
and failed to repay the third.

Customer 1
15
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Customer 2
15

15

15

15

15

15

15

15

15

15

According to the data of the exercise it is possible to calculate the arrears rate and
PAR (suppose that the MFI has in its portfolio these two loans only).

Arrears Rate =

Total loan instalments past due
Gross portfolio ourstanding

Arrears rate = 30 / 150 = 20%

Portfolio at Risk (PAR) =

Total outstandin g loan balance on delinquentloans
Gross portfolio outstandin g

PAR = 150 / 150 = 100%
The arrears rate takes into account only the instalment past due but, as our example
shows, all the portfolio is at risk (and in particular the loan of customer 2 carries a
greater risk). The real risk incorporated in the portfolio is reflected in PAR but not in
the arrears rate.
6.2 Defaults
According to all the previous considerations portfolio at risk (PAR) better measures
the level of risk of the portfolio but it must be analysed together with a measure of the
percentage of the late loans that are not included in the previous formulas because they
have been written off. They are measured by the Loan loss rate.
The Loan loss rate represents the percentage of the MFI’s loan portfolio that has
been removed from the balance of the gross loan portfolio because it is unlikely to be
repaid. A high ratio may indicate a problem in the MFI’s collection efforts.

Loan Loss Rate =

Total amount written off (in the period)
Average outstanding portfolio (in the period)
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This ratio must be analysed together with the PAR and arrears rate because writeoffs lower the instalments past due and the balance on delinquent loans and thus the
two ratios. An aggressive write-off policy will show lower arrears and PAR rates but
an higher loan loss rate.

6.3 The portfolio report
The portfolio report is a subsidiary financial statement that goes together with the
balance sheet and the income statement. It provides additional information about the
loan portfolio of an MFI.
The portfolio report usually contains:
•
•
•
•
•
•

Number and value of loans outstanding at the end of the period
Total value and number of loans disbursed during the period
Value of payments in arrears
Value of outstanding loans in arrears
Value of loans written off during period
Aging of arrears

The arrears rate, portfolio at risk (PAR) and loan loss rate can be calculated from
the information contained in the portfolio report. This information, analysed through
these key ratios, gives an overview of the quality of the portfolio and detects eventual
problems in the loan collection. The portfolio report is strictly related to the income
statement and to the balance sheet and it is also used to calculate the loan loss
provisions and the loan loss reserve.
The aging of arrears report is part of the portfolio report and shows the details of the
loan portfolio in arrear. It splits the different categories of arrears, usually from < 30
days to > 180 days, and determines the portion of the outstanding delinquent balance
to keep in reserves (or allowances, according to the International Accounting Standard
principles, IAS). The reserve rate increases with the number of days of delinquency
and ranges from 0% for loans delinquent < 30 days to 100% for loans in arrear more
than 120 days (standard reserve percentages). A reserve rate of 100% is applied as the
loan is considered unlikely to be recovered. The reserve rates applied to the different
categories of delinquent loans varies according to the local regulation and the MFI’s
accounting policy. The percentages presented below in the aging of arrears report are
only one possible situation among others.
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Example 2
Table 6.1 reports an example of portfolio and aging of arrears report:

Table 6.1 Portfolio report and aging of arrears (in US$)
PORTFOLIO REPORT
Dec 2005 Dec 2004 Dec 2003
Total value of loans disbursed
4,100,000 3,200,000 1,000,000
Total number of loans disbursed
20,000
6,500
15,000
Number of loans outstanding
9,000
2,500
6,400
Value of loans outstanding
1,500,000
900,000 450,000
Total of payments in arrears
123,321
42,150
55,234
Outstanding balance of loans in arrears
352,300
180,000
420,000
Value of loans written off during period
21,000
13,000
21,000
Average loan disbursement size
205
154
213
Average loan balance size
167
180
141

Days in arrears
Current loans
< 30 days
31-60 days
61-90 days
91-120 days
> 120 days
TOTAL

AGING OF ARREARS - 2004
Number of
Outstanding
Amount in
loans
balance
arrear
3,200
480,000
0
1,500
220.000
23,000
1,000
120,000
13,234
500
50.000
10,000
150
21,000
6,000
50
9,000
4,000
6,400
900,000
55,234

Reserve
rate
10%
25%
50%
75%
100%

Reserve
amount
22,000
30,000
25,000
15,750
9,000
101,750

To analyse the quality of this portfolio we need to calculate the arrears rate and
PAR. It is possible to calculate several of these ratios according to the number of days
in arrears. In this example delinquency rates are calculated for loans with payments
more than 60 days past due.
Two preliminary data to be pointed out are the gross loan portfolio and the average
outstanding portfolio. In 2004 the gross portfolio was 900,000 while the average
outstanding portfolio is 675,000. This information comes from the portfolio report at
“value of loans outstanding”.
Gross portfolio outstanding (2004) = US$ 900,000
Average outstanding portfolio (2004) = Total loans at the beginning of the period /
Total loans at the end of the period
Average outstanding portfolio = (450,000 + 900,000) / 2 = US$ 675,000
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Now it is possible to calculate the arrears rate and PAR for loans delinquent more
than 60 days. The values of arrears come from the aging of arrears report. For the
arrears rate we must look at the “amount in arrear” column, while for the PAR the
“outstanding balance” column has to be taken into account.

Arrears Rate =

Total loan instalments past due
Gross portfolio ourstanding

Arrears rate (60) = (10,000 + 6,000 + 4,000) / 900,000 = 2.22%

Portfolio at Risk (PAR) =

Total outstandin g loan balance on delinquent loans
Gross portfolio outstandin g

PAR(60) = (50,000 + 21,000 + 9,000) / 900,000 = 8.88%

Loan Loss Rate =

Total amount written off (in the period)
Average outstanding portfolio (in the period)

Loan loss rate = 21,000 / 675,000 = 3.11%
The portfolio at risk index better measure the risk of the portfolio that in our
example is equal to 8.88%, and this index must be always analysed together with the
loan loss rate (here equal to 3.11%).
6.4 Loan loss provisions
The loan loss reserve represents the portion of the outstanding portfolio that the MFI
does not expect to recover. It is recorded as a negative asset in the balance sheet and it
reduces the outstanding portfolio.
The loan loss provision expense is then recorded as an expense record in the income
statement. It increases the amount of the reserve while write-offs decrease this amount
as they are made against the loan loss reserve.
Write-offs = Loan Loss Provision Expense (for the period) + Loan Loss
Reserve (beginning of the period) – Loan Loss Reserve (end of
period)
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The aging of arrears report is fundamental in establishing the correct value of the
loan loss reserve, and thus the loan loss provision expenses each year. Example 3
shows the calculations required to establish the correct loan loss reserve
Additional loan loss provision = Appropriate size of loan loss reserve – actual size
of loan loss reserve
The risk coverage ratio shows how much of the portfolio at risk is covered by an
MFI.
Risk coverage ratio (x days) =

Loan loss reserve
Portfolio at risk > x days

The ratio is an indicator of how prepared an institution is to absorb loan losses.
MFIs should provision according to the age of their portfolio at risk: the older the
delinquent loan, the higher the loan-loss allowance. For example, a ratio for Portfolio
at risk > 60 days may be close to 100% (or even higher), while the ratio for Portfolio at
risk > 30 days is likely to be significantly less. Furthermore, in general and for any
time frame, a risk coverage ratio of 100% is not necessarily optimal as a prudent
approach must be weighted with the need for efficiency and profitability.
Example 3
The following example shows the balance sheet, income statement and aging of
arrears report and calculates the adjustment needed to the loan loss reserve according
to the reserve rates showed in the aging of arrears report.

Table 6.2 Balance sheet, income statement and aging of arrears (in US$)
Days in arrears
Current loans
< 30 days
31-60 days
61-90 days
91-120 days
> 120 days
TOTAL

AGING OF ARREARS 2005
Outstanding
Amount in
Reserve
balance
arrear
rate
480,000
0
170,000
23,000
10%
120,000
13,234
25%
50.000
10,000
50%
21,000
6,000
75%
9,000
4,000
100%
850,000
55,234

Reserve
amount
17,000
30,000
25,000
15,750
9,000
96,750
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BALANCE SHEET
Dec.
2005
ASSETS
Cash
Investments
Total loan portfolio
(Loan loss reserve)
Total net loans outstanding
Fixed assets
(Accumulated
depreciation)
Net fixed assets
TOTAL ASSETS

Dec.
2004

31,000
80,000
850,000
(65,000)
785,000
34,500
(10,400)

30,000
100,000
600,000
(50,000)
550.000
24,500
(8,000)

24,500
920,500

16,500
696,500

Forced savings
Commercial loans

120,000
10,000

100,000
10,000

Subsidized loans
TOTAL LIABILITIES

35,000
165,000

35,000
145,000

LIABILITIES

EQUITY
Donated equity cumulated
Donated equity current

450,000
0

400,000
50,000

Cumulated earnings/losses
Current earnings/losses
TOTAL EQUITY

101,500
204,000
755,500

(50,000)
151,500
551,500

TOTAL LIABILITIES +
EQUITY

920,500

696,500

INCOME STATEMENT
Dec.
2005
OPERATING INCOME
Interests and fees from loans
408,600
Income from investments
25,000
TOTAL OPERATING INCOME 433,600

314,700
20,000
334,700

OPERATING EXPENSES
Interest and fee expenses
Loan loss provision expense

2,200
35,000

2,000
10,000

Salaries
Other administrative expenses
Depreciation
TOTAL OPERATING
EXPENSES

155,000
35,000
2,400
229,600

125,000
45,000
1,200
183,200

NET OPERATING PROFIT /
LOSS

204,000

151,500

0
0

50,000
0

0

50,000

0

0

204,000

201,500

NON OPERATING INCOME
Cash donations
Other non-operating income
TOTAL NON OPERATING
INCOME
Non-operating expenses
TOTAL PROFIT / LOSS

Dec.
2004

First of all we must calculate the required loan loss reserve:
Required loan loss reserve= 170,000*0.1 + 120,000*0.25 + 50,000*0.5 + 21,000*0.75
+ 9,000*1 = US$ 96,750
Additional loan loss provision = Required loan loss reserve – actual size of loan loss
reserve
Additional loan loss provision = 96,750 – 65,000 = US$ 31,750
In the income statement is recorded a loan loss provision expense of 35,000. In order
to have an appropriate loan loss reserve this provision should be 35,000 + 31,750 =
US$66,750
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The actual and appropriate risk coverage ratios for Portfolio at risk > 30 days are:
Portfolio at risk > 30 days = 120,000 + 50,000 + 21,000 + 9,000 = US$ 200,000
Actual risk coverage ratio (30) = 65,000 / 200,000 = 32.5%
Appropriate risk coverage ratio (30) = 96,750 / 200,000 = 48.4%
The appropriate size of the loan loss reserve should be calculated periodically and
additional loan loss provision expenses must be done to adjust the value of the reserve.
The loan loss reserve should be sufficient to cover, at any time, losses.

6.5 Repayment rate
Repayment rate is often used incorrectly to report the portfolio quality of a MFI. It is
the measure of the amount repaid during a period as a percentage of the total amount
expected to be repaid during the same period. It does not reflect the risk of the
outstanding portfolio.
Repayment rate = Amount received in the period / Amount due in the period
A very common mistake when analysing the portfolio quality of a microfinance
institution is to consider the equation Repayment rate = 1 – Loan loss rate. This is
incorrect because the two ratios are measuring two different situations: the repayment
rate is evaluating the due and actual cash flows while the loan loss rate takes into
account the write offs on all of the outstanding portfolio1.

1

It is important to pay attention to the data released by many MFIs that reports very high repayment rates but
sometimes do not highlight the other ratios required to evaluate the portfolio quality such as the Loan loss rate
and PAR.
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According to best practices a timely and in depth financial analysis is the basis for the
achievement of long term sustainability by microfinance institutions. But what is
financial analysis? And how is it possible to perform an in depth financial analysis?
This session will address these issues.
To analyze the sustainability of an MFI a set of specific ratios has been developed.
These are widely accepted and they enable a comparison among MFIs all over the
world. The two most important are Operational Self Sufficiency (OSS) and Financial
Self Sufficiency (FSS).
At present, the main sources of funds for Microfinance Institutions (MFIs) are
charities, governments and international organizations. Most MFIs rely heavily on
donor support and are not financially viable but according to the United Nations
sustainability is necessary to reach a larger number of people on an ongoing basis. If
MFIs remain dependent on limited donor funding they will be able to reach only a
limited number of people. Financial sustainability is not an end in itself but it is the
only way to reach significant scale.
This session after a brief overview of the financial statements commonly used by
microfinance institutions, i.e. the balance sheet, income statement, cash flow statement
and portfolio report, will present the adjustments needed to calculate the “hidden”
costs of inflation, subsidies and donations and the commonly used sustainability ratios.

7.1 Financial Statements
Financial analysis implies the calculation of key ratios but before analysing how to
calculate these financial ratios this section reviews the main features of the four
financial statements commonly used by MFIs.
•
•
•
•

Balance sheet
Income statement
Cash flow statement
Portfolio report

Microfinance: Text and Cases - PART I

7.1.1 The balance sheet
The balance sheet is a snapshot of the financial position at a specific point in time. The
assets are the resources of the microfinance institution while liabilities and equity are
the claims against those resources.
Assets = Liabilities + Equity
The Assets represent what is owned by the organization. They include investments,
fixed assets, cash and reserves, but for MFIs, as for other financial institutions, the
loan portfolio is the biggest and most important income-generating asset.
Liabilities represent what is owed by the organization to others and are typically the
clients’ savings, short and long-term debt.
Equity represents the capital or net worth of the organization. It includes capital
contributions of members, investors or donors, current and retained profit/loss.

Table 7.1 The balance sheet: assets, liabilities and equity

Assets

Liabilities

Equity

Loan portfolio
Loan loss reserve
Cash
Reserves
Investments
Other current assets
Property
Fixed assets
Other assets

Client savings
Debt

Paid up equity
Donated equity
Accumulated profit/loss
Current profit/loss

7.1.2 Income Statement
While the balance sheet is a snapshot of the financial position at a specific point in
time, the income statement presents the flow of operations over the year (or in general
over a certain period of time). It reports all revenues and expenses during a specified
accounting period. The income statement determines the net profit or loss of the
institution (the difference between revenue and expenses).
Revenues are the money earned by an organization for goods sold and services
delivered during the accounting period and for a microfinance institution are mainly in
the form of interests and fees earned on loans to clients.
Expenses represent costs for goods and services used. Direct expenses for an MFI
include financial costs, administrative expenses and loan loss provisions.
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Administrative expenses often represent the main cost factor for an MFI as the cost of
managing many small loans is much higher than the cost of managing the same
amounts of outstanding loans divided on a smaller number of borrowers.

Table 7.2 The income statement: revenue and expenses

Revenue

Expenses

Interest on loans
Interest on investments
Fees
Donations

Interest on borrowing
Interest on clients’ savings
Provision for loan losses
Salaries
Equipment
Depreciation
Training for staff
Other costs

7.1.3 Cash flow statement
The cash flow statement is a very important financial statement that shows the sources
of cash and its use by the institution. A cash flow statement classifies the cash flows
according to the nature of the activities that can be classified into operating, investing
and financing activities. By calculating the cash flow statement it is possible to use the
direct or the indirect method:
- The direct method, where the net cash flow is calculated starting from the cash
inflows and cash payments (it is the method is recommended by the International
Accounting Standards, IAS).
- The indirect method, starts from the net profit or loss, and adds non cash expenses,
adds accounts payable and deducts accounts receivables to obtain the value of the net
cash flow. It is indirect because instead of starting from cash inflows and outflows for
the period, it starts from the accounting value of net profit/loss and makes the
necessary adjustments.

7.1.4 Portfolio report
As already analysed into details in session 6, the portfolio report provides additional
information about the loan portfolio of an MFI.
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The portfolio report usually contains:
•
•
•
•
•
•

Number and value of loans outstanding at the end of the period
Total value and number of loans disbursed during the period
Value of payments in arrears
Value of outstanding loans in arrear
Value of loans written off during period
Aging of arrears

The arrears rate, portfolio at risk (PAR) and loan loss rate can be calculated from
the information contained in the portfolio report. This information, analyzed through
these key ratios, gives an overview of the quality of the portfolio and detects eventual
problems in the loan collection.
The portfolio report is related to the income statement and to the balance sheet and
it is also used to calculate the loan loss provisions and the loan loss reserve.
7.2 Adjustments
Adjustments are necessary in order to analyse different costs that are not reflected in
the financial statements. They are internal adjustments and are useful for internal
management purposes as well as for external analysis when, for example, calculating
efficiency, sustainability and profitability ratios.
The costs that are not reflected in the expenses are:
•
•
•
•

Inflation
Subsidized cost of funds
In-kind donations
In-cash donations

1. Inflation
Equity is eroded by inflation but as part of it is invested in fixed assets, which
appreciate with inflation, the part affected by inflation is the equity remaining after
subtracting the value of the fixed assets. The values of equity and fixed assets are
always calculated as an average as they come from the balance sheet that reflects the
situation at a specific point of time. The average is between the value at the beginning
and at the end of the relevant year.
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INFLATION ADJUSTMENT = (Average equity – Average fixed assets) * Inflation rate

2. Subsidized cost of funds
MFIs often receive subsidized funds, i.e. loans at below-market interest rate. They
usually come from governments and international organizations. The adjustments are
useful to remove the effects of these subsidies and to know when an MFI is ready to be
independent of donor funds.
It is almost generally accepted that MFIs should, in the long term, be able to operate
without subsidies, relying instead on commercial sources of funds. These adjustments
remove the effects of present subsidies and reveal how close the MFI is to be
financially viable.
COST OF FUNDS ADJUSTMENT = Average subsidized funds * (commercial interest rate –
interest rate paid)

3. In-kind donations
In-kind donations are goods or services that the MFIs receive from donors. They can
be training, technical advice, rent or goods like cars or computers. In-kind donations
represent costs that the MFIs do not pay for and the adjustment needed is equal to the
market value of these donations.
IN-KIND DONATIONS ADJUSTMENT = Market value of goods and services donated

4. In-cash donations
In-cash play the same role as in-kind donations and represent the last adjustment to
calculate the adjusted operating expenses and thus the adjusted operating profit.
IN-CASH DONATIONS ADJUSTMENT = Value of the donation
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Table 7.3 Adjustments

ADJUSTMENTS
1.
2.

Operating Income
Unadjusted Operating Expenses

3.

Inflation adjustment

(Average equity – average fixed assets ) * inflation rate
4.

Subsidized Cost of Funds Adjustment

Average subsidized funds * (commercial rate – interest rate paid)
5.

In-Kind Donations Adjustment

Market value of goods and services donated
6.

In-Cash Donations Adjustment

Value of the donation
7.
8.

Adjusted Operating Expenses
Adjusted Operating Profit (Loss)

7.3 Sustainability of a microfinance institution
Once calculated the adjusted operating expenses, and thus adjusted operating profit
(loss), it will be possible to calculate key ratios for sustainability/profitability of a
microfinance institution.
7.3.1 Operational Self Sufficiency (OSS)
Operational self sufficiency measures the degree to which operating income covers
operating expenses.
OSS =
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If the resulting figure is greater than 100%, the organization under evaluation is
considered to be operationally self-sufficient. In microfinance, operationally
sustainable institutions are able to cover their costs through operating revenues. This is
an important ratio, but greater importance should be given to the financial self
sufficiency.
7.3.2 Financial Self Sufficiency (FSS)
Financial self sufficiency measures the degree to which operating income covers
adjusted operating expense. The adjustments attempt to show how the financial picture
of the MFI would look on an unsubsidised basis.

FSS =

adjusted operating income
adjusted operating expenses

FSS requires the adjustments introduced in the previous paragraph. FSS shows how
an MFI would look if funds had been raised on a commercial basis and if services or
equipment had been purchased at a market rate and were not received as a donation.
An institution is financially viable if it generates sufficient income to cover its
operating expenses after all the effects of subsidies and in-kind donations have been
removed from financial statements. Clients’ savings and debt must be adjusted to
reflect market rates on deposits and loans. Only then the institution has the resources
to deliver its services also without donor support.
Most, if not all, MFIs receive donations, soft loans, services at below-market price
or other forms of subsides. FSS is an ad-hoc indicator for microfinance that analyses
the financial self-sufficiency of an MFI after all the adjustments needed to account all
the resources on a market-price basis. The commitment of an institution towards this
goal has also become an important requisite to receive donor support in the start-up
phase or for the introduction of experimental services and products.
Accessing commercial sources of funding is then the next logical step. The
extraordinary success of many microfinance institutions around the world increased
the demand for capital and this is why the debate on whether MFIs should access
commercial funds and follow the profit rule is currently a hot topic.
Example
Starting from the balance sheet, the income statement below and the information about
inflation, subsidies and donations it is possible to make the necessary adjustments and
evaluate the financial viability of the MFI under analysis.
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Table 7.4 Balance sheet and income statement (in US$):
BALANCE SHEET
Dec.
2005
ASSETS
Cash
Investments
Total loan portfolio
(Loan loss reserve)
Total net loans outstanding
Fixed assets
(Accumulated depreciation)
Net fixed assets
TOTAL ASSETS

Dec.
2004

31,000
80,000
850,000
(65,000)
785,000
34,500
(10,400)
24,500
920,500

30,000
100,000
600,000
(50,000)
550,000
24,500
(8,000)
16,500
696,500

Forced savings
Commercial loans

120,000
10,000

100,000
10,000

Subsidized loans
TOTAL LIABILITIES

35,000
165,000

35,000
145,000

LIABILITIES

EQUITY
Donated equity cumulated
Donated equity current

450,000
0

400,000
50,000

Cumulated earnings/losses
Current earnings/losses
TOTAL EQUITY

101,500
204,000
755,500

(50,000)
151,500
551,500

TOTAL LIABILITIES +
EQUITY

920,500

696,500

INCOME STATEMENT
Dec.
2005
OPERATING INCOME
Interests and fees from loans
408,600
Income from investments
25,000
TOTAL OPERATING INCOME 433,600
OPERATING EXPENSES
Interest and fee expenses
Loan loss provision expense
Salaries
Other administrative expenses
Depreciation
TOTAL OPERATING
EXPENSES
NET OPERATING PROFIT /
LOSS
NON OPERATING INCOME
Cash donations
Other non-operating income
TOTAL NON OPERATING
INCOME
Non-operating expenses
TOTAL PROFIT / LOSS

Dec.
2004
314,700
20,000
334,700

2,200
35,000
155,000
35,000
2,400
229,600

2,000
10,000
125,000
45,000
1,200
183,200

204,000

151,500

0
0

50,000
0

0

50,000

0

0

204,000

201,500

Inflation adjustments
The current rate of inflation is 10%.
Subsidies adjustments
The market rate for commercial loans is 15%. The actual interest expense for
subsidized loans is US$1,000 (the figure of US$2,200 in the income statement also
includes interests on commercial loans).
In-kind donations adjustments
The MFI received free equipments and technical assistance from an international
donor, for a total market value of US$160,000.
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Inflation adjustments:
Average equity= (755,500 + 551,500) /2 = US$653,500
Average fixed assets= (24,500 + 16,500) /2 = US$20,500
Inflation adjustment = (653,500 – 20,500) * 10% = US$63,300
Subsidized cost of funds adjustments:
Average subsidized funds = US$35,000
Commercial interest rate = 15%
Actual interest paid = US$1,000
Subsidized cost of funds adjustment= (35,000 * 0.15) – 1,000 = US$4,250
Table 7.5

Adjustment calculations (in US$)

ADJUSTMENTS
1.
2.

Operating Income
Unadjusted Operating Expenses

3.

Inflation adjustment

(Average equity – average fixed assets ) * inflation rate
4.

4,250

In-Kind Donations Adjustment

Market value of goods and services donated
6.

63,300

Subsidized Cost of Funds Adjustment

Average subsidized funds * (commercial rate – interest rate paid)
5.

433,600
229,600

160,000

In-Cash Donations Adjustment

Value of the donation

0

7.
8.

457,150
(23,550)

Adjusted Operating Expenses
Adjusted Operating Profit (Loss)

In-kind donations adjustment:
Market value of the free equipment and technical assistance received= US$ 160,000
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Now it is possible to fill the adjustments worksheet and calculate the operational and
financial self sufficiency (see table 7.5).
Operational self sufficiency = 433,600 / 229,600 = 188 %
Financial self sufficiency = 433,600 / 457,150 = 95 %
This MFI is not completely financially sustainable but it is able to deliver its services
and even to grow because it is receiving an high volume of subsidies in the form of
donations and loans at below market interest rates.

Box 7.1

The Microfinance Information eXchange

The Microfinance Information eXchange (MIX)
The MIX (Microfinance Information eXchange) is a non-profit organization
created to facilitate information exchange in the microfinance industry.
There is a great need for accurate and reliable information in the industry
and the MIX aims to fill this gap and to boost the development of the
market. Detailed financial and non financial information about microfinance
institutions is available on the website. It is particularly addressed to
investors and donors but all the information is publicly available to anyone.
The two main tools developed by the MIX are the MIX Market
(www.mixmarket.org), where through a free membership it is possible to
access the data of more than 600 MFIs (January 2006), and the
MicroBanking Bulletin (www.mixmbb.org), a benchmarking source for the
microfinance industry.
The MIX is a partnership between CGAP (the Consultative Group to
Assist the Poorest), the Citigroup Foundation, the Deutsche Bank Americas
Foundation, the Open Society Institute, the Rockdale Foundation and other
private foundations. The headquarters are located in Washington DC, with a
branch in Lima, Perù.
(Source: The Mix)
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The table below summarizes the most important sustainability/profitability ratios1.
Most of them require the adjustments described in this session.
Table 7.6

Sustainability/profitability ratios

RATIO

FORMULA

DEFINITION

Adjusted Operating
Profit

Operating Income – Adjusted
Operating Expenses

MFI’s adjusted profit

Adjusted Return on
Assets (AROA)

Adjusted Operating Profit / Average
Total Assets

Return on the assets of the
MFI (after adjustments).

Adjusted Return on
Equity (AROE)

Adjusted Operating Profit / Average
Equity

Return on the capital of the
MFI (after adjustments).

Operational
Self-Sufficiency (OSS)

Operating Income / Operating
Expenses

Degree to which operating
income covers operating
expenses

Financial
Self-Sufficiency (FSS)

Adjusted Operating Income /
Adjusted Operating Expenses

Degree to which operating
income covers adjusted
operating expenses

1

The ratios presented here are the most important for financial analysis but are only an overview of all the ratios
that can be calculated. For a complete reference on this subject and useful insights on the methodologies to use
and the adjustments, refer to “Microfinance consensus guidelines – Definitions of selected financial terms,
ratios, and adjustments for microfinance”, The Consultative Group to Assist the Poor (2003).
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This session reviews the basic elements of a good case structured according to the
purpose of analysing a microfinance institution.
The choice of the case content and the MFI is the first step, then data collection
using primary and secondary sources of data. The third and last part of this session
contains a summary of the guidelines that have been used by the respective authors for
the writing of the case studies contained in the second part of this manual. They used
these guidelines as a source of reference during the interviews with the MFI’s
directors, staff and clients.
8.1 Case content
The case should contain details as well as general elements; this doesn’t mean that
important data should be ignored but the research must pick up the main points and,
according to the information available, focus on them without presenting in the text all
of the data collected. Long cases with high quantity of irrelevant data lose the primary
objective of in depth analysis. For this reason brevity is a feature on which more
importance should be placed than presenting long detailed information.
Let’s start from the beginning, the choice of the MFI. The choice of the MFI is the
most critical decision in the whole process. MFIs differ immensely one to another: a
NGO completely differs from a commercial bank but they could both be MFIs with
similar products and target clients. Firstly it is advisable to analyse the market and then
focus on one segment: government agencies, aid programs, commercial banks and so
on. Then the particular choice of an institution is strategic and MFIs that are willing to
open their doors to external researchers must be given preference. Primary data, as we
will see, are important and give a greater “weight” to the investigation.
Once the MFI has been selected, the focus must be pointed out: here there are the
two main broad alternatives of analysing the entire institution or concentrating on a
particular aspect such as a particular product or methodology, the eventual process of
transformation of the institutional form or an impact assessment study.
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Title. It is important to get the reader’s attention from the beginning. Instead of
writing “MFI ABC Case Study”, could be used a title such as “Case Study on how
MFI ABC became fully financially sustainable in three years”.
Statistics. Statistics, figures and tables enrich the case but must only be used where
appropriate. Statistics help to illustrate better a problem. However technical analysis
with excessive statistics should be avoided. Statistics must be clearly presented
throughout the case clearly and with relevant explanations.
8.2 Data collection
Once the research topic has been defined data collection becomes the next step to be
undertaken by the researcher. A research project must include all of the possible
sources of data and in particular both primary and secondary data.
Secondary data is data that already exists and comes from other sources, while
primary data originates from the researcher for the purpose of the investigation. In this
section the pros and cons of each will be shown, with an emphasis on the importance
of extensively using secondary data in the first stage of the process.
8.2.1 Using secondary data
Among the various possible research methodologies, searching information on the web
is the fastest, cheapest and the most flexible. However, while the main advantages of
secondary data are cost and time, the disadvantages primarily come from a possible
lack of accuracy.
Foremost importance must be given to the source of the information. Not-audited
financial statements or other information contained on the MFI’s website are a good
starting point for a research but a data validation is recommended. A useful tool
available on the internet are the different microfinance resource centres (see
“Suggested resources on microfinance” section) where is possible to find precious
support but again it is advisable to investigate the source.
The web is an extraordinary tool for research that should be used extensively but at
the same time with care. The amount of information available can, at a certain stage,
became an obstacle and therefore slow down the process. Nevertheless in the initial
stage the net is an invaluable mean for getting the main information, contacts and
general directions.
If information is available as secondary data, the researcher should take it into
consideration. Secondary data is a powerful tool and every research process should
begin with this cost-effective and time-saving source.
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Table 8.1 Examples of sources of secondary data

•
•
•
•
•
•

The Consultative Group to Assist the Poor – www.cgap.org
The Microfinance Gateway – www.microfinancegateway.org
The Virtual Library on Microcredit - www.gdrc.org/icm
The Arabic Microfinance Gateway www.arabic.microfinancegateway.org
The microfinance information exchange – www.themix.org
Sanabel Microfinance Network of the Arab Countries – www.sanabelnetwork.org

Box 8.1

.

Sanabel

SANABEL – Microfinance Network of Arab Countries
Sanabel is a network of microfinance institutions in the Arab region
based in Cairo (Egypt). It was established in 2002 by 17 founding
institutions and by the end of 2005 Sanabel had more than 45 members
representing 11 Arab countries. The Sanabel members serve around 80% of
the total microfinance clients in the region and include specialized
microfinance institutions, microfinance programs within larger nongovernmental organizations, and banks with microfinance programs.
Sanabel’s mission is “to maximize outreach to Arab microentrepreneurs
by providing microfinance institutions with a forum for mutual learning and
exchange, capacity building services and advocacy for best practice
microfinance”.
The activities implemented by Sanabel include training programs
(training of trainers programs and training of microfinance managers),
networking activities such as the annual conferences, the website
(www.sanabelnetwork.org), a quarterly newsletter, and other initiatives that
aim to further develop best practices microfinance in the region. Sanabel
and CGAP have also launched the arabic version of the microfinance
gateway (www.arabic.microfinancegateway.org).
(Source: Sanabel)

8.2.2 Primary data
Secondary data is a convenient source of information but most of the times it does not
provide all the information needed for the research. It is critical but the main work has
to be done by the direct investigation of the author.
Several different ways for collecting information about an MFI and its operations
exist: from the most direct of visiting it and making interviews with the managers to
others more indirect and sometimes more fruitful such as directly interviewing clients
without the filter of the MFI.
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8.3 Guidelines for the writing of the case studies
For the writing of all the case studies included in the second part of this manual the
authors used, more or less extensively, general guidelines fixed for the purposes of
these cases. Below is reported a summary of these guidelines that cover, besides the
general information about the institution, the three main topics of outreach to clients,
financial sustainability and impact. Some suggestions for interviews with clients are
also included.
8.3.1 General information
- Name of MFI
- Year of establishment
- Legal status (Bank, NGO, Cooperative….)
- Region (of the Headquarters and reached by its products)
-Structure (Board, Chairman, General Manager, Credit Manager, Credit
Officers..)
- Office numbers (Head office, Branches)
- Contact information
- Institution’s mission
- Number of staff
- Products offered (Loans, Savings, Insurance….)
- Other services provided (Training services, Health Care Programs, Other non
Financial services)
- Main funding sources
- Largest funder
- Group – individual lending
- Average loan size (CREDIT DETAILS)
- Average loan term
- Methods used to assess the poverty level of clients
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- NUMBER OF ACTIVE BORROWERS :

Number of individuals who are
active borrowers with the MFI.

- NUMBER OF SAVERS :

Number of individuals who are
active savers with the MFI.

- AVERAGE LOAN BALANCE PER BORROWER : Total

loan portfolio (end of
period) / Number of active
borrowers (end of period)

- AVERAGE SAVINGS BALANCE PER SAVER :

Total savings (end of period) /
Number of savers (end of period)

8.3.2 Outreach
It is important to analyse the degree to which the MFIs reach a segment of the
population that does not traditionally participate in the formal or semi-formal
financial system (poor, illiterate, rural clients and women).

- CLIENTS BELOW POVERTY LINE (%) :

% clients below poverty line (where
the poverty line is defined as
population living on less than
US$2/day)

- WOMEN BORROWERS (%) :

Number of female borrowers /
Number of active borrowers

- ILLITTERATE CLIENTS (%) :

Number of illiterate borrowers /
Number of active borrowers

- RURAL CLIENTS (%) :

Number of rural borrowers / Number
of active borrowers

-CLIENTS STARTING MICROENTERPRISE % clients who access financial
FOR THE FIRST TIME :
services from the MFI and who are

starting a microenterprise for the first
time

79

Microfinance: Text and Cases - PART I

It is important to distinguish between the extent (or breadth) and the depth of
outreach:

- BREADTH OF OUTREACH :

Absolute number of poor people (the
target population) reached by the
MFI

- DEPTH OF OUTREACH :

Indicates the level of poverty of the
clients.

DEPTH OF OUTREACH INDICATOR (DOI INDEX)
This sums up the differences between the MFI outreach averages and the
country averages for each category of people.
MFI
PERCENTAGE WOMEN (0-1 scale)
PERCENTAGE RURAL (0-1 scale)
PERCENTAGE ILLITTERATE (0-1 scale)
PERCENTAGE POOR (0-1 scale)

WOMmfi
RURmfi
ILLmfi
POORmfi

COUNTRY
AVERAGE
WOMav
RURav
ILLav
POORav

DOI INDEX = (WOMmfi - WOMav) + (RURmfi – RURav) + (ILLmfi –
ILLav) + (POORmfi – POORav)
In this simplified version, the index varies from –4 to +4. If it is positive it
indicates that among the institution’s clientele there are more women, rural,
illiterate and poor people than the country average.
(Source: Adapted from “Outreach and Sustainability of Member Based Rural Financial
Intermediaries”, Julia Paxton and Carlos E. Cuevas in “The Triangle of Microfinance”, Manfred
Zeller and Richard Meyer, 2002)
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8.3.3 Financial sustainability
- SUBSIDY DEPENDENCE INDEX (SDI) :

Measures the percentage by which
interest rates charged to clients should
be increased in order to cover all costs
and eliminate subsidies (Yaron, 1992)

A study of 17 institutions underlined a positive relationship between DOI and SDI
(depth of outreach and reliance on subsidies) (Paxton, 2002)
- OPERATIONAL SELF-SUFFICIENCY :

Operating
Expenses

Income

/

Operating

- FINANCIAL SELF-SUFFICIENCY :

Adjusted Operating Income / Adjusted
Operating Expenses

Customer deposits (savings) and debt must be adjusted to reflect market rates on
loans and deposits. Subsidies, soft loans or in-kind donations must be accounted for
the adjustments. Cash donations must be excluded from operating income. All the
details of adjustments calculations are discussed in session 7.
- VOLUME SAVINGS / VOLUME LOANS
OUTSTANDING
- ARREARS RATE :

Total loan instalments past due / Gross
portfolio outstanding

- PORTFOLIO AT RISK (PAR) :

Total outstanding loan balance with at
least an instalment past due (>30 days
or >90 days) / Gross portfolio
outstanding
(The numerator includes the entire
unpaid balance on loans with at least
one late loan instalment)

- RISK COVERAGE RATIO (30):

Loan loss reserve / Portfolio at risk
>30 days

- LOAN LOSS RATE :

Total amount of written off (over a
given period) / Average outstanding
portfolio (for the same period)
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- REAL EFFECTIVE INTEREST RATE :

Interest rate calculated taking into
account the nominal interest rate, the
method used for their calculation,
when they are paid, membership,
application and other fees. Interest
rates calculations are discussed in
session 5.

- INTERNAL SOURCE TO LOAN RATIO :

(Total Deposits + Paid-up Capital +
Reserve Funds + Undistributed Profits)
/ Outstanding Loans

- PERSONNEL EXPENSE RATIO :

Personnel Expenses / Total assets

-COMMERCIAL FUNDING LIABILITIES
RATIO :

All liabilities with “MARKET” price /
Gross loan portfolio

- COST PER BORROWER :

Operating expenses / Average number
of active borrowers

-ACTIVE BORROWERS / NUMBER OF
PERSONNEL
- ADJUSTED RETURN ON ASSETS (AROA)

Adjusted Operating Profits / Average
Total Assets

AROA measures how well an MFI has used their assets to generate income
- ADJUSTED RETURN ON EQUITY (AROE) Adjusted Operating Profits / Average

Total Equity
- PORTFOLIO YIELD

Income from Lending / Average
Outstanding Portfolio

8.3.4 Impact
Indicators
- IMPACT ON HOUSEHOLD INCOME
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- Repayment rate
- Income volatility
- Level of voluntary savings

SESSION 8

Guidelines for writing a microfinance case study

Impact of credit programs on household income can be also measured indirectly by
several indicators such as the repayment rate, the income volatility and the level of
voluntary savings. An high repayment rate is often indicative of an effective credit
scheme and thus of a positive impact.

- IMPACT ON ASSETS

- IMPACT ON EDUCATION

Indicators
- (Farm) Equipment
- Livestock ownership
- Electrical devices
- Irrigated land
- Electric connection

Indicators
- % literate adults in household
- Education level of household head
- Current attendance in school

An increase in the borrower’s level of education after the participation in a credit
program is often reported as a success factor.

-IMPACT ON LOCAL
COMMUNITY DEVELOPMENT

Indicators
- Creation of Groups and Centers
- Meetings at Group and/or Center level

The group approach creates the feeling that member borrowers belong to a
community with common goals and interests. Furthermore they experience a moral
obligation to honour their financial commitments and they are less likely to become
delinquent. In the Grameen methodology this kind of impact has a crucial
importance as the whole credit scheme requires and straighten social cohesion.
Indicators
-GENDER-BASED IMPACT
(WOMEN’S EMPOWERMENT)

- % clients women
-Effective control of loan used by
women
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Effective control of loan use by women is also very important in achieving
positive welfare outcomes. Again the Grameen methodology demonstrated that
women increased their social position, exercised control over loan use and played a
crucial role in the success of the group lending scheme developed by the bank.
8.3.5 Clients interviews
The following details are some of the information that can be collected directly
interviewing the clients of the microfinance institution under analysis.
-

BORROWER’S NAME

-

AGE

-

MALE / FEMALE

-

NUMBER OF HOUSEHOLD’S MEMBERS

-

NUMBER OF HOUSEHOLD’S EMPLOYED MEMBERS (PERMANENT, SEASONAL etc..)

-

EDUCATION

-

TYPE OF ACTIVITY FINANCED THROUGH THE LOANS

-

MAIN / SECONDARY ACTIVITY

-

NUMBER OF LOANS RECEIVED

-

AVERAGE LOAN AMOUNT

-

REPAYMENT SCHEDULE (WEEKLY, MONTHLY, etc..)

-

ACTUAL REPAYMENT (ON TIME – RESCHEDULED – OVERDUE)

-

OVERDUE’S EXPLANATION AND REPAYMENT FORECAST

-

WHERE DID HE/SHE HEAR ABOUT THE SERVICES OF THE MFI?

-

DID HE/SHE GET OTHER LOANS BEFORE THE ACTUAL ONE? (ALSO FROM OTHER
INSTITUTIONS)

-

DID HE/SHE HAVE ANY KIND OF PROBLEMS IN MANAGING THE LOAN? DID
HE/SHE RECEIVE HELP FROM THE MFI?

-

FINAL INTERVIEWER’S REMARKS

8.4 Conclusion
This session provided an overview of basic principles to write a case study and
presented the general guidelines for writing a microfinance case study. This session
has presented key ratios to collect when investigating a microfinance institution, which
are then divided according to the main areas of general information, outreach
indicators, impact evaluation and financial sustainability. The indicators contained in
the paragraph for financial sustainability are a summary of what have been presented
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in details in sessions 5, 6 and 7, dedicated respectively to microcredit interest rates
structures, delinquency measures and financial analysis.
There is a strong need for accurate microfinance research and I hope that this
manual, and the general guidelines for writing cases about microfinance institutions
presented here, will stimulate interest and thus contribute to that need. Furthermore
radical changes to fully undertake the crucial step of reaching more clients, and doing
that through the attraction of commercial capital1, are also needed in the industry. This
result can be achieved through a greater amount of information available to investors
and in general to whole the community.

1

See session 2 for more information about this topic and the debate between the welfarists and institutionists.
Also refer to case 1 “Microfinance in Egypt” and case 3 “The involvement of commercial banks in microfinance:
the Egyptian experience” for some experiences of commercial banks in microfinance.
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Suggested resources on microfinance

Websites
ACCION INTERNATIONAL – www.accion.org - ACCION is a network of
microfinance institutions based in Boston, USA. The network is formed by
microfinance organizations throughout Latin America, the Caribbean, Asia and Africa,
and also serves U.S. microentrepreneurs through the U.S. ACCION Network.
BANCO SOLIDARIO – www.bancosol.com.bo - BancoSol S.A. (Banco Solidario
S.A.) was incorporated in February 1992 as the world’s first commercial bank solely
dedicated to providing microfinance services to microentrepreneurs. BancoSol was
created as a result of the transformation from a Bolivian NGO, into a regulated
financial entity.
BANK RAKYAT INDONESIA – www.bri.co.id - Bank Rakyat Indonesia (BRI) is
the world’s largest microfinance institution. BRI provides savings, credit, and other
financial services to its clients. Since its establishment in 1985, BRI has consistently
tailored its services to meet the needs of low-income members of the community. Its
main focus has been on providing loans to small businesses.
CGAP, Consultative Group to Assist the Poorest - www.cgap.org - The
Consultative Group to Assist the Poor (CGAP) is a consortium of 28 public and
private development agencies and it is housed at the World Bank. The website
contains a wide range of documents, surveys, technical notes and other useful
documents about all the aspects of microfinance.
CLIENT TARGETING CENTER .
www.microfinancegateway.org/section/resourcecenters/clienttargeting - The CGAP
Client Targeting Center provides information on the targeting tools that MFIs use.
GRAMEEN BANK – www.grameen.info.org - The Grameen Bank provides financial
services to the poorest of the poor in rural Bangladesh without collaterals.
GRAMEEN FOUNDATION USA – www.gfusa.org - Grameen Foundation USA is
a dynamic, non profit organization that uses microfinance and innovative technology
to fight global poverty and bring opportunities to the world's poorest people.
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IMP-ACT - www.imp-act.org - Imp-Act develops tools and market researches to
support the needs of microfinance institutions.
IMPACT ASSESSMENT CENTRE .
www.microfinancegateway.org/section/resourcecenters/impactassessment
This
websites aims at promoting the use of impact studies by microfinance institutions.
JOURNAL OF MICRO FINANCE – www.microjournal.com - The Journal of
Micro-finance is a forum for sharing ideas and information related to the practice of
micro-finance. This journal features articles and special symposia written by leading
practitioners and academics in the field of micro-finance and micro-enterprise
development.
MICROCREDIT SUMMIT CAMPAIGN – www.microcreditsummit.org - More
than 2,900 people representing 1,500 organizations from 137 countries attended the
first Microcredit Summit in Washington, D.C. in February 1997. The Summit's
website includes a searchable database of Microcredit Summit Council members,
speeches from the Summit events, links and reports.
MICROFIN – www.microfin.com - Microfin is a computer spreadsheet which has
been designed to assist microfinance institutions in developing detailed financial
projections to accompany their business plans. This software have been developed
with the assistance of the Consultative Group to Assist the Poorest (CGAP) and
Women's World Banking (WWB). The materials were developed starting in 1997 and
are currently in use in hundreds of microfinance institutions around the world.
MICROFINANCE AUDIT INFORMATION CENTER .
www.microfinancegateway.org/section/resourcecenters/auditcenter - An information
center about external audit for microfinance institutions.
MICROFINANCE INFORMATION EXCHANGE - www.themix.org - The MIX is
a global information service for the microfinance industry. It provides information on
microfinance institutions, funds, and other support organizations, as well as specific
benchmarking data to compare performance based on peer groups according to
geographic region, institutional size, and other distinguishing characters.
MICROFINANCE DISTANCE LEARNING COURSE - www.uncdf.org/mfdl - A
very useful distance learning course by the United Nations Capital Development
Fund's Special Unit for Microfinance accessible on the internet and intended to make
basic knowledge of microfinance.
MICROFINANCE MANAGEMENT INSTITUTE – www.themfmi.org - Cofounded by the Consultative Group to Assist the Poor (CGAP) and the Open Society
Institute (OSI), the Microfinance Management Institute aims at developing capacity in
microfinance management. The main program developed by the institute is the
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Microfinance in MBA programs project developed in cooperation with some
management schools located in developing countries.
MICROINSURANCE CENTER - www.microinsurancecenter.org - The
microinsurance center developed partnerships around the world to facilitate access to
microinsurance services by low income people.
MICROSAVE - www.microsave.org - Microsave promotes the development of a
market-led approach of delivering saving services by microfinance institutions.
PROCREDIT NETWORK – www.procredit-holding.com - Together with a group of
partners, ProCredit Holding established 19 financial institutions in Eastern Europe,
Latin America and Africa to serve low income people.
PRODUCT COSTING RESOURCE CENTER - www.cgap.org/productcosting - A
useful resource for product costing in microfinance.
SANABEL MICROFINANCE NETWORK OF ARAB COUNTRIES –
www.sanabelnetwork.org - Sanabel is a network of the leading microfinance
institutions in the Arab region based in Cairo (Egypt). It was established in 2002 by 17
founding institutions as a membership-driven regional network for MFIs. By the end
of 2005, Sanabel had more than 45 members representing 11 Arab countries. These
members collectively serve more than 85% of the total microfinance clients in the
region.
SAVINGS INFORMATION RESOURCE CENTER .
http://microfinancegateway.org/resource_centers/savings - The site contains a large
number of information on saving mobilization among low income people.
TECHNOLOGY RESOURCE CENTER .
http://www.microfinancegateway.org/resource_centers/technology - The website
focuses on information system innovations for timely and accurate reporting and
disclosure in microfinance.
THE ARABIC MICROFINANCE GATEWAY –
.
www.arabic.microfinancegateway.org - The major online resource of microfinance in
Arabic.
THE MICROFINANCE GATEWAY - www.microfinancegateway.org - The
Microfinance Gateway is a global microfinance portal with a large searchable archive
of documents and case studies.
THE MICROFINANCE RATING AND ASSESSMENT FUND www.ratingfund.org - This resource provides profiles of rating agencies involved in
microfinance, rating reports and other information.
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UNITED NATIONS CAPITAL DEVELOPMENT FUND MICROFINANCE –
www.uncdf.org/english/microfinance - The microfinance unit of the United Nations
Capital Development Fund provides funding, technical support and training services.
The website contains information, documents, reports and all the details of the
International Year of Microcredit 2005.
USAID, United States Agency for International Development – www.usaid.org The United States Agency for International Development (USAID) is a federal
government agency created in 1961 that fights poverty and extend assistance to
countries after disasters.
VIRTUAL LIBRARY ON MICROCREDIT AND MICROFINANCE –
www.gdrc.org/icm - The virtual library on microcredit and microfinance is a database
of information, case studies, articles and other documents related to microfinance.

Books
Harper, Malcolm (2003) “Practical Microfinance: a training manual”, ITDG
Publishing, London
Harper, Malcolm and Singh Arora, Sukhwinder (2005) “Small Customers, Big
Market”, ITDG Publishing, London
Helms, Brigit (2006) “Access for All: Building Inclusive Financial Systems”, CGAP,
The World Bank Group, Washington DC
Ledgerwood, Joanna (1999) “Microfinance Handbook: An Institutional and Financial
Perspective”, The World Bank, Washington DC
Meyer, Richard and Zeller, Manfred (2002) “The Triangle of MICROFINANCE:
Financial Sustainability, Outreach and Impact”, John Hopkins Press
Robinson, Marguerite (2001) “The Microfinance Revolution: Sustainable finance for
the poor”, The World Bank, Washington DC
Rutherford, Stuart (2000) “The poor and their money”, Oxford University Press,
Delhi
United Nations Capital Development Fund (2002) “Microfinance Distance Learning
Course”, UNCDF, Special Unit for Microfinance
Yunus, Muhammad (1998) “Banker to the Poor: The Autobiography of Muhammad
Yunus, Founder of Grameen Bank”, The University Press Limited, London
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Chapter One
Microfinance in Egypt
1) Introduction:
Most developing countries operate under a dual monetary system: a small and
often controlled or influenced organized money market with severely binding legal
restrictions on nominal interest rate ceilings, catering to the special requirements of
specific groups of firms with large internal savings; and a large but amorphous
unorganized money market, uncontrolled, illegal often usurious, to which most lowincome and poor individuals are obliged to turn to for their financial needs.
This situation may not be accepted from the equity point of view, since the
deposits of commercial banks come from a wide cross-section of population, the
benefit of their financing operations should also be broadly disbursed.
2) Importance of Small and Micro Finance:
Small and micro enterprises (SME’s) are a dynamic force for sustained
economic growth and job creation. In Egypt, the government’s ambitious growth plans
hinge on providing the private sector with a greater role in investment activities.
Crucial to this plan is the promotion of SME’s that constitute more than 99% of the
private establishments in the non-agriculture sector, about 80% of value added and two
thirds of the labor force.
Micro and small enterprises create a healthier climate for competition and are
more conducive to the realization of greater efficiency and equity. But it must be
admitted that SME’s, although preferable, may not be feasible for all types of
economic activities. Hence large business enterprises may also have to be allowed.
Despite the importance of SME’s to economic development, agriculture and
small and micro industries suffer from lack of government support, overvalued
exchange rates, import subsidies and commodity aid. Most small and micro units
operating in these sectors are small, unorganized, and unarticulated; and hence unable
to exert any political pressure. The most crucial drawback in the development of
SME’s is the lack of financing facilities. This results in the vicious circle of negligence
and poverty of these sectors and their inability to finance investments and improve
technology.
Catherine Shaw, a researcher in the London School of Economics, Business
History Unit, pointed out that: ‘The recruitment of business leaders from one social
class or a narrow social stratum is an ominous symptom; it suggests that society is
failing to utilize its reservoir ability (1). The adoption of well organized small and micro
(1) Source: Quoted by Chapra, M. Umer, “Economic Development in Muslim Countries: A Strategy for

Development in the Light of Islamic Technique”, Al-Azhar University, Cairo, Egypt. September 1988.
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financial systems is the only way to exploit this pool of ability and the potential
contribution that the micro enterprise can make to output, employment, and income
distribution.
The selected committee on hunger stated that: ‘The provision of small amounts
of credit to micro enterprises in the informal sector economy of developing countries
can significantly raise the living standards of the poor, increase food security, and
bring about sustainable improvement in local economies’. The committee also
indicated that ‘formal financial institutions in those countries do not recognize the
viability of income generating enterprises owned by the poor’ (1).
Finally, Professor Yunus, the pioneer of micro finance and the founder of
Grameen Bank in Bangladesh noted that ‘the poor are poor today because of the
failure of financial institutions to support them in the past’ (2).
3) Definition of Micro Enterprise:
In June 2004 the new Small Enterprise Law was issued in Egypt. The law deals
with three main issues: the identification of small and micro enterprises, the role of the
social fund for development (SFD) with regard to the SME sector, and the benefits
accorded to SME’s by virtue of the law.
Small enterprises are defined in the law as those with a paid up capital between
fifteen thousand and one million pounds, and less than fifty employees; whereas micro
enterprises are those with a paid up capital of less than fifty thousand pounds,
irrespective of the number of employees. Perhaps more importantly, SME’s as defined
in the law are companies or sole proprietorships.
As both forms are legally registered, the definition of SME’s in the law
excludes informal business altogether. SME’s, which qualify, will be able to register
with the SFD and obtain a national identification number.
As regards to the role of SFD, the law states that it shall be responsible for
‘planning, coordinating, and promoting the spreading of SME’s and assisting them in
obtaining financing and services’. The law in effect institutes the SFD as the body in
charge of overall coordination and planning for the SME sector, and providing the
necessary basis for allowing it to collect the data relevant to such coordination from
various entities involved. The law, however, does not go as far as making the SDF a
regulator or licensor of SME finance.
Also, it may be noticed that the law is unclear what limitations and
opportunities it creates for microfinance.
(1) Source: Quoted by Chapra, M. Umer, “Economic Development in Muslim Countries: A Strategy for
Development in the Light of Islamic Technique”, op.cit. P:50
(2) Source: Yunus, Muhammad, “Group-based Savings and Credit for the rural poor”. Dhaka: Grameen Bank,
184, P.4.
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The micro enterprise from the point of view of Micro Finance Institutions
MFI’s in Egypt is defined as an enterprise that has passed a year of establishment,
employs fewer than 10 workers, and has a capital turnover rate of LE15000, with the
owner being the main bread winner in the household. MFI’s provide financial services
to micro enterprises regardless their legal entity, and whether they belong to the formal
sector or not (1).
4) Supply and Demand for Microfinance Service:
Microfinance services provided in Egypt are mostly limited to credit and, to a
lesser extent, saving products. Micro lending in Egypt is provided through two main
channels. The first is through private and public banks, which are regulated by the
Central Bank of Egypt and operate under Law No. 88 of 2003. the second is through
nongovernmental organizations (NGO’s), which are regulated by the Ministry of
Social Affairs and governed under Law No. 84 of 2002 on Non-Governmental
Societies and Organizations.
The gap between actual demand for micro enterprises and the supply of
microfinance services is significant, it has been estimated that at least 90% of demand
is unmet. There is an active need in the market for outstanding credit of around LE8.5
billion. To reach such an amount through traditional loans would require banks to
disburse around LE25 billion a year; however, due to high loan turnover in MSE’s,
this could be reached by disbursing LE17 billion in a year. This amount can be easily
provided through banks funds that exceed over LE300 billion in addition to their
ability to attract deposits that can be profitably regenerated into microfinance.
Conditions necessary to meet current demand for microfinance services include a)
having a significant institutional presence in Egypt’s governorates, b) instituting
procedures whereby the lending institution accesses clients and not the other way
around (bank to the poor), c) the adoption of international best practices in the design
and provision of microfinance programs, and d) a conducive, supporting legal and
regulatory environment (2).
5) The future of Public and Private Banks in Microfinance:
Commercial banks in Egypt have approximately 1645 branches of which 1200
belong to public or former public owned banks distributed among Egypt’s
governorates. It may be noticed that although collectively the banks have penetrated
all 26 of Egypt’s governorates, covering 95% of all of Egypt’s districts, no bank has
been independently able to access the entire country. Banks are less able to provide
microfinance in areas where they do not have branches. One solution to overcome the

(1) Source: Bahaa-el-Din, Ziad, “Environmental Quality International”, June 2004 PP1-2
(2) Source: Environmental Quality International, “How to Best Utilize Banks in Microfinance”, United
Nations Capital Development Fund, Special Unit for Microfinance, (UNCDF/SUM), September 2004.
PP2-3.
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challenge of penetration was for banks to outsource their loan disbursement service to
other agents in order to have a wider outreach to clients in geographical areas where
the bank has no branches. The agents may have a comparative advantage in areas that
the bank wants to target where it lacks branches.
There are only four banks in Egypt that are currently engaged with micro
lending programs. These consist of three state-owned banks: Banque Du Caire,
Banque Misr, and Principal Bank for Development and agricultural Credit (PBDAC);
and a single private bank: The National Bank for Development (NBD). Apart from
PBDAC’s program, which provides loans to rural women and farmers, all banks offer
financing of working capital – short term assets – largely to commercial trade and
service micro enterprises. Lending and collecting methodology may differ from one
bank to another, but, in general, all adopt the so called ‘Step Lending Methodology’
traditionally applied by the NGO’s. The National Bank for Development (NBD) was
the first bank to start engaging with microfinance by the establishment of Small and
Micro enterprises Division within the bank in 1987 under a project funded by the
USAID. PBDAC started its rural microfinance programs in 1993, while Banque Du
Caire and Banque Misr initiated their operations more recently in July 2001 and
September 2003, respectively.
It may be noticed that there is a limited number of banks that are involved in
microfinance, where there are more than 63 banks in Egypt, only four of them
participated in micro lending. This means that the majority of private banks are still
absent from availing funds to the micro sector and tend to regard micro finance either
as too risky or as a development function that should be reserved to NGO’s and public
sector banks. This perception comes as a consequence of the fact that most of Egypt’s
micro finance initiatives have been donor driven programs aiming to help existing
micro enterprises meet their short-term financial needs, namely financing working
capital. Notably, the USAID has initiated and funded most of the microfinance
activities in Egypt with estimates crediting USAID with financing roughly 70% of all
activities in the sector(1).
5-1) Incentives for Bank Engagement in Microfinance:
There are several factors which may induce banks to engage in microfinance,
among which are:
a) The high potential for profits that this sector holds. In the experience of NBD,
microfinance yields a 15% return on assets compared with the 10% return
witnessed in traditional bank activities.
b) Risk disbursement is more evenly spread with microfinance. In microfinance
the risk of a LE120 million fund would be divided between more than 70,000
clients operating in three different sectors (for instance: trade, manufacturing,
and services). By contrast, the same fund applied to traditional loans would risk
being concentrated in a few clients operating in one or two sectors.
(1) Source: Environmental Quality International, ‘The Potential for New Microfinance Products and Services’,
United Nations Development Program (UNDP), January 2005, PP2-4
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c) In addition, engaging in microfinance allows banks to access a new market of
clients that would otherwise have no dealings with bank institutions. This is a
distinctive advantage in view of the role that brand loyalty can play in securing
client accounts and encouraging them to access other banks.
5-2) Constraints to Bank Engagement in Microfinance:
Microfinance n Egypt faces the following constraints:
a) Market distortions: for one, the SFD offers loans to micro borrowers at
subsidized interest rates. For another, the banking law levies a 0.6% duty on
each bank loan. The duty is not a major problem at present, but it is foreseen
that as competition in microfinance intensifies and as institutions attempt to
decrease their prices, the duty will become more of a problem.
b) Lack of collateral: this could be one of the determining factors discouraging
banks from engaging in the microfinance sector as a whole. In reality, however,
microfinance yields high rates of repayment, increasing banks’ reserves and
allowing them to develop zones, all without the use of credit guarantees.
c) Concentration of the Bank Portfolio: for most banks, the concentration allotted
to microfinance is minimal if measured against the bank’s overall portfolio (1).
5-3) Legal Obstacles to Micro Credit:
a) Business formalization: Business that are interested in obtaining banking credit
must provide proof of commercial registration, as well as operating licenses in
some cases. Thus formalization becomes a prerequisite for obtaining credit. The
cost, effort and overall burden associated with business formalization have been
recognized as one of the obstacles to the poor entrepreneurs.
b) Collateral Requirements: The difficulty of providing the required collateral has
long been recognized as the main obstacle to bank finance. Under the new
Banking Law, banks have become under increasing pressure to obtain the right
tangible assets as collateral. Not only is more emphasis placed on the need to
obtain the right tangible assets as collateral, but also a significant obligation is
imposed on members of a bank’s internal audit committee to ascertain the
valuation of assets submitted as collateral.
c) Internal procedures: internal procedures, especially within larger institutions,
have tended to consume much more time than is warranted, especially when the
credit in question does not necessitate such procedures. It is also a costly
process, which makes credit institutions reluctant to deal with the whole
category of micro borrowers.
d) Credit history: the absence of ‘credit bureaus’ is one of the elements in reducing
the efficiency of credit approval for microfinance within financial institutions.
(1) Source: Environmental Quality International, ‘How to Best Utilize Banks in Microfinance’, op.cit. P7.
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e) Judicial enforcement and criminal sanctions: lenders considering a potential
credit approval are undoubtedly concerned not only about the viability of the
business, but also about the possibility of foreclosure on the business and the
credit collateral in case of default. The less likely are the chances for a reliable
and speedy foreclosure procedure, the more concerned will the lender be, and
accordingly, the more likely that additional guarantees will be required. Thus,
the reliability and speed of foreclosure is not only a guarantee to the lender, but,
more importantly, the most effective incentive for greater access to
microfinance and for reducing its cost (1).
6) Non Governmental Organizations:
Beyond lending by the formal banking sector as outlined above, financial
services to small and micro enterprises are provided through lending programs by
NGO’s that are financed through national and international donor agencies. Activities
of NGO’s, including financial service activities are governed by Egypt’s NGO Law 84
of 2002, which requires that they operate as not-for-profit associations, foundations, or
unions.
Credit is the dominant service provided by NGO’s to micro enterprises. The
individual lending methodology is still dominant in Egypt, both in terms of the
percentage of total micro loans and the portion of programs devoted to the
methodology.
The types of NGO’s that are engaged in lending to small and micro enterprises can be
distinguished as follows:
a) Specialized NGO’s: These microfinance institutions (MFI’s) are usually NGO’s that
are governed by people with strong business backgrounds. USAID has supported the
establishment or development of several business associations in different
governorates that in terms of lending volume are the largest NGO lenders in Egypt. In
terms of outreach and sustainability, these specialized groups tend to be the most
successful players.
b) Social development NGO’s: These NGO’s have a broader mission and provide a
range of community based social development services, of which micro credit is but
one. They typically have limited experience and at times low appreciation for micro
credit best practices. Their results in terms of outreach and sustainability are mixed.
c) Umbrella NGO’s: These NGO’s serve as a nationwide grouping of community
based organizations and are often closely linked to the government. They face issues
similar to those of the social development NGO’s.

(1) Source: Environments Quality International, ‘Review of the Legal and Regulatory Framework Affecting
Microfinance’, The Steering Committee, August 2004, PP5-6.
(2) Source: Environmental Quality International, ‘ The Potential for New Microfinance Products and Services’,
op.cit. PP2-3
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d) Community Development Associations (CADs): These small, local,
voluntary organizations tend to perform a credit retailer function for umbrella or social
development NGO’s. Activities are largely based on volunteers. Understanding and
concern for micro credit best practices are very limited (2).
As it is revealed from the previous discussions of the role of the two different
MFI’s, commercial banks and NGO’s, that both of them provide credits to the poor
borrowers, however they don’t enjoy equal competition. Banks are governed by the
banking law and supervised by the central bank, whereas NGO’s are governed by the
NGO law ad supervised by the Ministry of Social Affairs. As a result of regulatory
difference, NGO’s can offer lower interest rates but can not easily raise funds through
bank loans and other means. Banks can hold ample funds but pay duties that raise
interest rates. In order to insure an enabling microfinance environment, it is important
to have unified standards for microfinance provision irrespective of the financing
institution. Once unified standards for microfinance are applied to all MFIs, free
competition among these institutions would be in the best interest of the client, and
eventually the MFI looking for profit will target the not yet served markets, rather than
the saturated ones(1).
7) The National Postal Authority:
The National Postal Authority is a significant player in microfinance because it
offers saving accounts with competitive interest rates and because it controls a
formidable national network of facilities, thus reaching the grassroots of Egyptian
society in both urban and rural areas. The postal Authority has around 10,000 outlets
(3,400 post offices and 6,000 postal agencies) throughout the country. Its workforce of
45,000 individuals serves 11 million Egyptians who maintain LE22.5 billion in postal
saving accounts. Some commercial banks contend that they have been hindered from
engaging in micro savings because they can not compete with the high interest rates
that the Postal Authority offers to its clients.
The Postal Authority’s impact on the microfinance sector is soon to grow.
During recent efforts by the government to restructure and modernize the Postal
Authority, new cash transfer services have been introduced in collaboration with
Western Union to diversify the product portfolio offered to clients. In addition, the
Postal Authority recently signed a cooperation protocol with the SFD to provide micro
credit services to its customers. Given the Authority’s extensive network of facilities,
the outreach impact would very likely be profound (2).
It may be concluded that outreach of MFI to the poor is not a problem to make
available microfinance service to the low-income and poor people in Egypt. What is
needed is an optimum utilization of these facilities.
(1) Source: Environmental Quality International, ‘How to Best Utilize Banks in Microfinance’
op.cit. PP7-8.
(2) Source: Environmental Quality International, ‘The Potential for New Microfinance Products and
Services’, op.cit. P3.
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8) The Private Sector:
The full potential of private sector engagement in the development of the
economy still remains unrealized. A key constraint to such engagement is the
unfulfilled potential of large businesses to provide financial facilities to micro and
small enterprises. The reason for this may be attribute to three main factors; namely:
existing perceptions of small scale enterprises, lack of information on the SME sector,
regulatory constraints, and current business processes that are inappropriate for
servicing microfinance markets.
8-1) Perception:
Private sector companies tend to view microfinance as a social rather than a
commercial activity. They consider microfinance to be a donor funded development
activity and view microfinance markets as small, low-margin markets that can not be
served profitably and whose low production standards may seriously compromise their
business. As such, private sector companies have limited interest in entering into
microfinance markets.
8-2) Lack of Information:
The information nature of micro enterprises in Egypt as well as the lack of a
formal microfinance market has resulted in a lack of information on the microfinance
market in Egypt, the operations of micro enterprises, their performance, their financing
needs, and means of servicing them. The absence of such essential data discourages
financial institutions from offering tailored facilities ending to micro enterprises, micro
service providers or potential investors willing to profit from emerging sectors.
8-3) Regulatory Constraints:
The current government structure of different financial markets is generally not
conducive to the engagement of private sector companies in the provision of
microfinance. Regulatory constraints hinder their engagement in two broad ways:
a) Excessive regulation hinders the development and delivery of new products, or
forces companies to implement inefficient business processes that are not
appropriate for the delivery of microfinance services and that would make them
prohibitively expensive.
b) Various lump sum duties and taxes increase the cost of operations, often
disproportionately for micro products, there by making it difficult or imposiible
to provide microfinance services profitably.
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8-4) Internal Infrastructure:
Business processes in place in private sector companies do not allow for the
profitable delivery of microfinance services. Successful entry in this market requires a
different approach with a different set of operational processes.
It may be concluded that a crucial ingredient to increased private sector engagement in
microfinance markets is the creation, capturing, and dissemination of the success
stories. Promising Egyptian initiatives, as well as international private sector
experiences in microfinance markets, may encourage the private sector to engage in
this business(1).
9) Current Microfinance Services Available in Egypt:
Despite the variety of financial services that could be offered to micro
enterprises and consumers, credit has been the main type of microfinance product
offered to the Egyptian market. These credit services have been offered in the form of
micro loans that are predominantly provided through non-government organizations
(NGO’s).
9-1) Credit Services:
Credit services provided in Egypt are dominated by two types of products:
individual loans financing short term operating costs of existing enterprises,
predominantly in the retail and mercantile sectors in urban and semi-urban settings;
and group lending for income generating activities of women in the lowest income
categories.
Other types of credit services, including asset based lending, and micro-leasing
products have not been provided on a significant scale in Egypt. The products offered
in Egypt can be generalized as including:
a- Micro lending to groups, loan size of LE50 to LE500 (offered by NGO only).
b- Micro lending to individuals, loan size of LE300 to LE1,500 (offered by NGO
only).
c- Small enterprise lending to individuals for working capital, loan size of
LE1,500 to LE10,000 (offered by banks and NGO’s).
d- Medium enterprise lending to individuals, loan size LE10,000 and up (offered
by banks and NGO’s)

(1) Source: Environmental Quality International, ‘Interview with the Private Sector
Representatives’, Draft Report, Project Steering Committee, August 2004, PP17-18.
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9-2) Savings/Deposits Services
Savings services are necessary because many poor households are not in a
position to take advantage of credit for investing in human or physical capital to
increase and diversify their incomes. Other households require additional services
besides credit to manage the household budget and risks. Moreover, poor people can
save in the form of human capital by improving their health, nutritional status, and
education. MFI’s need to recognize that this form of savings can produce real future
benefits by raising productivity and speeding development.
Although public and private sector banks in Egypt offer savings accounts to the
general public, the National Postal Authority remains the dominant provider of micro
savings due to its extensive outreach and low cost application procedures. In this
regard, low income savings mechanisms are often informal. The informality is due to
the unwillingness of the formal banking sector to deal with small savings due to the
higher administrative costs associated. Moreover, the reluctance of entrepreneurs to
deal with the banking system, which can be rather intimidating, also contributes to the
informality of SME savings. It is estimated that less than 50% of SME’s use formal
channels for savings. He Ministry of Foreign Trade estimates that 95% of SME’s do
not even maintain a bank account. Consequently, no one hand large amounts of
savings remain unutilized for financial intermediary, and on the other hand, neither
non-bank financial institutions nor NGO’s are allowed to capture savings.
9-3) Insurance Services
In addition to borrowing and savings services, the poor need insurance to
protect themselves from uncertainty. In the absence of insurance, the poor avoid risky
but potentially profitable economic activities and enter into informal insurance
arrangements or rely on precautionary savings.
With regards to the insurance industry in Egypt, state owned companies remain
the main providers of insurance services to this sector, where they account for more
than 90% of the market share. While some of their products are affordable for micro
enterprises and micro consumers, these follow product driven approaches neither
designed nor marketed to meet the needs of the micro sector. Some microfinance
programs, like that of NBD, provide life insurance to their clients to cover part of the
amount lent in case of default due to death. However, these insurance packages are
only provided embedded with credit packages as to reduce MFI’s risk of default but
not offered as a stand alone product (1).
The following two sections show the experience of one commercial bank in
Egypt – National Bank for Development – in microfinance, Section two. Section three
presents the experience of the non-governmental organizations – Alexandria Business
Association – in microfinance.
(1) Source: Environmental Quality International, ‘The Potential for New Microfinance Products
and Services’, op.cit. P4.
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Chapter Two
The experience of Commercial Banks in Microfinance
The National Bank for Development
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National Bank for Development Information Sheet
Year of Establishment: 1987
Legal status: Bank
Number of braches involved: 44, divided into:
30 specialized units
14 windows
Demographic distribution: the program covers 16 of Egypt’s governorates.
Products of program:
a- Short term loans 1-12 months
b- Savings accounts. Compulsory savings at 10%
c- Insurance.
d- Certificate deposits for small savers.
Total number of employees: 376, divided into:
Direct:
318
Managerial: 58
Methods and criteria of assessing clients:
Criteria of client selection:
1- The client (borrower) must have an active business or which s/he
needs the loan.
2- The client must have a good reputation in terms of trade and
transactions with suppliers and customers, as well as willingness to
pay his/her dues.
3- The ability of the active business to cover the new liability that is the
loan.
4- The credit officer’s investigation about the client must be
satisfactory.
5- The preliminary credit study conducted by the credit officer must
indicate that the client will have future cash flows for loan
repayment.
Conditions of loan granting:
- Collaterals:
The program does not require traditional collaterals. The borrower
provides a copy of his/her ID.
- Interest (according to loan type): 16% annually
- Method and time of payment:
The loan officer collects interest from the borrower at the premise of
his/her business. Also the collection of principal is made weekly or
monthly by arrangement with the client, and according to his business
and abilities
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-

Loan types:
The program provides short term loans (1-12 months)
Compulsory savings:
The client starts a small savers’ account with at least 10% of the loans
value before s/he is granted the loan.
Installments collection methods
Through the loan officer at the premise of the borrower’s business

Training Programs for Loan Officers:
Training programs are divided according to level and length into:
a- Classes
The loan officer attends lectures on the program and bank system in the
training department in the bank for 2 weeks.
b- Practical training
A hands-on training experience where the loan officer opens accounts
and gets involved with the collection process in one of the program’s
specialized units for 2 weeks.
This is followed by training the loan officer in the unit where s/he is
assigned. His/her superiors in the unit keep the trainee under
observation for a month, during which the trainee learns how to prepare
a simple credit study for the client as well as investigating clients, loan
granting, and collection.
c- External courses
The trainee attends courses and workshops in the Egyptian Banking
Institution on all banking processes.
Loans follow up method
The number of loan officer visits to the clients: 4 times a month.
Problems and difficulties that the clients face and how the program treats it:
Clients have no difficulty in getting financed by the program. However,
problems may occur in case of insolvency and inability to provide timely
installments. Such as…
1- Social problems such as death or disability. In these cases the bank
terminates the loan and participates in funeral expenses.
2- Economic problems such as general market depression. In these cases
the bank reschedules the client’s installments.
3- Problems caused by the client him/herself such as intentionally refusing
to pay installments. The treatment to such problems starts with friendly
attempts by the loan officer and the head of the specialized unit. If this
fails, a follow up manager may get involved in the process, and then
afterwards the bank proceeds to legal procedures against the client.
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1) Introduction:
The National Bank for Development (NBD) was the first commercial bank to
start microfinance operations in Egypt. The NBD began micro lending operations in
1987, with financial and technical support from the USAID. By June 2005, micro
lending services were being provided through 44 branches, thirty of which are
specialized units. These branches cover 16 governorates or 61% of the total
governorates of the country.
NBD offers small and short maturities loans (3 to 11 months). Maximum loan size up
to the year 2000 was LE10’000 (approximately
USD3’000). The bank’s management in 2000
Box: 1
decided to reduce the maximum loan size to
LE3’000 (approximately USD500 at the
Name: Salah El Din
exchange rate prevailing in June 2005), this
decision has been made to further extend its
Male/Female: M
outreach to the poor.
Economic Activity: Painting
The bank charges a flat interest rate of 16
metals (door and window knobs).
percent plus a number of administrative and
insurance fees which take the total charges up to
Total Value of Loans through the
around 30 percent. No collateral is required or
Year: LE 5000
sought and loan approval is based on the viability
Repayment schedule: Weekly
of the enterprise and its cash flow cycle. As of
2004, the program had 25399 active borrowers
The loan’s effect on income: The
and LE 47.9 million (approximately USD $7.8
beneficiary used to perform his
million) in outstanding loans.
economic activity manually. After
2) Objectives:

receiving the loans, he purchased
the first electric generator. Now
his revenues have increased by
60%, and he has 2 generators.
Also he doubled his capital and the
average of his profits increased by
nearly 100%. He intends to apply
for more loans.

The NBD’s micro credit program has
ambitious objectives. In the short run, the
program hopes to provide access to credit to
micro enterprises and small enterprises that
would otherwise be ignored by conventional
banks.
In the long run, it hopes not only to alleviate poverty and create jobs by
extending credit, but also to help those small borrowers become clients under more
conventional banking standards.
The NBD’s micro credit program has several social objectives. In many cases,
for example, the income from a micro enterprise represents a household’s total
income. Thus, in the case of sudden physical inability or death, the program writes off
the loan and contributes to the funeral’s expenses. Furthermore, if the borrower fails to
meet his/her financial commitments to the bank because of recession, the program may
consider a new repayment schedule.
The ultimate aim of the NBD program is to improve the quality of life of micro
entrepreneurs while teaching them how to increase control over their financial
resources. The program encourages employment generation, self employment, the
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preservation and expansion of existing activities, and better accounting, book keeping,
and credit management.
Box: 2

3) Target Groups:
Name: Zeinab

The NBD’s program aims to address the
credit needs of small borrowers, artisans, and
Male/Female: F
other entrepreneurs neglected by the
Economic Activity: sewing
conventional banks. It also extends credit to
garments
informal enterprises as well as those without
proof of registration. Loan decisions are based
Total Value of Loans through the
on the following criteria:
Year: LE4000
a) An existing enterprise, this means that
Repayment schedule: weekly
the program excludes start-up or new
enterprises.
The loan’s effect on income: this
b) The potential borrower must have an
beneficiary did not have the ability
outstanding reputation among his/her
to buy cloth for the purpose of
suppliers and clients.
producing in large quantities.
c) The economic and financial viability of
Now, after 7 loans from the
program, her production reached
the enterprise and the integrity of the
about 150 pieces a day. The range
borrower. The viability study of the
of profit per piece is LE3.60 to
enterprise is usually conducted by the
LE5.40. She used to work alone,
loan officer.
now she has hired a number of her
d) Bankable collateral is not required.
neighbors to work with her.
Borrowers do, however, have to sign a
promissory note obliging them to repay the loan.
The NBD focuses on financing income generating activities undertaken by
individual entrepreneurs from the informal sector. Clients come from a wide range of
activities in trading, production, and service sectors. Micro enterprise owners include
blacksmiths, electricians, bakers, spice retailers, potters, tailors, metal painters, and
shoemakers. Activities generally include light manufacturing and assembly,
maintenance, transport, storage and distribution, and agricultural products processing
and marketing (1). Table (1) depicts loans distribution by sector based on data collected
from 20 specialized units. These units are mechanized units.

(1) Source: Dhumale, Rahul, Sapacanin, and William Tucker, ‘Commercial Banking and
Microfinance in Egypt: National Bank for Development’ Study conducted by Regional Bureau of
Arab States, United Nations Development in Cooperation with the Middle East and North Africa
Region, World Bank 1998.
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Table (1): Loans Distribution by Sector (LE 1000)

2000

%

2001

%

2002

%

2003

%

2004

%

9

29,0%

4

12,9%

5

16,1%

5

16,1%

8

25,8%

Service projects 12 29,3%

6

14,6%

6

14,6%

7

17,1% 10 24,4%

Manufacturing
projects

Commercial
projects

4

5,1%

12 15,2% 15 19,0% 17 21,5% 31 39,2%

Investments
(Expansion)

7

28,0%

5

20,0%

5

20,0%

5

20,0%

3

12,0%

Source: National Bank for Development, unpublished data, June 2005.

Impact - Sectors 2004

6%

15%

Manufacturing Projects
Service Projects
19%

60%

Commercial Projects
Investments

All the clients interviewed for this case study were repeat borrowers having
obtained between 2 and 12 loans. Besides, those clients are in the informal sector and
run their businesses from their homes. Average loan value ranges from USD330 in
1993 to USD370 in 2004. Many clients look forward to larger loans in order to
produce more and hire more workers. Despite high competition, most borrowers
believed there was sufficient demand for their services to warrant expansion.
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Most borrowers continue borrowing because
the loans provide them with the liquidity needed to
keep their business running. Furthermore, most
borrowers reinvest 60-80% of their generated
profits. The rest is used for household needs and
savings.
In summary, it may be concluded that NBD
clients, who otherwise would not be considered
bankable in commercial terms, depend on the
program for initial and continued access to finance.
4) Credit Procedure:

Box: 3
Name: Mohammed
Male/Female: M
Economic Activity: Beans and
falafel canteen.
Total Value of Loans through the
Year: LE3744
Repayment schedule: weekly
The loan’s effect on income: This
beneficiary is responsible for a
family of four members, of whom
none work. The loans he received
allowed him to increase the size of
his business and reinvest

a- Loan approval: procedures are transparent
and quick. The entire process generally
takes less than two weeks, after the loan
officer and the potential borrower agree on
the maturity and the repayment schedule of
the proposed credit, interest rate, fees, and
savings requirements. Various documents
are sent to the branch supervisor or manager
for final approval. If the loan is approved,
the borrower must pay the mandatory savings, and sign a promissory note
before the final disbarment occurs. If the loan application is rejected, the loan
officer contacts the applicant and explains why.
b- Savings accounts: savings are mandatory because it reduces the risk exposure
of the bank since borrowers often do not have bankable collateral. As a
precondition to loan approval, applicants must deposit an amount equivalent to
10 percent of the value of the loan requested into an interest bearing savings
account. Borrowers earn up to 8 percent on these deposits, and after the loan is
settled, they are free to choose how to use their savings. Furthermore,
mandatory savings will encourage the borrowers to follow better methods of
managing their financial resources. Moreover, the bank believes that it makes
borrowers better educated about important financial practices, which is
consistent with the program’s goals. Finally, mandatory savings mechanisms
generally capture less savings than the outstanding micro loan portfolio. By
contrast, voluntary savings captured by microfinance institutions often exceed
outstanding micro loan portfolio – as has also been the experience of the NBD.
In 1996 the percentage of customer deposits to loan to clients was 129 percent,
it increased slightly to 130 percent in 1997.
c- Loan monitoring: after loan disbursement, loan officers begin monitoring and
collecting the periodic installments. Loan officers visit borrowers at least four
times every month. The purpose of those visits is not solely to collect
repayments, but they are also part of an ongoing exchange of information.
Borrowers can learn about banking and saving and get advice on how to make
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their enterprise more efficient. This approach demonstrates NBD’s commitment
to borrowers’ needs and its desire to promote financial discipline. Close
supervision of repayments enables NBD to identify delinquent borrowers who
delay. Traditional collection procedures are used to recover loans including,
when necessary, legal action. Table (1) and figure (1) show the number of
officers compared with the number of clients. As it appears in the table, each
loan officer oversees no more than 126 clients in 2004, while it was only 63
clients per officer in the year 2001. This is due to the expansion of the project
during the last three years.
Table (1): Number of Bank Officers and Clients

Years

Number
of Loan
Officers

2000
2001
2002
2003
2004

241
227
196
196
201

Active
Number
Borrowers
of Active
Per Loan
Borrowers
Officer
21476
14268
18577
23099
25399

89
63
95
118
126

Source: National Bank for Development, unpublished data, June 2005.

Figure (1): Active borrowers per loan officer
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5) Assessment of the National Development Bank Microfinance Program:
Criteria used to assess microfinance institutions can be summarized as follows:
a) Outreach
b) Financial sustainability
c) Impact of the program on poor clients.
These criteria were identified to refute the following hypotheses:
Hypothesis One: Institutions can not reach the poorest because they are too costly to
identify and motivate.
Hypothesis Two: If an institution does reach the poorest, it can not become selfsufficient.
Hypothesis Three: An institution that somehow reaches the very poor and becomes
financially self-sufficient it will only add a debt burden to the very poor.
6- Breadth and depth of outreach:
NBD started its micro finance program
in 1989 by setting up four branches with the
financial support of USAID. The success made
by these four branches encouraged NBD to set
up 13 more branches in the greater Cairo, and
three other branches outside Cairo; thus by
1993 the total number of branches engaged in
micro finance reached twenty nation wide.
By 2000, the micro lending program was
implemented in 33 out of 66 NBD branches,
covering poor areas in greater Cairo as well as
upper and lower Egypt. Expansion has
continued into 2004, with the total number of
branches with micro credit lending increasing to
44 in 16 governorates, of which 30 are
specialized branches and 14 operate micro
credit windows of the 44 branches, 20 are donor
financed [17 by USAID, and 3 by the Canadian
International Development Agency (CIDA),
UNICEF, and the Ford Foundation] and 24 are
own financed (table 2).
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Box: 4
Name: Nevine
Male/Female: F
Economic Activity: selling
cosmetics (at home).
Total Value of Loans through the
Year: LE1248
Repayment schedule: weekly
The loan’s effect on income: This
client knew about the program
through the neighbors. The loans
have helped her increase the size
of her economic activity by
increasing working capital which
allowed her to increase her sales.
The client did not receive loans
from other sources, and her
repayments are always on time.

CASE 1

Microfinance in Egypt

Table (2): Program Growth
Indicator

1993

2000

2004

Number of Branches
Engaged in Micro
Lending

20

38

44

Number of
Governorates covered

7

10

16

Source: National Bank for Development, unpublished data, June 2005.

The number of active borrowers more than doubled during 1993 to 2004
increasing from 10464 at the end of 1993 to 25399 at the end of 2004. Furthermore,
the proportion of women in the total client base increased from 20% in 1993 to 33% in
2004. This suggests that NBD experienced a remarkable improvement in the breadth
of its outreach. The total amount of disbursed loans has increased by 73% between the
same years. (Table 3 and figure 2).
It may be noted, however, that the number of active borrowers decreased from
21476 in 2000 to 14268 in 2001, because the bank has reduced the ceiling of loan
value to LE3000. The program lost clients who used to borrow up to LE5000. In
March 2004, the bank increased the ceiling to LE10000, and it has been increased to
LE25000 in December 2004, and therefore the number of active borrowers reached its
peak by the end of the year 2004, where it was 25399 clients. Also, the number of new
clients increased to 2932 instead of 670 in 2001 (table 4)
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Table (3): Outreach indicators
OUTREACH
INDEX

89-1993

2000

2001

2002

2003

2004

TOTAL NUMBER OF DISBURSED
LOANS

36,769

29,981

20,117

28,406

36,189

36,329

TOTAL AMOUNT OF DISBURSED
LOANS (USD)

14365782

36788021

10601348

11396896

9665119

14568966

TOTAL AMOUNT OF DISBURSED
LOANS (EGP)

48,700,000

125,300,000

40,900,000

51,400,000

58,300,000

84,500,000

NUMBER OF LOANS DISBURSED
TO WOMEN

n.a

5,992

4,734

7,708

10,603

11,945

SHARE OF WOMEN IN TOTAL
LOANS

n.a

20%

24%

27%

29%

33%

AMOUNT OF LOANS DISBURSED
TO WOMEN (USD)

n.a

5196711.69

1762571.28

2305986.7

2039124.7

2965517.241

AMOUNT OF LOANS DISBURSED
TO WOMEN (EGP)

n.a

17,700,000

6,800,000

10,400,000

12,300,000

17,200,000

SHARE OF LOANS DISBURSED TO
WOMEN IN TOTAL LOANS

n.a

14%

17%

20%

21%

20%

AVERAGE LOAN SIZE (USD)

324

1233

518

399

265

397

AVERAGE LOAN SIZE (EGP)

1,100

4,200

2,000

1,800

1,600

2,300

% OF AVERAGE LOANS / GDP PER
CAPITA

41.6%

87.0%

40.7%

31.3%

28.1%

n.a

AVERAGE WOMEN LOAN SIZE
(USD)

n.a

867

372

299

192

248

AVERAGE WOMEN LOAN SIZE
(EGP)

n.a

2954

1436

1349

1160

1440

10,464

21,476

14,268

18,577

23,099

25,399

/

105.2%

-33.6%

30.2%

24.3%

10.0%

LOANS OUTSTANDING (USD)

3834808

17704052

5728357

5898004

4923740

8258621

LOANS OUTSTANDING (EGP)

13,000,000

60,300,000

22,100,000

26,600,000

29,700,000

47,900,000

/

363.8%

-63.3%

20.4%

11.7%

61.3%

196

196

201

NUMBER OF ACTIVE BORROWERS
% of INCREASE ACTIVE
BORROWES

% change

NUMBER OF BRANCHES 2004 *

44

STAFF MEMBERS 2004

376

NUMBER OF LOAN OFFICERS

n.a

241

227

10,464

21,476

14,268

18,577

23,099

25,399

105%

-34%

30%

24%

10%

89

63

95

118

126

% LOAN OFFICER 2004
NUMBER OF ACTIVE BORROWER

53.5%

% of INCREASE ACTIVE
BORROWES
LOAN OFFICER PRODUCTIVITY

n.a

* Divided into 30 specialized units and 14 windows
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Figure (2): Active borrowers
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Table (4): The development of active clients in the program:

Years
Number of clients
Number of clients in
the 20 automated units
Number of new clients

89-1993
10464

2000
21476

2001
14268

2002
18577

2003
23099

2004
25399

18505

12773

16774

2017

21255

2380

670

1352

2417

2932

As far the depth is concerned, depth means the bank serving more poor clients.
We have examined NBD’s poverty outreach from different angles, and all seem to
suggest that the bank appears to have deepened its poverty outreach.
The national average active loan balance increased by 58%, from LE1200 in
1993 to LE1900 in 2004 (table 5). It is worth to notice that the average active loan
balance reached its highest level in 2000, where it was LE2800, and it decreases since
then when the management of the bank decided to reach even poorer clients and set
the maximum loan size at LE3000.
The nominal average active loan balance as a percentage of GDP per capita,
which is arguably a better proxy measure seem to support the assertion that NBD
serves the lower end of the market. Furthermore, the inflation adjusted average active
loan increased above 52% from LE1127 in 1993 to LE1792 in 2004. This again
supports the mentioned argument (figure 3 and table 5).
Loan size can increase not only because of inflation but also because of other
factors including (a) improvement of the bank’s information base on clients over time,
enabling the bank to issue bigger loans; and (b) organic growth of clients’ activities
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that makes larger loans necessary and possible. Dhumale, and others pointed out that
the micro loans made by NBD are an important source of liquidity for working capital
and running costs of the micro enterprises. Between 60-50 percent of enterprise profits
is reinvested, the balance is used to support household needs and savings (1).
Table (5): Average active loan balance and percentage of average loan balance to gross national
product per capita
Inflation
rate %

Average
active loan
balance
(adjusted)

GNP/capita

1200

6.4

1127

2872

% of
average
loan
balance to
GNP/capita
42

2000

2800

2.5

2731

5316

53

2001

1500

2.2

1468

5650

27

2002
2003
2004

1400
1300
1900

2.7
4
6

1363
1250
1792

5503
5565
n/a

25
23
n/a

Year

Average
active loan
balance
(nominal)

1993

Source: National Bank for Development, unpublished data, June 2005.

Figure (3): Average active loan balance and percentage of average loan balance to Gross National
Product per capita
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(1) Source: Dhumale, Rahul, Sapcanin, and William Tucker, ‘Commercial Bankig and Microfinance in
Egypt: National Bank for Development’ op.cit.

120

CASE 1

Microfinance in Egypt

7- Financial Sustainability:
The objectives of financial policy have changed. Initially the focus was on
improving the outreach of microfinance institutions (MFI’s) to the poor, that is in
serving more of the poor (breadth of outreach),
and more of the poorest of the poor (depth of
Box: 5
outreach). Eventually, the objective of
Name: Fatima
sustainability of financial institutions took on
greater importance. Some analysts argue that
Male/Female: F
increasing the depth of outreach and
sustainability are compatible objectives.
Economic Activity: Linens shop
However, others argue that there appears to be a
Total Value of Loans through the
trade off between improving outreach and
Year: LE 6124
achieving financial sustainability. This trade off
stems from the fact that MFI transaction costs
Repayment schedule: weekly
are high for obtaining information about the
credit worthiness of poor clients. Transaction
The loan’s effect on income:
costs have a large fixed cost component, so unit
Before this client started receiving
loans, she sold linens at home to
costs for smaller savings deposits or smaller
neighbors in order to be able to
loans are high compared with these for larger
support her 4 children. Now she is
financial transactions. The law of decreasing
able to rent a small shop and her
unit transaction costs with increasing
sales have increased.
transaction size generates the trade off between
She does not receive loans from
any other sources, and her
improved outreach to the poor and financial
repayments are always on time.
sustainability, irrespective of the lending
(1)
technology used .
The previous discussion of outreach revealed that NBD has been successful in
both breadth and depth of outreach.
This part of the study will examine financial sustainability of NBD, and conclude
whether the two objectives of outreach and financial sustainability are compatible or
there is a trade off between them.
Financial sustainability means the ability of MFI to generate enough revenue to cover
its total expenses, and makes satisfactory profits which allow the MFI to continue;
therefore the financial sustainability will be evaluated by analyzing the quality of the
micro lending program and its profitability.

(1) Source: ‘The Triangle of Microfinance: Financial Sustainability, Outreach, and Impact’, Edited by
Zeller, Manfred and Richard L. Meyer, International Food Policy Research Institute, the Johns Hopkins
University Press, Baltimore and London, 2000.
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A- Portfolio Quality
Data of (table 6) indicate that portfolio at risk (PAR) over30 days decreased from
2% in the year 2000, and 2001, to 1.4% in the following year. However the ratio
reached its highest level in 2003, where it was 2.4%. This increase can be attributed to
the following two reasons:
1- The number of active borrowers increased in 2003 by 24.3% compared to the
previous year.
2- The total amount of disbursed loans increased by 13% during the same two
years (table 3)
Finally, the ratio decreased to 1.3% in 2004.
PAR over 90 days also decreased from 5.3% in 2002 to 4.1% and 2.4% in 2003
and 2004 respectively. This ratio which is below 3% in 2004 indicates that NBD has
made an impressive achievement. Furthermore, the ratios of the years 2001 to 2003
support the argument that NBD has sacrificed quality of its micro lending portfolio to
achieve high growth rates of outreach.
Table (6): Portfolio at Risk (Million LE)
YEAR

ONE DAY

% OF
OUTSTANDING
PORTFOLIO

2000
2001
2002
2003
2004

11.3
3.1
4
6.8
9.9

9.0%
7.6%
7.8%
11.7%
11.7%

MORE
THAN 30
DAYS

% OF
OUTSTANDING
PORTFOLIO

2.5
0.8
0.7
1.4
1.1

2.0%
2.0%
1.4%
2.4%
1.3%

MORE
THAN
90
DAYS
2.8
4
2.7
2.4
2

% OF
OUTSTANDING
PORTFOLIO
2.2%
9.8%
5.3%
4.1%
2.4%

Source: National Bank for Development, unpublished data, June 2005.

B- Profitability (1):
The microfinance program of NBD achieved profitability reasonably quickly.
Overall operation achieved break-even and generated an overall profit in 1995, which
grew by 15-17 percent in 1997 and almost 20% in 2002 (table 7). It is clear from the
evolution of costs and profits of the program between 1997 and 2002 that operating
expenses has risen as a proportion of total income. This probably reflects the cost of
the decision in 2000 to reduce the maximum loan size. However, the cost has been
absorbed adequately in the sense that profitability has risen modestly (following an
initial drop in 2000/01.

(1) Source: Iqbal, Farouk and Riad, Nagwa, “Commercial Microfinance in Egypt, The Case of the
National Bank for Development”, op.cit.
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Table (7) also contains a comparison of the micro lending program with the
overall performance of NBD in 1997 and 2002; three aspects of this comparison are
worth noting here. First, as expected, the operating expenses ratio is higher for the
microfinance program than for the bank as a whole. Second, despite the higher
operating expenses share, the profit rate is higher for the microfinance than for the
bank as a whole. Indeed, interviews with NBD staff suggest that the microfinance
program, while it accounts for only 5% of the portfolio (by value), generating almost
30% of the overall profits. Third, this may be due in part to the fact that the cost of
funds for the micro lending component is lower than that for the bank as a whole,
since some of the funds that the NBD still recycles were made available to it as a grant
from donors.
C- Interest Rate and Repayment Rate:
The characteristics of the micro enterprise may explain the high repayment
rates despite the high interest rate. These characteristics are (a) most of these
enterprises produce basic needs goods and services, therefore the income elasticity of
demand for such products is low, and this will not change the level of demand for
them during recession periods. (b) The value of invested capital is very small,
therefore total cost of production is low, and (c) total wages is also very low because
the enterprise is run by the family members, whose reservation wage (opportunity
wage) is low. And this will further reduce the cost of production (table 8).
With low income elasticity of demand and low cost of production, micro
enterprises are less risky than small and medium enterprises, or maybe even risk free.
D- Return on Assets:
Return on Assets (ROA) may be a good financial indicator of financial
sustainability. ROA reached 8.1 % in 2000 and decreased to 9.1 in 2004.
This is because of reduction of loan ceiling to LE3000, as mentioned before,
and therefore the profits has been decreased from LE 15.6 million in 2000 to LE 5.7
million in 2003, and then it increases to LE8 million in 2004 when the bank decided to
increase the loan to LE10’000 million in March 2004. (Table 9 and figure 4)
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Table (7): Profitability of NBD and its micro credit program
1997

INCOME
COST OF FUNDS
(ESTIMATED)
OPERATING EXPENSES
LOAN LOSS PROVISION
OVERHEAD
(ESTIMATED)*
PRETAX PROFIT

2002

Entire Bank
100.0%

micro
lending
program
100.0%

Entire Bank
100.0%

micro
lending
program
100.0%

66.6%
17.5%
8.6%

34.8%
28.5%
10.0%

72.2%
12.8%
6.5%

18.7%
44.5%
17.2%

7.3%

10 - 12%
14.7-16.7%

8.5%

19.6%

* For 2002, overhead expenses are included in operating expenses

Source: Iqbal Farouk and Nagwa Riad, “Commercial Microfinance in Egypt, the Case of National
Bank for Development”, World Bank, 2004.

Table (8): Interest Rate and Repayment Rate

FINANCIAL SUSTAINABILITY
INDEX

description

1998

2003

ACTIVITY

INTEREST RATE

REPAYMENT RATE
ON DISBURSED
LOANS
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A nominal flat annual interest rate is 16% and a flat 3% annual transportation cost. For
a six month loan, the equivalent annual percentage rate of these two fees is 31.88%.
Payments of interest and fees are spread equally aover time to maturity and then paid
weekly. principal installments are paid according to the activity of the borrower.

99.2%

99.5%
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Table (9): Return on Assets
Year

Net Profit
(LE Million)

2000
2001
2002
2003
2004

15.6
9.5
6.2
5.7
8

Total
Assets (LE
Million)
86.1
65.5
59.1
60.4
87.8

ROA%
18.1%
14.5%
10.5%
9.4%
9.1%

Source: National Bank for Development, unpublished data, June 2005.
Figure (4): Return on Assets
ROA
20.0%
15.0%
10.0%
5.0%
0.0%
2000

2001

2002

2003
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7- Impact:
The impact of the micro lending program on poverty alleviation can be
measured by the effect of the program on improving the standard of living of the poor
recipients. To date, no systematic and statistically sound quantitative assessment of the
impact of the NBD’s micro credit program on the livelihood of its beneficiaries has
been conducted. Some indicative evidence is available however, from data gathered
from a selected sample of borrowers, 30% reported having increased the number of
permanent employees in their enterprise and 20% having increased their temporary
employees. In terms of income changes, over 60% reported that their incomes had
increased by more that 50%, 11% by less than 50%, and 24% reported no changes.
About 9% reported that they had bought their own shops and 5% that they had
increased the size of their shops (1).

(1) Source: Iqbal, Farouk and Riad, Nagwa, “Commercial Microfinance in Egypt, The Case of the
National Bank for Development”, op.cit.
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An informal interview with 5 borrowers revealed tat most of the borrowers had
been clients with the NBD for several years and have taken several loans. Initial loan
size ranged between LE1248 and LE6124. For most, these loans provided an important
source of liquidity to finance working capital. Loans are mostly used to sustain
operations of the micro enterprise, in the most successful case they also contribute to
the expansion of activity. All borrowers reported increases in incomes from credit
supported activities. Part of this income is used to finance household expenses, but
most of it is reinvested in the enterprise (Boxes 1-5).
8- Conclusion:
The experience of NBD as been used to test the following three hypotheses, a)
institutions can not reach the poorest because they are too costly to identify and
motivate, b) if an institution does reach the poorest, it can not become self sufficient;
and c) an institution that somehow reaches the very poor and becomes financially self
sufficient will only be add a debt burden to the very poor. Based on the discussions
and arguments indicated above it may be concluded that these hypotheses should be
rejected.
Furthermore, a growing number of MFI’s elsewhere has shown that poor people
are bankable and that banking with the poor can be profitable and sustainable. The
poor are willing to pay high interest rates associated with microfinance in return for
quick, convenient, and continued access to well designed financial services. Therefore,
the gap between the supply of and demand for microfinance services can be filled only
through a sustainable increase in the number of sustainable and profitable
microfinance institutions (1).

(1) Source: Bransdma, Judith and Laurence Hart, ‘Making Microfinance Work in the Middle East and
North Africa’, Private and Financial Sector Development Group, Middle East and North Africa Region,
World Bank, Washington, DC, 2000.
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chapter 1
OPERATING CONTEXT:
SOCIO-ECONOMIC AND POLITICAL COUNTRY PROFILE
Situated in Northeast Africa, Egypt shares borders in the west with Libya, and in the
south with Sudan. It is bounded on the east by the Red Sea and on the north by the
Mediterranean. The surface area of Egypt is 997,739 square kilometres, of which only
35,190 square km is settled and cultivated. About 95% of the land is uninhabitable
desert. Egypt’s population of more than 65 million continues to grow at the rate of 1.3
million people per year or 2.17%. 99% of the population live in the narrow strip of the
Nile valley, which runs the length of the country, and in the Nile Delta.. Greater Cairo
with more than 17 million inhabitants in 2004 has a population density of over 32,000
per sq. km.
Egyptian economy is dominated by the service sector, which including public
administration accounts for half of GDP. Within this, tourism and the Suez Canal are
important sectors. Agriculture remains an important economic activity, even though
less than 3% of Egypt’s area is arable land. Most crops are for local consumption but
cotton is a major export. Industry and mining account for approximately 17% of GDP
and are heavily concentrated in Cairo and the Nile Delta. Petroleum and natural gas
are mainstays of the economy accounting for around 10% of GDP. In addition, there is
a large informal sector which, although no reliable data exist, may account for as much
as 50% of total economic activity. The main urban centers are Cairo, Alexandria, Port
Said, and Suez.
UNDP’s human development index ranked Egypt 109 out of 173 countries. The GDP
per capita was between $1100 and $1300 in 2002-2004 period.
Egypt is ranked 120 out of 175 in the UNDP Report, with a net primary school
enrolment at 88% and adult illiteracy nearly 35%.
Egypt is an Arab Republic headed by the president, Hosni Mubarak. The majority
party in parliament supports the government under the Prime Minister, which is the
National Democratic Party. The constitution of 1971 provides for the separation of
powers between the executive, the legislature and the judiciary. Officially Islamic law
is the principal source of legislation but the Napoleonic code is a more significant
progenitor. The head of the state is the president of the republic, nominated by a twothirds majority of the People’s Assembly and elected by referendum. The People’s
Assembly of 444 directly elected members and ten additional members nominated by
the president exercises legislative power. Although formally accountable to
parliament, the prime minister is the president’s primary lieutenant, responsible for
implementing his policies throughout the bureaucracy. The key ministries are Defence,
Foreign Affairs, Information and the Interior.

128

CASE 2

Alexandria Business Association

COUNTRY PROFILE
TOTAL POPULATION
ESTIMATED NUMBER OF PEOPLE BELOW THE POVERTY
LINE
ESTIMATED NUMBER OF HOUSEHOLDS BELOW THE
POVERTY LINE
ESTIMATED NUMBER OF HOUSEHOLD NEEDING ACCESS TO
CREDIT- MARKET POTENTIAL
NUMBER OF ACTIVE BORROWERS
PERCENTAGE OF PEOPLE HAVING ACCESS OF MARKET
POTENTIAL
MARKET GAP IN NUMBERS
MARKET GAP IN PERCENTAGE

66.372.000
28.540.000
4.077.137
1.630.855
256.159
16%
1.374.696
84%

UNDCF, MICROFINANCE IN THE ARAB STATES, 2004.
Egypt had in 2004 over 250.000 clients served by microfinance. More than 80% were
served by seven fully sustainable MFIs. Over 55 Millions USD was outstanding in
microloans, and Egypt also had increased to women. At the end of 1999 only 25% of
the client were women, at the end of 2003 percentage had increased to 46%, reaching
more than 50% in 2005. USAID and supported Foundations are working in the
Country introducing a real diversification of the products. Loan product diversification
through the introduction of group lending (for women) and the revitalization of
downscaling programmes through banks, notably trough the Banque du Caire are the
key factor, sponsored by USAID (UNCDF, Microfinance in Arab States, 2004).
Although the tendency is growing in a right way, market gap is clear: the percentage of
people having access of microcredit market potential is only 16%, and more than
1.600.000 are the households needing access to credit and market potential. The
market gap of the potential active borrowers (1.374.696 potential active borrowers)
could be considered the starting point of the future growth of the market.
A few leading microfinance providers results are growing quickly, and performances
are good, but the industry as a whole remains relatively underdeveloped, with the
potential demand for microfinance in Egypt largely unmet. In fact rough estimates
show that the industry could potentially grow more (reaching 3 million clients).
Egypt’s market penetration rate as a result is among the lowest in the Arab States.
There is a lack of clarity in government policies in the microfinance sector, elarging
subsidies credit schemes and focussing on client targeting.
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LEGAL AND INSTITUTIONAL ENVIRONMENT
“The newly passed Small Enterprise Development Law is an attempt by government to
increase clarity of and conformity to policies governing the sector. However, the
ambiguous language of the law itself poses concerns for the sector as a whole.
Although the law deals mainly with small enterprises and not microfinance, it does
explicitly name the Social Fund for Development as the de facto ministry for small
enterprise development responsible for the overall coordination and planning of the
sector.” (UNCDF, Microfinance in the Arab State, 2004).
In spite of its efforts to adopt internationally accepted good practices through pilot
projects, the Social Fund of Development has yet to fully mainstream these practices
in all of its programming. Fortunately the law does not go as far as making the Social
Fund a regulator or licensor of SME finance. However, it does give the fund the way
to develop the executive regulations for the sector (within the confines of the law) and
to implement its provisions through the participation and coordination of all parties.
This could conceivably include interest rate ceilings in an attempt to “standardize”
pricing in the market, which would have the dangerous effect of discouraging further
growth as well as private sector participation. Therefore, there is an urgent need to
define this coordination role and ensure that the resulting guidelines are facilitating
and not restrictive in nature. Finally, the law proposes that Small Business
Development Funds be established in each of its Governorates. A parallel smallbusiness financing structure separate from the private sector but providing subsidized
credit to the same market (i.e. small and microentrepreneurs) is far from optimal, and
may jeopardize the future microfinance sector. “ (UNCDF, Microfinance in the Arab
State, 2004).
Supporting the formation of deposit-taking specialized banks, or non-deposit-taking
banks, or microfinance companies, to build a network of microfinance operators seems
to be now the most important issue to help the growing sector. The downscaling
process, that provides microfinance products within banks, needs infrastructure, credit
bureaus, rating agencies, accounting or auditing services, or self-regulatory
frameworks to promote the commercialization of the activities. Microfinance in Egypt
have now to work in a clear direction: to be independent from donor support, and
elaborate a clear strategy for the commercialisation of the sector.
The majority of Egyptian MFIs are performing under internationally accepted good
practices control, but many others still suffer from lack of a network support, lack of
transparency, inability to transform their activities into formal financial institutions.
The poor capital and institutional network among microfinance providers is the real
reason. At the moment Microfinance Sector is clearly not a mature industry and it does
not meet the challenges of commercialisation, and of reaching massive scale, because
it is financed by donors and the government through direct institutional investments
And probably this support will be not adequate to satisfy the full demand, and it will
not ensure sustainability of access to poor and low-income households. In order to
cover the outreach gap and ensure sustained access to financing, the downscaling
process, and the integration of the microfinance industry into the formal financial
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sector, has a clear target: reach microenterprises with a diversified range of financial
services. A reform of the banking sector as a whole where product diversification
beyond simple credit continues to be a challenge could be a way to solve this issue.
“On February 23, 2004 UNDP Cairo and the Egyptian Banking Institute (EBI) of the
Central Bank of Egypt signed a project document for the first joint national
microfinance policy initiative with UNCDF, KfW, and USAID: Building a National
Strategy for Microfinance in Egypt. This project aims to marshal government efforts
to date as the basis for a more coordinated dialogue among stakeholders toward the
development of a mature microfinance industry. This is based on the belief that
permanent access to financial services of poor and low-income households and their
microenterprises will only be ensured through the development and gradual integration
of the microfinance sector into the formal financial sector. By focusing efforts on
developing a strategy for the development of the industry as a whole, the project
intends to define a framework for increasing the efficiency and effectiveness of
concerted governmental, nongovernmental, and donor actions in this sector” (UNCDF,
Microfinance in the Arab State, 2004).
This will be accomplished through the development of a shared vision for the
promotion of a self-sustaining commercial microfinance sector, articulation of a
national policy and strategy to support necessary policy reforms, legal and regulatory
changes, the development of the critical financial infrastructure, and development of
an action plan in coordination with the Egyptian Authorities, which will provide a
menu of priority activities for the Government of Egypt. Donors might indicate their
support based on their interest, mandate, and available resources.
The Foundations in Egypt responded to the risk of the governments law that could be
implemented in the future: according with this law, the guarantee checks will no
longer be usable. The law has already been postponed three times and its
implementation is expected in October 2006. After a consultation with EQI in 2000,
some Foundations were able to obtain a memo from the Central Bank that after the
implementation of the law, these checks would still be upheld if they were stamped
and registered officially. Trust receipts may be a possible alternative which has already
been in use by ABA since 2000. (2004, Planet Rating).
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MICROCREDIT SECTOR: THE ROLE OF ACTORS
The microfinance sector started his experience in the early 1990s. Several sources
supported the new sector, first of all the Social Fund for Development (SFD) and the
US. Development Agency (USAID). Also the Credit Guarantee Corporation (CGC),
founded by local banks, promoted the development of micro, small and medium-sized
enterprises trough loans provided by banks (directly) or NGOs and supported by
USAID. Also Ford Foundation, Danida, CIDA, KfW, Egyptian Swiss Development
Fund supported the sector.
The majority of microcredit in Egypt is provided by NGOs.
Law 32 prohibits the mobilization of savings by these organizations, restricting their
operations to the delivery of credit only. Most microfinances institutions are actually
NGOs operating in a legal framework not adapted to microfinance. With some
difficullts accessing bank funding, NGOs have also governance structures not well
suited to microfinance given the prescribed roles of Board Members. Ministry of
Social Affair supervises NGOs but it does not have special regulations or norms with
regards to microfinance (it may for example inspect NGOs and replace the Board of
Director if necessary).
The institutions that are operating as microfinance providers (but as bank providers),
Central Bank of Egypt is the official supervisor. There are no CBE-imposed interest
rate caps, but there are two major microfinance program subject to special regulations.
Generally, banking sector is not interested of microfinance sector. Banks are operating
with a network of more than 60 operators, and approximately 2000 branches. Egyptian
Banks do not tipically offer loans below 25.000 EGP (4.000 USD).
The Social Fund of Development (SFD) is a quasi-governmental agency, creatd to
mitigate the negative effects of the IMF and World Bank supported Economic Reform
and Structural Adjustment Program (ERSAP) in Egypt. SFD is operating on two
programs providing small loans trough partner banks and microloans trough NGOs. It
is financing from Egyptian Government, EU, Arab Fund, Kuwait Fund, UNDP.
The Social Fund of Development (SFD) is operating with the collaboration of the
formal banks: loans channelled through banks are sovereigned decrees and have lower
interest rates than non-SFD loans.
Principal Bank for Development and Agricultural Credit (PBDAC) is offering now
micro and small loans focussed on agriculture and rural needs trough village banks
among all over Egypt.
Banque du Caire and National Bank for Development (and Social Fund of
Development partners) are actually the first realities that do offer small loans (USAID
program) in the country, trying to serving this market sector and considering it an
opportunity.
National Bank for Development is one of the working realities operating in Egypt.
Operating in the country from 1987, year of Establishment, NBD in the last five years
is focussing on microfinance products. It is covering now 16 of the Egypt’s
governatorates. More than 200 employees are working serving more than 25.000
clients in 2004,
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In 2004 the balance of outstanding loans was 47.9 millions EGP (more than 7,2
Millions USD), and the average loan value was 2300 EGO (320 USD).
In 2000 public Banque du Caire, with the technical assistance of USAID, that is
proposing a microfinance model through several businessmen associations, registered
as NGO and received the technical assistance from Environmental Quality
International (EQI), the local partner of the National Cooperative Business
Association.
With the financial support of USAID and the technical assistance of the well-known
consulting firm EQI, Banque du Caire engaged in microfinance. The formula was
straightforward: training, incentives and marketing. Underemployed staff working in
the 97 branches were invited to join the microlending programme as loan officers.
They were trained extensively and received substantial performance bonuses as high
as one-third of base salary. More than 660 staff volountereed by year-end 2003. In two
and a half years, Banque du Caire has reached over 45,000 active clients and a
portfolio outstanding of over 14 USD millions. The client retention rate is low but
improving, indicating better responsiveness to client needs. Banque du Caire confirms
that the profitability of its microloan portfolio is more than double that of a normal
performing loan portfolio in the best-performing banks. The bank used its own funds
for onlending and no external guarantees were used (UNCDF, Microfinance in the
Arab States, 2004).
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ABA: HISTORICAL BACKGROUND AND INSTITUTIONAL PRESENTATION
Alexandria Business Association is operating from 1983, as the Economic Committee
for Businessmen. The objectives were to provide support to the private sector,
promotes the interest of the businessmen, represent the sector to the government,
consolidate business and social outreach among the business actors.
Alexandria Businessmen’s Association was registered with the Ministry of Social
Affair in March 1988 as a private Non-Profit Organization. In 1990 the name changed
in Alexandria Business Association, for gender reasons. ABA signed, in April 1989,
the Cooperative Agreement with USAID, and disbursed in January 1990 his first
individual loan. The first group loan will be disbursed nine years later, in 1999.
Microfinance in Egypt started with ABA in the early 1990s. The ABA / SME Project
was launched in January 1990, and after only two years of operation, the credit service
generated income to cover all operating costs.
Several sources were involved in the process: SFD (Social Fund for Development),
USAID (US Development Agency), CGC (Credit Guarantee Corporation).
The mission of ABA was to provide financial and technical services to small and
micro enterprises, developing and promoting existing small and micro enterprise,
trying to carry them into formal sector. ABA and USAID join a cooperative agreement
for the first seven years (from 1989) when USAID provided financial and technical
services, while ABA developed a program to offer financing to the existing small and
micro business in Alexandria.
In June 1998 the UNDP signed a contract with ABA to act as the International
Technical Service Provider for its MicroStart Program in Barhain (1999) and in
Yemen.
In 1999 ABA started a new credit program targeting Female-Headed Households in
the poor area: it will be one of the most interesting experiences in the Country, leading
a new generation of microfinance services. It was named “Blossoms of Micro
Enterprises”.
One year later, in March 2000, ABA started a new program: ”Towards Self
Employement Program”. It is a “Grant Activity” aiming at helping unemployed poor
people to start business that they plan and manage a conditional grant.
In 2001 ABA’s SME Project won the prize of AGFUND on the provision of
MicroCredit trough NGOs, an international annual prize awarded by the Arab Gulf
Program for United Nations Development Organizations (114 Projects from 95
countries applied for the prize).
For ABA one of the goals is to increase employment developing all the other services
and training offers to its clients. Trough ASBC (Alexandria Small Business Center) it
provides business development services (described later in the chapter).
At the moment ABA is leading microfinance institutions in the region with stable
profitability, excellent outreach and sufficient funding sources for the next few years.
Egypt has one of the most interesting potential market for micro entrepreneurs in the
Arab Word. Unfortunately, only a small percentage of his large market is being
covered.
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The nature of the Association is built on a strong relationship with the leaders of the
local governatorates of the countries. Based on Egyptian local NGO’s law, the
governance structure requires a very active role in management, including the
signature of all checks and hiring approval. So the presence of the governance
members create a form of assurance. Only some kind of duties could be delegated to
an Executive Committee that includes Boards Members.
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ORGANIZATIONAL STRUCTURE

EXECUTIVE COMMITTEE - A five person Executive Committee, appointed by the
ABA’s Managing Board, directs the SME Project Members of the Committee. The
committee includes as members (successful businessmen and active members of the
association), the deputy chairman, the Treasurer, three Senior Board Members and the
Executive Director of the Project.
MANAGEMENT – The organization structure of the SME Project provides for a first
deputy. Then the three Deputy Directors are: Deputy Director (Operations), Deputy
Director (MIS, BDS and Consultin Services) and Deputy Director (Finance and
Administration). The Internal Audit & Control Manager report directly to the
Executive Committee and the Executive Director. The legal Department Manager
report directly to the Executive Director.
EXTENSION OFFICERS – All of the Extension Officers have university degrees,
good personal skills, clear handwriting, some experience working with the private
sector. The EO training is a continuing issue with the project as the program is always
expanding and has an increasing demand for new EOs above and staff turnover. The
new EOs spend two weeks in training at head office. During the first week, they
receive an awareness and orientation to the SME Project and to the microenterprise
sector. During the second week they are introduced to the policies and procedures of
the project.
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PRODUCTS AND SERVICES
OPERATIONAL APPROACH
ABA’s approach was initially oriented on an individual basis, without utilizing group
lending methodologies. Individual lending began in January 1990, and only in 1999,
with the “Blossoms of Micro Enterprises”, activities included also group lending.
The Extension Officer is the key figure in developing new clients. He is assigned to a
branch office, covering a specific geographic area. He appraises the credit needs and
develop the loan application in concert with the potential borrower. Applications are
then reviewed and approved by the branch loan committee headed by the branch
manager, or in exceptional cases referred to control management, usually exceptional
cases arise when the proposed loan size exceeds the norms significantly.
Loan releases are made on scheduled days through the months. A schedule is
determined at the beginning of the year, showing the dates of loan disbursement. New
client loans are disbursed twice monthly, while repeat loans are disbursed four-five
times each month.
The operational approach to lending is both innovative and traditional. An approved
borrower receives a check in the amount of the loan and signs promissory notes in the
amount of the installments that will come due over the course of the loan.
All borrowers who have repaid on time and in full are usually guaranteed subsequent
finance and qualify for larger loans.
For new loans, clients come to the branch office to receive their first disbursement
check and attend a 45-minute briefing / orientation session given by Brach Manager. A
15-minute video film is also played to explain the concept of the project. At the end of
the session, checks are distributed. The briefing session has the following agenda:
Clients introduce themselves and state their enterprise activity
Manager explains history and purpose of ABA
Manager emphasizes importance of on time repayment
Manager describes non-financial services of ABA
Manager explains the contents of a folder, which is prepared for each client and
includes the loan check, a record book, and a sticker with the ABA logo
Folders are disbursed to each client
The Management Information System (MIS) operated by the project is integrated into
operational approach. The MIS, along with the status of the current and previous loans
guarantees all the information of the borrower. At the end of each business day, the
bank that is receiving the repayments faxes to ABA and the information are put
directly to MIS, with a daily report then generated for the management and the
extension officers. The responsible extension officer, along with a letter of collection,
immediately follows up any late payers. If the repayment is still not made after one
week, the loan is turned over to the Legal Department for formal recourse.
ABA in Egypt has built its success in managing credit risk in part on its clear
communication of its “Zero Tolerance for Arrears” policy, to employees and clients. In
the past, ABA had a policy in which clients who were even one day late in a payment
were considered delinquent and therefore bad credit risks and ineligible for future
loans. ABA limited also incentives to employees who managed portfolio with at least
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97 percent repayment. In an effort to retain more clients, now ABA is allowing clients
up to 10 days late to pay late charges and have a second chance. More than 35 percent
have remained clients and continue to successfully repay their loans. ABA includes
those who were ten to fifteen days late on repayment, being able, with this gradual
implementation, to increase client retention without increasing its portfolio at risk and
mantaining its reputation of being strict on repayment.
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TERMS AND CONDITIONS - LENDING METHODOLOGIES
SME Small and Micro Enterprises Credit Program - TERMS AND CONDITIONS
item
LOCATION OF
SERVICES
TARGET GROUP AND
ACTIVITIES
LOAN SIZE

description
ALEXANDRIA (13) - KAFR EL SHEIKH (3) - BEHERA (2) MATROUH (1) - MENOUFIA (1)
MICRO ENTREPRENEURS [1-5 employees]
SMALL ENTREPRENEURS [6-15 employees]
micro - min EGP 500 (USD 100) - max EGP 3000 (USD 600)
small - min EGP 5000 (USD 1000) - max EGP 25000 (USD 5000)

CRITERIA FOR
ELIGIBILITY

Existing enterprises undertaking the following activities: manufacture,
services, retail business or trade.
NO GRACE PERIOD FOR WORKING CAPITAL FINANCING

GRACE PERIOD

GRACE PERIOD VARIES BETWEEN 1 AN 2 MONTHS FOR
WORKING CAPITAL, AND UP TO 24 MONTHS FOR FIXED
INVESTMENT FINANCING

MODE OF REPAYMENT

FROM 4 TO 12 MONTHS FOR WORKING CAPITAL
UP TO 24 MONTHS FOR FIXED INVESTMENT FINANCING

GUARANTEE AND
COLLATERAL

NONE

INTEREST RATE

MARKET INTEREST RATE (flat)
SEE FINANCIAL SUSTAINABILITY (chapter 3)

ADMINISTRATIVE AND
NONE
OTHER COSTS
1 - Identity card (up to EGPt 3000 loan size)
2 - Proof of Rent / Ownership of the Enterprise (up to EGP 3000 loans)
3 - Ability to read & write (above EGP 5000)
4 - Social Security Registration (above EGP 5000)
5 - Work permit, license (above EGP 5000)
ELEGIBILITY
6 - Commercial Register (trade business only)
REQUIREMENTS
7 - Tax Card ( above EGP 7500)
8 - Bank Account (above EGP 10000)
9 - Financial & Tax statements (above EGP 15000)
Loan amount is used as the tool for transforming the informal sector to
formal
1 - Work on the loan application with the loan officer. Review of
application by branch management. For large loans, where the size
significantly exceeds the norms, review by senior management is required
2 - Upon approval, new borrowers meet on specific dates, scheduled
throughout the month, to receive their loans and attend a brief session with
PROCEDURES
other borrowers.
3 - The borrower receives a check in the amount of the loan, and sign
promissory notes in the amount of the installments.
Borrowers applying for the first time receive their loan within 7-10 days,
while repeat loans are disbursed within 2-3 days.
In addition to the head office, clients are served through twenty SME
DELIVERY OFFICES
branch offices. The project extends its credit through the branches of nine
banks (38 branches)
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BLOSSOMS OF MICRO INTERPRISES PROGRAM

item

description

Extend credit and non-financial services to the poorest of the poor,
especially poor women - Female Headed Households (FHH).
BACKGROUND &
OBJECTIVES

The program is generally targeting the poorest of the poor with specific
emphasis on FHHs. The program focuses on the rural and urban lowincome communities.
In more specific terms, the program objective is to assist individual in
initiating and expanding income generating activities to improve their
living standards. The program also aims at improving the social, cultural,
and health standards for participating FHHs and their family members.
The Program adopts "SOLIDARITY GROUP" methodology in loan
extension.
Each group consist of 5 members from the same neighbourhood.

MODALITIES
Loan Amount ranges from 100 to 500 EGP (16 - 80 USD)
Loan are repaid on weekly instalments
Loan term ranges from 10 to 40 weeks according to individual cases
ACCOMPLISHMENTS

In its pilot phase and within the first 12 months, the program has reached
over 300 groups, including more than 1.500 FHHs.

SOCIAL DIMENSION

The Program blends financial with non-financial services in the same
package. Every month a "Friends Meeting" for 3 to 5 groups from the
same neighbourhood is held. Before the meeting day, a topic is selected
and discussed by participants.
Examples of those topics include: personal family hygiene, pollution
prevention, solid waste handling, first aid, obtaining Identity Card for
Women, illiteracy eradication, among others.
Whenever possible, ABA recruits individuals or organizations specialized
in these services to provide guidance, practical solutions and insight to the
"Friend Meeting".

GRADUATION

Clients of this program could graduate to join the Small & Microcredit
Program and receive loans according to its regulations and methodology.
Loans will be disbursed on INDIVIDUAL basis.
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TSEP - TOWARDS SELF-EMPLOYMENT PROGRAM

item

BACKGROUND &
OBJECTIVES

MODALITIES

SOURCES AND
MANAGEMENT

CONDITIONS

description
TSEP mission is to reduce poverty by helping poor people of very low
income to start micro business. The program targets the poorest and most
vulnerable sectors of the population particularly women and unemployed
people. It has been designed to help poor people help themselves. It is
mainly dedicated to reducing poverty by assisting unemployed poor people
to start businesses that they plan and manage themselves.
TSEP is not a credit program.
It provides seed capital in the form of a EGP 200 (USD 40) conditional
grant to be disbursed in 2 equal instalments.
TSEP is based on the belief that development must begin with people with
their own ideas and experience, and build on their skills and unemployed
time.
TSEP is funded from the contributions of the businessmen and the
members of ABA.
TSEP is managed by the SME Project Staff who volunteered to implement
the program. The clients of the SME Project also help in monitoring the
beneficiaries of the Program.
The grant is disbursed in accordance with the following conditions:
- FIRST INSTALLMENT
1 Recipient should plan & manage the business
2 Recipient should work a minimum of 8 hours per day in 3 months
3 Recipient should work planning to continue & expand the business
- SECOND INSTALLMENT
1 The business is still active after 3 months
2 Proof of working at least 8 hours per day during the 3 months

GRADUATION

All the beneficiaries of TSEP who sustained their business are eligible to
join "Blossoms of Micro Enterprise Program" and could receive loans
according to the regulations of that program on SOLIDARITY GROUP
basis
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OTHER PROJECTS - TECHNICAL AND NON FINANCIAL ASSISTANCE
ABA focused in the last years its activities also on collateral projects, technical and
non-financial oriented, here briefly described:
ALEXANDRIA SMALL BUSINESS CENTER (ASBC)
The Small & Micro Enterprises Project established the ALEXANDRIA SMALL
BUSINESS CENTER (ASBC). It is a form of technical support, designed to address
the non-financial needs of the Micro entrepreneurs. The objectives of the ASBC are:
Upgrade the managerial and technical skills of client
Assist clients with improving production technology to maximize efficiency
and meet market needs
Assist clients with marketing activities
Assist clients in solving technical and administrative problems
Provide clients with updated knowledge and technology
ABA is providing four types of services
Training: Business training in taxation, licensing, social security, book-keeping,
and marketing. Technical training in woodworking, garment making and other
activities.
Marketing: Sourcing retails outlets for client products, displaying products in
the ASBC’s showroom, organizing exhibitions, and obtaining supply contracts
on behalf of clients.
Library: maintaining a library of catalogues allowing clients to be aware of new
fashions and production techniques
Technical Assistance: Cooperating with international organizations such
USAID, trough the International Executive Service Corps (IESC) and the
German GTZ trough CIM with sourcing of volunteer experts from various
sectors to provide technical assistance to clients.
Nothing is provided free of charge. These services are provided against fees (to access
the library, for training courses, for technical assistance). Products sold on behalf of
clients, either through the showroom or through retail outlets are marked-up by around
10%.
FEEDING THE POOR PROJECT
This project started in September 1999 where the “Zaka and Charity committee”
disburses dry family meals to the poor listed in the social solidarity division where
they cover all areas of Alexandria starting from Amreya to Abu Qir. Members of the
Charity Committee distribute those meals under the supervision of the Ministry of
Social Affairs.
The total meals distributed on monthly basis are 800 meals, twice a week every
Sunday and Wednesday.
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ORPHANS SPONSORSHIP PROJECT
The project has been inaugurated during the month of May 2001.
The Alexandria Business Association represented by its Zaka & Charity Committee
has undertaken and coordinated an agreement with El-Radwan Islamic welfare
Association located in Sidi Bishr Alexandria to cooperate in the orphan’s sponsorship
project. The social specialists of El-Radwan Association study orphans’ cases and
report the numbers of orphans’ beneficiaries of such a sponsor. El-Radwan
Association is sponsoring 113 orphan. The main purpose of this project is to achieve a
specific social standard for this orphan by providing a monthly sponsorship fee in
addition to other periodical incentives during feasts and special events. They also
provide medical care until they successfully end their educational phase or obtain a
certificate that can provide a sustainable living condition.
SCHOOL TO WORK PROJECT
On October 17th, 1999 the Egyptian Ministry of Education and the Alexandria
Business Association formed a Partnership that seeks to strengthen vocational
education in Alexandria as a model to be replicated in other Governorates in Egypt.
The Partnership seeks to strengthen technical secondary education and create entrylevel job opportunities for technical secondary school graduates. Technical schools
selected for this pilot project to develop their system were: Moharam Bek Hotel and
Management School and Roushdy Technical School. Many activities and tasks have
been carried out in this project; such as giving orientation sessions to teachers and
students by the businessmen, providing training and permanent job opportunities for
the students and graduates of these schools, reforming the school syllabi and facilities,
providing schools with telephone lines, computers and internet connections for the Job
Referral Center located inside each school.
MUBARAK-KOHL PROJECT
In the framework of the Mubarak-Kohl Initiative of October 1991, expressed in the
declaration of intent signed in February 1992, the German Government emphasized
the willingness to assist the Egyptian Government in its efforts to restructure its
technical education and training system towards a labor market-oriented one, by
introducing a cooperative (dual) system of technical education and vocational
training. The project partners cooperated in introducing a “Dual System of Training”
in Alexandria, beginning with training occupations of mechanics, electronics and
ready made garments, are the Egyptian Ministry of Education, German Technical
Cooperation (GTZ) and the Alexandria Business Association (ABA).
ABA’s role in this project is having the RUDS office (Regional Unit for Dual System)
located in its premises, to be responsible for looking after students affairs in the
factories, marketing the program and several other tasks.
GLOBAL LEARNING AND OBSERVATION TO SERVE THE ENVIRONMENT
PROJECT (GLOBE)
Globe is a worldwide hands-on, primary and secondary school-based science and
education program. This program provides the opportunity for students to learn by
taking scientifically valid measurements in the fields of atmosphere, hydrology, soils
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and land cover depending upon their local curricula; reporting their data through the
Internet to the student data archive; creating maps and graphs on the free interactive
Web site to analyze data sets; collaborating with scientists and other Globe students
around the world. (please visit www.globe.gov). Alexandria Business Association was
one of the first Associations that experimented this program in one of Alexandria
Secondary schools where the association covered all the costs related to buying
computers, printers and preparing computer labs for the students in this school.
Nabaweya Moussa school is considered a model to be followed by other schools
seeking to implement the Globe program.
SCHOOL DESKS PROJECT
From the perspective of the social responsibilities of businessmen and social
development required, the Alexandria Business Association has succeeded through its
members to reach a balance between the economical role of Businessmen and their
participation in developing their own community, where they practice their businesses.
The Alexandria business Association and its active role in the city of Alexandria has
managed through the collaboration between its Community Service & Foreign Affairs
committees in finalizing a contract with the Embassy of Japan in Cairo and obtained a
grant of approximately two hundred thousand Egyptian pounds to provide primary
public schools in Alexandria with required school desks. The Community Service
committee has executed the necessary procedures with the Ministry of Education in
Alexandria to provide all primary public schools with the required desks specifically
those schools with no financial resources in the outskirts of the city of Alexandria. The
total number of desks needed are approximately 12530 desks, for the primary sector.
The first phase of the project includes providing primary public schools with 2300
desks and the rest will be provided after signing the second phase of the above
mentioned agreement with the Embassy of Japan in Cairo.
ORPHANS SPONSORSHIP PROJECT
The project has been inaugurated during the month of May 2001.
The Alexandria Business Association represented by its Zaka & Charity Committee
has undertaken and coordinated an agreement with El-Radwan Islamic welfare
Association located in Sidi Bishr Alexandria to cooperate in the orphan’s sponsorship
project. The social specialists of El-Radwan Association study orphans’ cases and
report the numbers of orphans’ beneficiaries of such a sponsor. El-Radwan
Association is sponsoring 113 orphan. The main purpose of this project is to achieve a
specific social standard for this orphan by providing a monthly sponsorship fee in
addition to other periodical incentives during feasts and special events. They also
provide medical care until they successfully end their educational phase or obtain a
certificate that can provide a sustainable living condition.
21ST CENTURY INFORMATION TECHNOLOGY CENTERS
Investment in Information and Knowledge is considered the best direct investment in
youth. It is also considered a must to be able to react on all the variables that take place
around the world. Information now is considered the main product in the whole world
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and controlling its sources as well as the means of its transfer is considered an
important way to improve, develop and compete in the global world.
President Mubarak announced in September 13th, 1999 the initiative of developing
Egypt technologically and focused mainly on the Youth. He also announced a national
initiative “Investment in Egypt’s Future” which evolved in establishing Information
Technology Clubs to be located in Youth Centers.
Hence, Alexandria Business Association refurbished and prepared for the Ministry of
Information and Communication 7 Youth Centers in Alexandria.
ALEXANDRIA CENTER FOR INTERNATIONAL ARBITRATION
Established in June, 2001, the Alexandria Center for International Arbitration is an
Affiliate of the Cairo Regional Center for International Commercial Arbitration
(CRCICA)
The Center aims at settling trade disputes between businessmen through fair
operations of expeditious and economical procedures. This constitutes an entirely
integral dispute-resolution mechanism which employs various effective processes of
arbitration. It includes also Alternative Dispute Resolution techniques (ADR) such as
conciliation, mediation and technical expertise. (please visit www.aba-sme.com).
CONSULTING SERVICES
Since the inception in 1990, the SME Project has worked closely with donor agencies,
local communities and other NGOs in the development of Small and Micro
Enterprises.
Over the years, the project gained experience in all areas of SME development. The
project is also sharing its experience with other international MFIs by participating in
international conferences, workshops, and networks. The SME project is now
providing a variety of consultancy services to National, Regional, and International
agencies and institutions involved in SME development. This service was provided to
almost all MFIs in Egypt, Jordan, Bahrain, Bosnia, Bulgaria, Albania, Croatia,
Kazakhistan, Russia and many African countries.
ABA has been selected by the UNDP as an International Technical Service Provider
for his MicroStart Program. The UNDP has contracted with ABA to provide such
services in Bahrain an Yemen.
The consulting services: the design of sustainable micro-credit schemes, design of
services delivery mechanism, sequencing of actions to begin to begin credit
operations, training workshops with comprehensive modules, staff incentives schemes,
staff incentive schemes, performance measurement,, and impact tracking.
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STRENGTHNESS

POINTS OF STRENGTH

item
SOLID PRODUCT /
MARKET MATCH
STRONG CUSTOMER
SERVICE
EXCELLENCE
DELIQUENCY
MANAGEMENT
EXCELLENT
MANAGEMENT
INFORMATION
SYSTEM (MIS)
AN ELABORATE
STAFF INCENTIVE
SCHEME
EFFECTIVE
RELATIONSHIP WITH
BANKS
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description
The ABA's credit service is filling a need of a large and density
populated target market
Clients praise the level of service offered by project. They like the fact
that extension officers "go to them" and they find the eligibility
requirements easy to meet. They are particularly happy with the quick
loan procedures.
The follow-up procedure for delinquent payments is very effective.
ABA produces excellent management reports, such as a client status
report, loan status report, and expected repayments report, which
facilitate operation and decision making.
ABA has developed an elaborate Incentive System that has significant
effect on staff behaviour and project performance.
The use of commercial banks to disburse the loans results in lower
operating costs, better client service (since bank branches are
conveniently located) and less losses due to error or fraud.
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chapter 2
OUTREACH
ABA is driving the transformation of the Microfinance Sector in the Country. Actually
31st may, 2005) it has a Outstanding Portfolio stood at approximately 893 million EGP
(approximately 154 million USD), and the average loan outstanding at more than 2000
EGP (355 eur). It represents approximately the 25% of the GNP per capita in Egypt.
But we have to consider the differences between individual lending (2860 EGP, more
than 490 USD is the average loan outstanding, more than 35% of GNP per capita) and
group lending (very low end of the market at 4% of GNP per capita). The increase of
active borrowers is growing during the last year, after a negative result (2004, -7,4%).
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The network of 27 branches employs actually 736 staff members, dedicated either to
SME or Blossoms lending. They attended initial on-the-job training and they have
skills for their work. They refresh trainings every 2-3 years.
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On average, MFIs in the world have 284 active borrowers per loan officer (Micro
Banking Bulletin, Issue No. 9, July 2003). The outreach of 27 branch and current
market conditions make operations management and internal control increasingly
complex. It is clear that ABA needs a formal business planning, to achieve optimal
performance, controlling internal and external risks.
STAFF PRODUCTIVITY

736

604

615

519

322

2001

STAFF MEMBERS

148

2002

2004

2003

2005
(May)

2001

2002

2003

2004

2005
(May)

322

519

615

604

736

CASE 2

Alexandria Business Association

ABA has developed a quantitative system (ITS - Impact Tracking System)) to measure
changes in its clients over time (SME Project – individual lending). A representative
sample of clients was identified and has been tracked over the course of 18 months
(between 2003 and 2004).
SECTORS - impact (2004)

26%
63%

% trade
% manifacture
% services

11%

If we consider the impact of the programs on the sector’s activity, we have several
types of activities: 63% in commerce, 26% in handicraft, and 11% in service (2004).
Over 77% of clients are claiming to use their loans on raw materials. Using SME
project loan to purchase raw materials has allowed clients to buy in bulk at lower
prices.
The revenues increased during the 18 months for many clients, averaging 25% among
the various sectors. The increases were higher (33%) among the service and
manufacturing sectors, while trade showed around 16% increases in revenues for the
period of the 18 months.
Clients attribute these increases especially in production and quality. Many associated
increases in revenue to the addition of new product or service (25%).
During these 18 months, increased income was used in different manners: additional
raw materials (53%), new equipment (14%), savings (12%) and increased household
expenses.
The creation of permanent (259) or temporary (196) job has clearly positive effects,
especially in manufacturing sector (39%).
ABA focused its measuring system also on client problems: although the project's
primary assistance is in form of loans, many clients (42%) noted a need for additional
working capital. Other client problems are lack of marketing assistance (16%) and lack
of government’s procedure (19%).
Problems with the loan program included wanting larger loan size (41%), a grace
period (39%), longer loan terms (27%).
By the way almost half (41%) of all clients noted no problems with the loan program.
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In the last years, as we explained in the previous chapter, the dominant lending
methodology used by ABA is individual lending (SME is representing not less than
96% of the total loan disbursed). Requirements for group asking for a loan are quite
strict and the previous existence on the market is surely an important factor. Bur the
ABA’s methodology lending is clear:

The introduction of a diversified offer (TSEP – BLOSSOMS – SME) confirms the
design of a concrete governance and lending process methodology.
The strategic plan has a clear goal: reaching down the whole market, serving poor
trough Blossoms project and offering them a training. Then carry the same clients to
have access to Blossom Project (with small amount lending) and at the end reach the
individual SME lending, increasing the amounts.
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INDIVIDUALS LOANS (SME) and GROUP LOANS (BLOSSOMS)

4,0%

96,0%

% INDIVIDUALS LOANS (SME)

% GROUP LOANS (BLOSSOMS)

The ultimate goal is reaching and working with the existing formal bank network. The
downscaling process starting now in the country could represent the future, and an
interesting model for the whole Arab Microfinance market.
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chapter 3
FINANCIAL SUSTAINABILITY
To be financially viable, a savings and credit institution can’t rely on donor funding to
subsidy its operations. The indicators of financial viability refer to the sustainability of
Alexandria Business Association to cover its costs with earned revenue.
OPERATIONAL and FINANCIAL SELF-SUFFICIENCY EQUITY

LIABILITIES /

Financial self-sufficiency ratio corresponds to the operational self-sufficiency ratio,
adjusted by the interest subsidy from concessional loans and in-kind subsidies. In other
words, ABA has to get all its loans at market rates and pay all the costs itself, without
any external grants. ABA performances (between 116% and 154% in the last years)
assure a long term provision of financial services, undermined by the continued
necessity to rely on donor funds. Operational self-sufficiency is naturally assured.
We have also to examine the LIABILITIES / EQUITY index: in 2003 index is attested
on 16,3%, from a 33,8% of the previous year. It is very important to be noted that the
amount of the equity is larger that it would be given that USD deposits exclusively
used to be guarantee overdrafts are parts of the part of the balance sheet rather than
being off balance sheet items. Without these deposits the leverage ratio remains low
but goes up to 47% (Planet Rating, 2004).
PORTFOLIO OUTSTANDING - OUTSTANDING LOANS
The percentage of increase of new active borrowers is increasing (+10,5% in 2005,
only in 2004 it was decreasing, -7,4%). ABA is offering in the last year a
diversification of his products (group – individual loans) reaching a diversification of
the client types. Risk is for the moment covered by the results.
PAR - PORTFOLIO AT RISK / REPAYMENT RATE
The PAR 31-365, cause the majority of the portfolio is comprised of individual loans
(repayment rate: 95%), was strongly impacted by frauds discovered in 2003
(2.900.000 EGP of fictious loans, representing 5% of the Dec.2003 Portfolio
disbursed). So ABA PAR rapidly increased in 2003 (8,8%, after 4,2% of 2002).
For this reason portfolio at risk could be high. The portfolio at risk ratio is for ABA
pegged 30 days degree of lateness. A low level of delinquency is for the future a
strategic issue to control this result. Repayment rate is linked with the previous
indicator. It represents the first operational result for any MFI.
ABA demonstrates a great performance and his average rate of reimbursement in the
last two years with percentage over 99% (see also OUTREACH) confirming during
the time its sustainability.
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Return on equity (ROE - AROE)
ROE ratio is an important tool for Alexandria Business Association members and
shareholders to determine how much income their investment is generating, relative to
the risk involved, and how it compares with alternative investments.
ROE ratio in ABA case study presents values between 2.8% and 6,1% in the last years.
On average, financially self-sufficient MFIs in the world have a ROE of about 15%,
while the non financially self-sufficient ones have an average ROE of 2.3%.
We know that these numbers vary a lot between continents and type of institutions
(Micro Banking Bulletin, Issue No. 9, July 2003). We can also consider this ratio not
be used to compare the overall profitability between programs, because the structure of
capital (donations relative to shareholder’s capital) varies considerably from case to
case (Bartel et.al. 1995: no.1).
Return on assets (ROA - AROA)
ROA is positive during these years, and decreasing in the last years (from 4,4%, 2001
to 2,3 %, 2003). ABA values are changing during the years: it’s very difficult to give
an answer to this decreasing tendency, because average amount of total assets are used
rather than performing assets, and because it’s possible that the organization is being
measured on its total financial performance (including decisions made to purchase
fixed assets or invest in land and buildings). It is also possible that ABA used funds
that could be used for revenue-generating investments of for securities (Ledgerwood,
1999). We also attribute this value to the internal fraud of 2003.
ROA measures the net income earned on the assets of the MFI (it differs from the
ROE ratio in that it measures the return on all funds used to finance the institution equity and liabilities, not only own funds).
PORTFOLIO YIELD
From 2001 to the end of 2003, Portfolio Yield was ranging between 30,4% to 28,3%.
This is consequence of two successive decreases on the effective interest rates in 2003
and 2004 (SME Project). This value is enough to permit a wide margin for
sustainability. We could confirm the positive results of ABA referring to the
indications of the Micro Banking Bulletin (MBB) who indicate values for the Portfolio
Yield by scale of operation: for a Large MFI correct values could be around 30%
(CGAP, 2002). The competition could definitely increase in the next period (with the
downscaling process from the formal market, and the increasing results by other
NGOs), and we have to consider a high level of operational sustainability.
INTEREST RATES
The individual loan product (SME Project) has a nominal flat 16% annual rate, or 28,3
annual effective interest rate (see OUTREACH results). The individual loan is a
product covering approximately 95% of the portfolio. The rate was lowered in January
2004 to 15% flat per annum, or 26,6 effective. It could be considered a good result.
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The group loan product (Blossoms Project) has remained the same at a nominal flat
26% annual rate or 46% annual effective interest rate.
SDI - Subsidy Dependence Index
The MFI did never change his offers increasing interest rate, to increase the income (in
order of this reason, in January 2004 ABA decreased, for SME Project, interest rates).
The percentage by which interest rates charged to clients would have to be increased
hypothetically in order to cover program costs and eliminate subsidies corresponds to
0%.
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chapter 4
FUNDING STRUCTURE AND LEGAL FRAMEWORK
ABA has been funded mainly by donated equity, in the form of USAID subsidies for
operating expenses and collateral deposits, and bank overdraft facilities obtained using
these collateral deposits. Retained earnings represent 28,8% of equity and have long
been a source of portfolio funding for ABA. USAID funds were received through
Cooperative Agreements (10 million USD in 1988 and 9,3 million USD in 2001) of
which only 0,7 million has been received to date). Today these amount total represent
66 million EGP. Interest earnings on the collateral deposits are only between 1% and
2% and per agreement must be capitalized on these deposits.
The amount of equity and thus the amount of total assets is larger than it would
ordinarily be given that USD deposits are part of the balance sheet rather than off
balance sheet items. Without these deposit, total asset for ABA would be 76 million
EGP (instead of 177 million EGP) and the capital structure of ABA 53% retained
earnings, 15% donations, 32% bank overdrafts (instead of 23% retained earnings, 63%
donations, 14% bank overdraft).
ABA covered its operating costs for the last 15 years (see operational self-sufficiency,
Financial Sustainability Chapter). The profit margin decreased after 2001, reaching in
2003 bad results for the internal fraud.
ABA finances its portfolio with equity and overdraft facilities from local banks backed
by USD deposits. The funding expense ratio declined from 9.4% in 2001 to 8.2 in
2003, as the accumulation of the retained earnings over the years allowed ABA to
decrease the share of its portfolio that is financed by overdraft from 77% in 2001 to
47% in 2003. The effect of the 2003 reduction of overdraft interest rates will be
observed starting in 2004. (2004, Planet Rating).
Risks are related to the general macroeconomic environment, fluctuation in the
EGP/USD exchange rate (although this exposure is minimized given the
overwhelming excess capacity on the USD-backed overdrafts) and risk of political
interference. ABA has now more than sufficient funding available trough its own
retained earnings and local bank overdrafts backed by USAID provided USD fixed
deposits. Those facilities are only at 30% of their capacity.
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chapter 5
BENCHMARKING – AL TADAMUN NGO: results, methodologies and differences
Al Tadamun is one of the most important NGOs operating in Egypt. Established in
1996, its mission is to increase the income of women micro-entrepreneurs of the poor
neighborhoods of Greater Cairo and Egypt through providing sustained appropriate
financial services, Provide poor women micro entrepreneurs with access to credit as
means of empowerment and increased household income, and build an institutional
capacity to deliver poverty alleviating credit services in a sustainable and efficient
manner.
With the growing population and the impact of the current structural adjustment
program, the socio-economic conditions of the poor in Egypt are increasingly
deteriorating. As in most developing countries, the impact of poverty is greatest on
women and girls, with discrimination in access to nutrition, health, education,
employment opportunities and access to credit.
In response to the need for a source of credit for poor women, Save the Children/USA
– Egypt Field Office (SC) began a Group Guaranteed Lending and Savings (GGLS)
pilot program in September 1996, in conjunction with the Women’s Health
Improvement Association (WHIA), in the disadvantaged Cairo neighborhood of
Abdeen. Using private sources of funding, Save the Children has found out that the
Group Guaranteed Lending and Savings Program has developed well beyond the pilot
phase in WHIA’s Abdeen Branch; the fact that has encouraged SC to expand in
Imbaba and lately in Dar El Salam as well.
In July 2003, the three branches were merged as a partnership between SC and WHIA
into a fully autonomous and Program under the umbrella of WHIA, AL TADAMUN
MICROFINANCE PROGRAM.
The Program’s vision is to become the largest Microfinance institution serving
women’s small and micro enterprises in Egypt. The Program’s mission is to increase
the income of women micro-entrepreneurs of the poor neighborhoods in Egypt
through providing sustainable appropriate financial services.
From late November 1996 to end of January 2005, AL TADAMUN Microfinance
program has disbursed loans at a value of 33.791.900 LE (more than 5.500.000 USD)
to 45,043 women, with a cumulative repayment rate since its beginning of 100% (as of
end of October 2004, the Program has 9.290 active clients).
These are the products offered:
•
•
•
•
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Seasonal Loans (being introduced)
Loans
Training and Consulting
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BOX 1 –SME PROJECT – Balance Sheet 2004
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BOX 2 –SME PROJECT – SME Project – Income Statement 2004
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1. Introduction
Despite the general impression, poor people need financial services. This idea
constitutes the basis of the “microfinance revolution”. Poverty is a broad concept and
poor are not a homogeneous group of people. This is why it is quite clear that
microfinance cannot be used as an effective tool to fight poverty at any level.
Microfinance is not a panacea, but at a certain stage of poverty it is likely to be one of
the most effective tools to help poor people in a self development perspective. In any
case, in order to meet their needs the poor refer to a wide range of financial services,
most of all composed by informal networks such as moneylenders, savings and credits
clubs and mutual insurance societies, and as savings to be utilized when any need
arises, animals, buildings or small amounts of cash.
This is one of the reasons why the main target of microfinance is generally constituted
by microentrepreneurs, those who are already setting some tools and acquiring some
skill to move out of a situation of poverty. Very poor people, malnourished, ill and
unskilled individuals cannot be a target for microfinance, simply because this
intervention would not be efficient to solve their problems. They need, first of all, to
be fed, cured and trained, because they need to meet their basic needs, before
concentrating on establishing an income generating activity. As Robinson stated: “ For
these people microfinance is the next step – after they are able to work”1
Regarding the Egyptian context, in year 2004 local microfinance practitioners,
governmental and donor representatives and international organizations started a vast
work finalized at building a new strategy for the country. Monthly meetings, travels
abroad and drafting of papers constituted a path that led to a definition on what Egypt
needs in terms of microfinancial products to poor people and microenterpreneurs.
So far, this constitutes the starting point for all those who are willing to investigate
microfinance in the country.
One of the most interesting issues that rose from this work was the major role of
commercial banks in the commercialization, seen as a process to be sought after in
microfinance in order to achieve exponential growth and the diffusion of a complete
range of products in this field. Poor people, in fact, do not necessitate only of credit
services to meet their financial needs: they also require savings, insurance, money
transfers, leasing and so on, along with non financial services such as technical
assistance.
So, what are the missing chances for growth for customers and institutions in Egypt?
This paper will try to answer this question, analyzing the services provided to those
who are targeted by microfinance institutions: beneficiaries and clients.
The starting point for this analysis is that there are different varieties of customers as
well as institutions that offer microfinance and as well as products offered.
1

Robinson M.S. “ The Microfinance Revolution, Vol. 1, Sustainable Finance for the Poor” Washington DC
2001
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The classification of the customers could be placed in a continuum, whose central
point is the poverty line2.

Poverty line

Beneficiary

Customer

NGO

MFI

Client
Commercial
bank

At the left side, it is possible to place the beneficiaries of broader development
interventions, that together with food aid, water and sanitation, gender programs and
so on, also include a microcredit component. Usually these interventions are provided
by NGO, and provide a more holistic assistance to the beneficiary, rather than focusing
on financial services only. The beneficiaries at this stage need to acquire awareness
both on what their rights are and on what they need together with some skills (for
example, a clear definition of credit and saving).
At the middle of the continuum, it is possible to place those who live slightly under or
above the poverty line, who are well aware of what they need (also in financial terms)
but have no access to a system that could meet their necessities. Usually they are (or
constitute potential) microentrepreneurs. They can better be served by MFIs who are
specialized in small and micro enterprises development, and usually give financial
services as well as technical assistance.
At the very right side of the continuum, it is possible to place those who have higher
awareness, and different needs. They could be small entrepreneurs who might be
interested in leasing to buy machinery or insurance for their crops. In this case, they
can be considered clients and easily approached by commercial banks, who have the
expertise to handle individuals with a higher financial maturity.

2

According to the American University in Cairo, poverty incidence in Egypt under the lower poverty line has
increased from 17.1% in 1981/82 to 24.2% in 1990/91 then decreased to 22.9% in 1995/96 and finally to 16.7%
in 99/2000, which means that 10.7 million individuals are unable to meet their basic food and non-food needs,
compared to 7.3 million in 1981/82, at an increasing rate of 2.15% annually. The number decreased over the
period (1990/91-99/2000) at –2% annually. Using the upper poverty line, the number increases to 26.9 million
compared to 12.9 million in 81/82, 20.7 million in 90/91, at an annual increasing rate 4.2% over the period
(81/82-99/2000) and 3% during (90/91-99/2000), which is higher than the population growth rates during those
two periods: 2.25% and 2.1% annually.
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The growth of the customer, from beneficiary to client, in which he/she acquires more
awareness but also economic power, should be followed by a growth in the way
institutions serve their needs. Institutions, from NGOs to banks, have to start their
activities by focusing on their target’s needs: deprived people need broad
interventions, food, water and good health, a house and so on. NGOs are the perfect
subjects to give these services, together with microfinance, when needed.
Microenterpreneurs need capital and other financial services. MFIs can better serve
them, and the range of people who live on the edge of the poverty line. Micro and
small entrepreneurs deserve and require more sophisticated products that can be easily
provided by banks and other financial institutions who already offer them to their
traditional clients.
This distinction tends to constitute a scheme and a theoretic exercise: of course there
are and there have to be many points of intersection between the three providers.
Anyway, it tends to prove that:
-

People, even when poor, deserve and demand tailored services
Specialization is important to better serve the clients. Institutions cannot
handle all the effective and potential clients of microfinance, also
because they are very heterogeneous.
Diversification of the products is essential to cover the needs
Competition can be a good incentive to improve each institution’s
performance but all of them should concentrate on communication and
cooperation with other institutions who are specialized in different areas,
not neglecting the points of intersection that could represent a good
opportunity of enrichment and a positive experience of growth through
sharing.

In this context, commercial banks in Egypt showed interest in being involved in the
process of disbursing microloans and other financial services to people that are
traditionally considered non bankable because they are not able to provide collaterals
when requiring credit for their activities. These banks understood the value of social
capital and its role as collateral. Traditionally, microcredit is related with group
lending where peer pressure works as a mean to assure that the capital (plus interest)
will be repaid. In Egypt individual lending works better than group lending and usually
banks prefer the first approach. For them, social capital constitutes a form of
guaranteeing their loans, especially in a society where community life still is so
important.
As Littlefield and Rosenberg3 observed, “the general picture so far has been that
financial services for the poor, despite their extensive outreach and promising new
developments, suffer from being fragmented in niche institutions that are not wellintegrated into the mainstream financial system”.
3

Littlefield E., Rosenberg R. “Microfinance and the Poor:Breaking Down the Walls between Microfinance and
the Formal Financial System” Finance & Development 41, no. 2 (June 2004), 38 - 40
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Anyhow, although commercial banks are in a perfect position to extend financial
services to microfinance clients, especially for their competitive advantages, such as
broad networks and easier access to financing, they still prove to be reluctant to lend to
microentrepreneurs.
Many reasons lead to this attitude, such as:
a. High costs and small profits associated with small loans.
b. The perceived high risk associated with microlending.
c. Inadequacy of the present methodologies used to assess the creditworthiness of
their clients adopted by banks. For this reason, the creation of effective credit
bureaus4 is highly auspicated in the country.
d. The banks’ lack of marketing, appraisal and supervision capacity for
microenterprises lending. For four decades, until the mid-nineties, the banking
sector was working under a system of credit allocation that favored large public
sector enterprises. As a result, banks have developed no marketing, appraisal or
supervision capacity to lend to smaller clients. At present, anyway, the
liberalization of the banking sector is introducing these new skills, still centered
around larger institutions.
e. Inadequacy of current lending terms and conditions for small business
lending, especially because these businesses are obliged to establish credibility
for borrowing under the currently prevailing, and inadequate, credit evaluation
criteria.
f. The inadequacy of collateral – based lending techniques for the SME
market. At this point it is very important to underline that most of the times
collateral is not lacking: the problem dos not lie in the physical absence of
guarantee. Rather, the problem lies in its official invisibility, given to the fact
that holdings possessed by the majority of potential micro clients are not
registered so they cannot prove the ownership or use them as a collateral in any
case5.
As the financial services sector becomes increasingly competitive anyway, banks
feel the pressure to move downscale, also because this constitutes the access to a
market niche in which they could acquire new and loyal clients but also because of
the proven profitability of the business6.

4

“A credit bureau is a data bank/repository of individuals’ demographic records and payment history of various
types of credit obligations, both open and paid. It also contains payment history of credit obligations on SMEs.
The credit information reflects both good and poor repayment habits. A Credit Bureau does not assign credit
ratings to the credit records of individuals nor does it decide an individual’s credit worthiness – this is left to the
user of the information. The rating of credit data is supplied by the company that has extended credit to
individuals and subsequently provides the information to the credit bureau.” Definition given by EBI, Egyptian
Banking Institute. As one of the concerns that impede the full involvement of commercial banks in microfinance
is the lack of information of the credit history of potential clients, a loan register would provide the information
required by the financial institution allowing it to manage in a better way the risk exposure of their portfolios.
5
This concept has been broadly tackled by Hernando De Soto in his book called “The Mystery of Capital”
6
International experience proved that the involvement of commercial banks in microfinance can be very
successful (for example: Equity Building Society in Kenya, State Bank of India and ICICI Bank, Ag Bank in
Mongolia, ABN AMRO in the Netherlands and also the world’s largest bank, Citigroup.
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Commercial banks can be involved in microfinance both indirectly and directly.
In the first case, the can offer:
- Technical support to an MFI or NGO
- Refinancing of an MFI
- Participation in the MFI’s equity
Otherwise, they can:
Create ad hoc products and services for a targeted clientele
usually considered a prerogative of NGOs
Create branches or windows dedicated to microfinance

2. Downscaling: a definition
The word downscaling expresses the involvement of commercial banks in
microfinance, which implies reducing the volume of their affaires by opening to a new
even if more risky market niche: poor people and microentrepreneurs. Starting from
the assumption that microfinance is a development tool which is very effective to fight
poverty but cannot address the poorest of the poor and be utilized in cases of extreme
poverty, it is possible to find some intersection between the clients usually served by
MFIs and those served by traditional banks, who broaden their market and at the same
time offer new products.
Downscaling can be seen as a way to commercialize microfinance, together with
commercial investing and transformation7. Following this distinction, three definitions
occur:
- Downscaling: a bank or other formal financial institution expands its services
to work with clients traditionally served by MFIs. Such an expansion can mean
serving microfinance clients in one or many financial areas.
- Commercial investing: driven primarily by the promise of financial returns,
private funds are placed into institutions already profiting from microfinance.
Funds may be invested in MFIs directly or through an intermediary
- Transformation (or upgrading): an NGO or socially motivated MFI changes
its organizational and legal structure to become self-sufficient and profit driven.
To reach these objectives, commercial banks need sound macroeconomic policies and
an appropriate regulatory and prudential framework, very important because it an
effective management. They also need reliable credit information on
microentrepreneurs, for example information on past payment history, level of
indebtedness, and default information (this is one of the reasons why, as stated before,
credit bureaus are acquiring such a huge importance). A third prerequisite is a better
understanding of the markets in which microentrepreneurs operate. Commercial banks
need, for example, primary and secondary market researches on the types and size of
businesses run by microentrepreneurs and the characteristics of the industries they
7

Siddartha H. Chowdri “Downscaling Institutions and Competitive Microfinance Markets: Reflections and Case
– Studies from Latin America”, August 2004 Edited by Alex Silva, Omtrix Inc., Commissioned by
CALMEADOW
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work in. In any case, it is fundamental to underline that commercialization can be
considered both as a process to be sought after in microfinance in order to achieve
exponential growth and as a mean that fosters greatest competition, allows an
extension in the range of products and services offered, innovates methodologies and
the lowers the costs. This is why it is viewed as a tool to promote sustainable
operations while providing a larger number of people with access to better financial
services.
3. Overview of the financial and microfinancial activities in Egypt.
Commercial banks involved in microcredit.
Total population
Estimated number of people below the poverty line
Estimated number of households below the poverty line
Estimated number of households needing access to credit –
market potential
Number of active borrowers
Percentage of people currently having access as percentage of
market potential
Market gap in numbers
Market gap in percentage

66,372,000
28,540,000
4,077,137
1,630,855
256,159
16%
1,374,696
84%

Source: Microfinance in the Arab States Building inclusive financial sectors UNCDF, 2004

The banking sector in Egypt consists of a Central Bank, large public sector banks and
a number of joint ventures and private commercial banks. The Central Bank of Egypt
(Bank al-Markazy al-Misry), established in 1960, is an autonomous public legal entity.
Among the bank’s responsibilities are issuing banknotes, formulating monetary policy,
maintaining the stability of the Egyptian pound, managing state gold reserves,
controlling banks and managing the government’s debt. Egypt’s inflation, having
reached a high of 21.2% in 1990, diminished to 3.8% in 1999 and has remained at that
level, with 4.2% inflation in 2002.
During the 1981 – 1991 decade, Egypt faced a phase of economic reforms,
characterized by an attempt to create more financial intermediation. Even so, during
this period the state – owned banks dominated the financial sector in Egypt (see
Arestis, 2003). In 1991 the country embarked on structural adjustment programs
following the World Bank and IMF prescriptions as well as financial reforms. From
1996, the reforms focused on privatization, deregulation, foreign trade and prices
liberalization. At the same, a special structure called Social Fund for Development
was created to mitigate the effects of these reforms.
The Central Bank during the last years approved further reforms of the banking sector,
including privatization of the public sector banks and mergers of some of the smaller
banks. Egyptian banks are regulated by the new law n. 88 of 2003. At the moment, the
National Bank of Egypt and Banque Misr are the public banks that dominate the
commercial banking system. Together with the Banque du Caire and the Bank of
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Alexandria, Egypt's other two leading public sector banks, they control well over half
of the total assets of the banking system. Since 1976 anyway, a large number of joint
ventures and privately owned commercial banks compete in the market. Among them,
are the Commercial International Bank of Egypt (CIB), the Egyptian American Bank,
the Misr International Bank, the Suez Canal Bank, and the Cairo-Amman Bank. The
Arab African International Bank and Arab International Bank are Arab multinational
banks, and Faisal Islamic Bank of Egypt is the country's largest Islamic bank. Some 21
foreign banks, such as CitiBank Egypt and Arab Bank (Amman), have been allowed,
since 1992, to offer full ranges of commercial banking services in local as well as in
foreign exchange. The Egyptian banking system has the infrastructure and capacity to
reach thousands of potential borrowers – together these 64 banks have 2.325 branches.
(Dhumale, Sapcanin and Tuker, 1999)
Since 2001 anyway, a number of banking scandals have come to light, mostly
involving bad loans to influential businessmen and officials. As of 2003, each of these
cases has been prosecuted and heavy sentences have been handed down for those
convicted. Loan defaults between 1999 and 2003 are estimated to have cost the
banking system between US$ 8 and 10 billion, or 10% of GDP annually. Banque du
Caire was particularly hard hit, and as of 2003 carries US$ 1.3 billion in nonperforming loans8.
Microfinance arises as a sector in which commercial banks can be involved in
supporting poor segments of the population by giving them a chance through the
disbursement of financial services. Usually commercial banks are not aware of the
existence of this niche of market or do not show particular interest in microfinance,
fearing that a direct involvement would imply a waste of resources, high risks and low
rewards.
Microfinance was active in Egypt since the 1950’s. Back then, small loans and related
services used to be provided by NGOs and various governmental projects, such as:
1. The Productive Families Project
2. Bank Nasser
3. Mubarak Social Solidarity Program
The Government started the so called Productive families project (PFP),
implemented through the Ministry of Social Affairs, was established in 1964 and
means to mobilize the potentials of Egyptian families by engaging them in profitable
home enterprises. Low income families (especially those earning less than 100
Egyptian pounds per month) are selected, receive training and finally start their own
activity. The project provides the beneficiaries with technical assistance, in kind inputs

8

Source: UNDP Egypt
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such as raw material (clothes, stripes of leather and so on), equipment, tools and
marketing services provided through outlets and fairs managed by the PFP9.
Once the beneficiaries start their activity and start producing their goods, the
Government acquires them and attempts to put them on the market. Unfortunately, due
to the lack of quality of the goods produced, the majority of them are still stored in
governmental warehouses.
Bank Nasser instead provides loans ranging from 1.000 Egyptian pounds to 10.000
Egyptian pounds. They are to be repaid in monthly installments over 3 to 5 years at a
6% yearly interest rate.
Mubarak Social Solidarity Program finances income generating projects and
training activities.
Until recently, microfinance services in Egypt were carried out within broader human
development strategies frameworks. In the early 1990’s anyway, USAID10 started
working on microfinance through a program managed by two NGOs, one in Cairo
(Egyptian Small Enterprises Development Association) and one in Alexandria (ABA),
together with a commercial bank, namely the National Bank for Development
(NBD).
NBD was the first bank that got involved with the micro – sector by the establishment
of the Small and Micro – enterprises Division in 1987 under a project funded by
USAID.
Also PBDAC (Principal Bank for Development and Agricultural Credit) started
engaging in microfinance during the same years (1993), but its activity was restricted
and specialized in the agricultural field.
At year end 2003 Egypt had over 250,000 active clients of whom more than 80% were
served by 7 fully sustainable MFIs. Over $ 55 million was outstanding in microloans.
The remarkable growth in the country can be attributed to two key factors: product
diversification through the introduction of group lending (for women) provided
essentially by seven USAID partner Foundations and the revitalization of downscaling
programs through banks, both initiatives sponsored by the major donor in the sector,
USAID11.

9

UNDP “The role of Social Assistance and Insurance in Alleviating Poverty” Egypt Human Development
Report 1997/98
10
Since 1990, USAID/Egypt has been the largest financier of microfinance initiatives in Egypt, with estimates of
supporting more than 70 % of all activities in this sector. USAID assisted in establishing seven not-for-profit
business associations and a private credit guarantee company, and helped develop micro-lending programs at
two banks. These institutions are now managing an outstanding loan portfolio of LE 380 million serving about
275,000 borrowers. More than 55% of these borrowers are poor female-headed household women located in
Egypt’s economically disadvantaged areas (source: USAID website)
11
UNDCF, 2004 ibid.
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NBD is considered a success story in the Egyptian microfinance environment.
Modeled in part after the Grameen Bank its program combines the attitude of NGOs
and the sound financial principles of banks, with a flexible lending procedure, client
oriented service delivery and well trained staff.
In June 2001 a new bank entered the market: Banque du Caire. The bank entered
microfinance for different reasons:
1. a restructuring scheme and the privatization procedures
2. a new BOD with international exposure and background that started exploring
new ways of doing business
3. a process of semi – automatization that led to an excess of personnel and
redundant labor that needed to be employed in some other way
When the bank got involved in microfinance, the redundant labor was employed in the
industry (which implies labor intensive activities): underemployed staff working in 97
branches joined the microlending program as loan officers, thus allowing the bank to
reach a good performance, exceeding with the net yield portfolio of microfinance 6
times the corporate loans. From 2001 to 2003 it became operational in 99 branches.
Banque Misr is the biggest bank in Egypt with stakeholder majority in other banks
and in big private companies such as Egypt Air, Misr Travel and Misr Petroleum12.
The starting point from which the decision to downscale into microfinance has been
taken is exactly the opposite if compared to the one that pushed Banque du Caire. The
bank is understaffed, especially in Upper Egypt. For this reason, it had to come up
with a new formula: recruit new labor and supply and flank new hires with a good
credit expert. Its activities in microfinance have been partially financed by IFC;
technical assistance was provided by EQI and its expenses were borne in the first
phase 60% by IFC and 40% by the bank. Regarding the second phase, the processes
was vice versa.
Banque Misr started its activities in areas where Banque du Caire had previously
launched its own in order to establish in a competitive environment, aware that if it
would have worked there it would have worked anywhere else. And so it did. It started
its activities with 5 branches in Upper Egypt in areas where Banque du Caire had been
active since 3 years.
The two banks started operating in microfinance mostly at the same conditions but:
1. Banque Misr benefited from a higher commitment from its management, which
is considered the most important condition for a successful downscaling
program13
12

During the period from 1920 to 1960, BANQUE MISR established 26 companies in various economic fields,
including spinning and weaving, insurance, transport, aviation and cinema.
13
Making loans to microbusinesses is a strategic choice and not every bank should make that choice. Only when
the bank sees a strategic fit between its objectives and this target group should it engage in microfinance –
UNCFD, 2004 ibid.
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2. Banque Misr is not funded by donors, which gives higher freedom in choosing
the policies because there are no restrictions from outside and higher power for
negotiation

4. Banque du Caire
4.1

General information

4.1.1. Background: why did the bank choose to be involved in
microfinance?
As stated before, Banque du Caire used to be one of the four large State owned
banks in Egypt. Microfinance is a fairly new sector in Egyptian traditional
banking system and the bank discovered it quite recently. The reasons why it
started downscaling into microfinance are both internal and external. In 2001 it
found itself on the edge of bankruptcy, mostly due to mismanagement. Between
the measures taken to face this crisis was the hiring of 11 people coming from
the private sector who analyzed the bank’s situation and found proper solutions
to its problems. One of the main problems was the abundance of labor: at that
time experts found that out of 12.000 employees, 3.500 only were useful for a
good performance of the institution.
Microfinance constituted a good opportunity for:
Labor absorption: by the end of 2003, 660 people from the bank’s staff
volunteered to join the microfinance program, were trained and received
substantial performance bonuses, finally being productive and feeling useful for
the bank’s activities
Risk distribution (larger number of clients in a wider geographical area)
Profit making, even when dealing without traditional guarantees, but
utilizing social capital as collateral
The external causes that led Banque du Caire to the involvement in
microfinance were:
Presence of a market. The bank realized that there was a market niche
that needed to be covered by these services
The financial support of USAID and the technical assistance of EQI
Presence of competitors, such as NGOs and two other commercial
banks, National Bank and Banque Misr. The bank feels the competition with
NGOs, who are well established in the country and have gained the trust of
people, especially at grass roots level and consequently a good control of the
territory.
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In two and a half years, Banque du Caire has reached over 45.000 active clients
and a portfolio outstanding of over $ 14 million and the profitability of its
microloan portfolio is more than double that of a normal performing loan
portfolio in the best performing banks.
The bank used its own fund for onlending and no external guarantees were
used14.
Banque du Caire recognizes that so far it was lacking the tools to reach the
traditional target groups for microfinance and it is planning to expand its
activities in two ways:
a. vertical expansion – reach the merkaz (regions) opening
80 specialized bureaus, from which they have already
opened 5
b. product mix broadening – adding new products to loans,
such as:
• microsavings
• microinsurance
• university funds for children
• consumer loans (except for
housing equipment)

Year of establishment: of the microfinance program July 2001
Legal status: commercial bank
Region: 25 out of 26 Egyptian Governorates (soon establishing a branch
also in Sharm El Sheikh)
Number of branches: 102 + 5 specialized bureaus
Products offered: so far, microenterprises lending
Other services provided: none (no technical assistance)
Largest funder: USAID
Number of active clients: 81.748

14

UNCDF, 2004 ibid.
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5. Banque Misr
5.1

General information

Banque Misr started its activities in microfinance with the main purpose of
transforming the unbankable segment of the Egyptian population into clients of
the bank. Following a microentrepreneur since its first approaches with
financial services transforms him into a loyal client of the bank, thus reaching
two main goals: giving access to financial services to those who would never
have any other chance to do so and acquiring new, loyal clients for the bank.
The banks in fact can relay on two main factors when they aim at growing and
being strong enough to face competition: clients and variety of products.
Banque Misr does not feel the competition with NGOs for a series of reasons:
1.
NGOs have a different approach and a different target
2.
NGOs rely on donor funding and do not use their own capital
3.
NGOs target the grass roots, the poorer of the poor and are strongly
committed in fighting poverty, with no interest in profit making and
profitability. Most of them anyway, aim at the sustainability of the financial
institutions they create
4.
NGOs already collaborate with the bank by depositing their resources
there: the bank itself can make profits from the NGOs and at the same time
support them with its own technical skills.
Regarding the microfinance program, the idea arose by the necessity of facing
competition in the market and the inevitability of broadening the range of
products offered to a broader range of clients or potential clients. Besides all
this, a great support was given by the strong commitment showed by the bank’s
management, seriously intentioned to “take the banker’s hat out to leave space
to the microfinance hat”. A different perspective and a different approach.
When Banque Misr started operating in the field of microfinance Banque du
Caire was already active in some Governorates, and Banque Misr followed its
path, concentrating its activities in Upper Egypt, the Southern and poorer area
of the country. Two are the main reasons that led to this: first of all this is the
neediest area. Secondly, it is an area where social pressure is still very strong,
where not repaying a loan can be considered a shame in front of the whole
community and its gives higher cover from the risks to the bank itself.
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Year of establishment: banking activities -1920 ; microfinance
program – September 2003
Legal status: commercial bank
Region: Egypt; microfinance activities especially concentrated in
Upper Egypt (South)
Number of branches: banking activities – 420
Number of staff: 14,000
Products offered: microlending to microenterpreneurs
Other services provided: technical assistance through EQI
Main fund sources: bank’s own sources (equity + depositors)
Group – individual lending: individual
Average loan size: 3,000 LE (Three Thousand Egyptian Pounds)
Average loan term: 6 months
Guarantees/ collaterals: none
Eligibility requirements:
Main sectors financed:
Number of active borrowers: 9.000
Number of savers: 1.000
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5.2

Outreach
Women borrowers: 10%
Rural clients: 100%
Clients starting microenterprise for the first time: none, the bank
lends working capital for existing projects

5.3

Financial sustainability
Real effective interest rate: 16%
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Given the fact that Banque Misr is a commercial bank, most of the
indicators of financial sustainability15 are considered confidential and
thus not available to the public.

6. Future perspectives
Microfinance in Egypt is an evolving sector. While in many countries the field is
still driven by governments, donors and NGOs, in others commercial orientation is
rapidly growing: partnerships are being created, public and private sectors’ assets
are being leveraged and know how starts being shared.
Egyptian microfinance industry is moving towards this last path: its main actors are
going to be the Social Fund for Development, NGOs and Foundations as well as
commercial banks. A sort of integration is taking place: the internal financial
markets, also in terms of microfinance, are maturing, international donors and
institutions, after having set capital, technical assistance and know how, are slowly
taking a more marginal place. In any case, the bulk of support to the sector
continues to be financed by donors and the government through direct institutional
investments rather than support to the sector as a whole. This sustain will neither
be adequate to satisfy the full demand nor to ensure sustainability of access to poor
and low income households16. This is why the need for gradual integration of
microfinance into the traditional financial sector took place, thereby offering
microenterprises a diversified range of financial services. This also means that
there is a need for a reform of the banking sector, focusing in particular on product
diversification. Integration of microfinance in the formal financial sector is also
one of the key points of the Sector Development Approach drafted by the
“Building a National Strategy on Microfinance” roundtables. According to this
apporach, the success of the sector development is ultimately measured by the level
of involvement of the financial sector in responding to the variety of demand for
different microfinance services by the different target groups that are currently
underserved (notably women, rural poor, youth and start up businesses) in the
absence of donor support. This will require a broader, inclusive multi-tired
financial system with lower barriers to entry where a variety of market
players (banks, NGOs, Foundations, and so on) 17 provide a broad range of
services to small enterprises and the poor through a market based,
sustainable, competitive sector.
NGOs, with their strong social background and deep knowledge of local
communities are more likely to be focusing on grassroots levels, home based
enterprises, women and gender and solidarity lending. At the same time, this kind
15

Subsidy Dependence Index (SDI), operational self-sufficiency, financial self-sufficiency, volume
savings/volume loans outstanding, arrears rate, portfolio at risk, risk coverage, loan loss rate, internal source to
loan ratio, personnel expense ratio, ROA, ROE, portfolio yield.
16
UNCDF 2004, ibid.
17
Building a National Strategy for Microfinance – Draft Outline, June 14th 2005

181

Microfinance: Text and Cases – PART II

of specialization and focus of the NGOs is almost “forced” in Egypt, where the law
does not allow them to collect savings and thus grow as MFIs.
Banks are more likely to specialize in individual lending and the provision of
various financial services such as credit for different purposes, credit guarantees
and microinsurance.
Basically, microloans are already divided into those which are provided by NGOs
only (too small for commercial banks) and those which are provided by banks and
NGOs, as follows:
From 50 to 500 LE
From 300 to 1,500 LE
From 1,500 to 10,000 LE
From 10,000 LE up

NGOs only
NGOs only
Banks and NGOs
Banks and NGOs

In any case, as recognized by Littlefield and Rosenberg, “there is a growing
recognition that building financial systems for the poor means building sound
domestic financial intermediaries that can mobilize and recycle domestic savings.
Foreign donor and social investor capital diminishes as individual institutions and
entire markets mature. For this reason, more and more MFIs are getting licensed as
banks or specialized financial companies (…) and the move toward specialized
MFIs sometimes overlooks opportunities to involve mainstream commercial banks
in microfinance”. In countries as different as Haiti, Georgia and Mexico,
partnerships between commercial banks and MFIs are an alternative to MFIs
seeking their own financial license (and) vary in their degree of engagement and
risk sharing, ranging from sharing or renting front offices to actual portfolio
purchases and equity investments18.
CGAP summarized this scenario, basing the information on the successful
International experiences:

18

Littlefield E., Rosenberg R., 2004 ibid
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Forging New Links
Commercial banks and MFIs are forming partnerships.
Higher level of engagement
Bank creates loan
service company

Sogebank (Haiti) created Sogesol,
a microloan service company,
in 2002

Bank invests equity
in an MFI

Jammal Trust Bank and Credit
Libanais (Lebanon) have equity
stakes in Ameen, a microfinance
program

Bank buys MFI portfolio
and/or contracts MFI
operations

ICICI Bank (India) contracts
microfinance operations with
self-help groups and MFIs

Wholesale lending

Raffeissen Bank (Bosnia) lends
to multiple MFIs in Bosnia

Sharing/renting
facilities

Mcrofinance Bank (Georgia)
rents space in its offices to
Constanta, a local nongovernmental
organization

Lower level of engagement
Source: CGAP 2004

While integration and specialization are the key words in the future perspectives of
microfinance in Egypt, competition quickly becomes a “hallmark of the
environment in which MFIs operate. The profits created by pioneering NGOs
generate a demonstration effect attracting others to follow (them) and offer similar
services. This, in turn, forces microfinance institutions to begin to make changes in
product design, prices, delivery mechanisms or other basic features of classic
businesses to preserve or increase their market share”19.

19

Christen R.P., “Commercialization and Mission Drift: The Transformation of Microfinance in Latin America”,
CGAP Occasional Paper, Washington DC, No. 5, 2000
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In many countries then, microfinance institutions are losing their monopolistic
control over the market, and customers are slowly becoming experienced
purchasers of a wide variety of financial services. The emerging reality of
increasing competition and a more discerning clientele necessitates a different
approach to microfinance both from MFIs and from commercial banks. For both,
customer satisfaction but most of all loyalty is becoming a pretty fundamental
issue. MFIs are willing to incorporate the clients’ feed back in their product design
and delivery, in order to improve their performance and face the competition with
banks. Banks instead focus on building a new and loyal generation of clients by
penetrating the market which stands at the frontier between formal and informal
finance. Delivering services to microclients will have the double effect of allowing
these clients to grow (especially regarding their financial activities) and to
appreciate the fact that that specific bank trusted them and their business. They will
feel comfortable and save when dealing with that specific institution and as their
business grow and consequently their financial needs arise, they will be loyal
clients and ask “their” bank for advice and services.
A good strategy for the growth of the sector in Egypt would necessarily have to
imply:
1. The establishment of a partnership between banks and microfinance
intermediaries20 with a deep outreach – the banks themselves could not reach
microfinance clients on a sufficient scale and they are perfectly aware of this
limit of theirs although they are spread in all 26 Egyptian governorates.
2. The creation of broader variety of financial institutions such as co – op banks,
specialized microfinance banks and credit – only institutions which would
allow to improve outreach
3. Broadening the choice of products. So far, NGOs were the main actors of the
microfinance industry. The NGO law n. 84 does not allow these organizations
to provide any other financial service than credit: most of all, they are not
allowed to collect savings. With the access of new pioneering institutions, such
as banks, in the market, the range of products offered can be broadened. Of
course, a parallel institutional support is needed: approval procedures should be
facilitated by the Ministry of Finance.
These products include:
- savings: it is estimated21 that less than 50% of SMEs access formal
channels for savings and that 95% of SMEs do not have a bank account.
Clearly, there is a huge demand for this king of services

20

NGOs (ie Save the children US – Egypt Program), MFIs (ie Alexandria Business Association – ABA Dakalya
Businessmen’s Association for Community Development, Al Tadamun) and also the National Postal Authority,
that already signed an agreement with the SFD and can play an important role in the field both because it offers
savings accounts with competitive interest rates and because it controls a huge network (3.400 post offices and
6.000 postal agencies). Moreover, it serves 11 million people around the country, who keep LE 22.5 billion in
postal savings accounts.
21
Source: Egyptian Ministry of Foreign Trade
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-

microinsurance22: main providers in the insurance sector are basically
state owned companies such as Misr Insurance, Al Shark Insurance and
Al Ahli Insurance, regulated by Law n. 91 of 1995, that divides their
activities into life and non life. Banque du Caire is planning to expand its
products to microinsurance, not providing them directly but through one
of these companies.
Leasing
ATM cards
Money transfers

4. Funding of the industry: the major sources for financing are banks, insurance
companies, government and international institutions. The sector in any case
relies more on grants than in sustainable sources. From this, urges the necessity
to attract commercial capital on a sustainable basis.
5. Need of further coordination, between all the actors involved: Ministers, banks,
Central Bank of Egypt, SFD, NGOs, donors (especially at the DAG subgroup),
local and international organizations. In this sense, Sanabel is playing a very
useful role, not only in Egypt, where its headquarters are located, but in the
whole North Africa and Middle East area.
Besides each specialization, there is a need to build bridges between banks and
NGOs, in order to better serve the clients.

22

Microinsurance is a system by which people, businesses and other organizations make payments
to share risk. Access to insurance enables entrepreneurs to concentrate more on growing their
businesses while mitigating other risks affecting property, health or the ability to work (definition of
the
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List of acronyms:

ABA Alexandria Business Association
CGAP The Consultative Group to Assist the Poor
CIB Commercial International Bank of Egypt
DAG Donor Assistance Group
EBI Egyptian Banking Institute
IMF International Monetary Found
MFI microfinance institution
NBD National Bank for Development
NGO Non Governmental Organization
PBDAC Principal Bank for Development and Agricultural Credit
SME Small and Medium Enterprise
SFD Social Fund for Development
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ﻒ َﺗ ْﻌ ِﺮ ُﻓﻬُﻢ
ِ ﻦ اﻟ ﱠﺘ َﻌ ﱡﻔ
َ ﻏ ِﻨﻴَﺎء ِﻣ
ْ ﻞ َأ
ُ ﺴ ُﺒ ُﻬ ُﻢ ا ْﻟﺠَﺎ ِه
َﺤ
ْ ض َﻳ
ِ ﻷ ْر
َ ﺿ ْﺮﺑًﺎ ﻓِﻲ ا
َ ن
َ ﺴ َﺘﻄِﻴﻌُﻮ
ْ ﻻ َﻳ
َ ﻞ اﻟّﻠ ِﻪ
ِ ﺳﺒِﻴ
َ ﺼﺮُو ْا ﻓِﻲ
ِ ﻦ أُﺣ
َ ( ِﻟ ْﻠ ُﻔ َﻘﺮَاء اﱠﻟﺬِﻳ273)
ﻋﻠِﻴ ٌﻢ
َ ن اﻟّﻠ َﻪ ِﺑ ِﻪ
ﺧ ْﻴ ٍﺮ َﻓِﺈ ﱠ
َ ﻦ
ْ س ِإ ْﻟﺤَﺎﻓًﺎ َوﻣَﺎ ﺗُﻨ ِﻔﻘُﻮ ْا ِﻣ
َ ن اﻟﻨﱠﺎ
َ ﺴَﺄﻟُﻮ
ْ ﻻ َﻳ
َ ِﺑﺴِﻴﻤَﺎ ُه ْﻢ

273. " (Charity is) for the poor who are restrained in the way of Allah, and are
unable to move about in the land. The unaware consider them wealthy because
of their restraint (from begging). You shall recognize them by their countenance
- they do not beg people importunately. And whatever of good things you give,
then Allah is All-Knowing of it."
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1. Introduction
In his famous book Wealth of Nations, “Adam Smith argued that participation in
religious sects could potentially convey two economic advantages to adherents
(Anderson 1988, Noland).The first could be seen as a reputational signal: while the
poor might look alike to potential employers, lenders, and customers, membership in a
specific group could convey a reduction in risk associated with the particular
individual and ultimately improve the efficient allocation of resources. Second,
religious groups could also provide for extra-legal means of establishing trust and
sanctioning miscreants in intragroup transactions, again reducing uncertainty and
improving efficiency, especially where civil remedies for failure to uphold contracts
were weak ”1.
This paper aims to focus on different issues: whether the economic behavior can be
influenced by the predominant religious belief, the role of Islamic finance in Muslim
societies nowadays but most of all its potential to fight poverty in those countries
belonging to the so called developing world, when related with important economic
development tools such as microfinance.
Both Islamic finance and microfinance seem to be concepts surrounded by a
“fashionable aura” in Muslim developing countries: banks, financial institutions,
MFIs, NGOs are very interested in the issues and most of all in the relation between
the two, especially when it comes to fighting poverty. Strange enough, even if the
interest is high2, there are very few examples of actual MFIs operating in the field of
Islamic finance and Islamic banks involved in microfinance.
Nevertheless, evidence proved that there is a need for and an interest on Islamic
microfinance, for different reasons:
a. microfinance is a very flexible tool, whose models can be replicated but require
to be tailored on the local socio-economic and cultural characteristics
b. the potential demand for tailored microfinance services is still largely unmet,
also in countries where the majority of the population is constituted by Muslims
c. some surveys proved that there is a high demand for Islamic banking especially
in low and middle income predominantly Muslim societies3

1

Noland M. “Religion, Culture and Economic Performance” Institute for International Economics

2

For example, Sanabel dedicated a workshop to Islamic finance during its first Annual Conference with the
participation of: Mr. Bassem Khanfar, General Manager Microfund for Women, Jordan
Dr. Mohammed N. Alam, Islamic Microfinance Consultant, Canada, Mr. Kais Aliriani, Head of Unit, Small and
Micro Enterprise Development Unit Social Fund for Development, Yemen, Mr. Magdy Moussa, Senior Manager
and Finance Advisor Environmental Quality International (EQI), Egypt Ms. Eva Stenius, Associate JAK
Members Bank, Sweden

3

Ibrahim M. 2004 in Range 2004
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d. commercial banks could be interested in this issue as a tool to reach interesting
market niches, create loyalty in their clients and accomplish their client
satisfaction strategies
e. Islamic finance, microfinance and socially responsible finance share most of
their principles, such as:
- Prohibition of all forms of economic activity which are morally or
socially injurious
- Egalitarian approach (no restriction to any category of clientele)
- Focus on the well being of the community as a whole, concentrating
on the poor, destitute or deprived sections of the society
- Aim at social justice
- Advocacy of entrepreneurship
- Advocacy for financial inclusion through partnership finance4
- Participatory approach
- Risk sharing
Moreover, they both constitute forms of finance that represent unconventional
but effective solutions to financial needs, focusing on activities that lack capital
but are promising and show a potential.
At a very basic level, the disbursement of collateral free loans in some cases
constitutes an example of how Islamic banking and microfinance share common aims.
Thus Islamic banking and microcredit programs, may complement one another in both
ideological and practical terms (Dhumale, Sapcanin, 1999).
Even if they both constitute fairly new trends in the financial environment, the
inclusion of Islamic finance and microfinance in the activities of the traditional
banking system evolved in a quite similar way, because they both started from a
marginal position and managed to reach a growing popularity.

2. The basic principles of Islam and Islamic finance
Islam is the world’s fastest growing religion, a process of growth that does not affect
only the traditional Islamic countries, namely those located in Northern Africa and
Middle East, but also other countries in every continent. Muslims cover approximately
a quarter of the world’s population, 1.2 billion people.
According to the tradition, the Prophet Muhammad was born in Makkah, a city in the
present-day Saudi Arabia in 570 C.E. Muhammad received divine revelations (The
Holy Quran) over a period of 23 years in the seventh century of the Christian Era.
For Muslims, the Holy Quran and the Sunnah constitute the primary sources of
knowledge: the Holy Quran confirms what was revealed to earlier messengers of God
and serves as the criterion of what is right and what is wrong while the Sunnah is

4

Ferro N. “Value Through Diversity: Microfinance and Islamic finance and Global Banking”, Fondazione ENI
Enrico Mattei, June 2005
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collected in books which are separated from the Holy Quran and are known as Hadith5
books. While the Holy Quran is considered totally as the “word of God revealed to the
Prophet”, not every hadith is considered authentic. Early Muslim scholars have
classified hadith into various categories ranging from different levels of authenticity
to false hadith.
In Islamic societies, the Sunnah constitutes the second most important source of
jurisprudence after the Quran. “The most difficult part of Islamic Law for most
westerners to grasp is that there is no separation of religion and state. The religion and
the government are one. Islamic Law is controlled, ruled and regulated by the Islamic
religion. The theocracy controls all public and private matters. Government, law and
religion are one. There are varying degrees of this concept in many nations, but all
law, government and civil authority rests upon it and it is a part of Islamic religion.
There are civil laws in Muslim nations for Muslim and non-Muslim people. Shariah6 is
only applicable to Muslims and it governs every aspect of their lives.”7
The foundation of Muslim life are the so called Five Pillars of Islam: faith or belief in
God and the finality of the prophet hood of Muhammad, worship respecting the five
daily prayers, almsgiving and concern for those who are in need, self-purification
through fasting and the pilgrimage to Mecca for those who are able to do it.
Not unlike the non-Muslim developing countries, those counting a significant Muslim
population have tested a huge variety of economic systems. For centuries Muslims
have developed ways to integrate their religious beliefs with the external economic
realities of the nations they lived in. This has shown varying degrees of compatibility
with the empires and customs they encountered. Like most things in Islam, the
economic and financial issues adapts to al-urf, "the custom"8.
The economic systems that were set in Muslim countries have generally followed the
blueprints of the developing world and “reflect persistent tensions between equity and
growth, import substitution and export-led industrialization, and agricultural and
industrial investment. Due to the close ties between some Muslim countries and the
global economic and financial system, however, these tensions have expressed
themselves in particularly stark form in much of the Muslim world. For example, oil
wealth and the resulting flow of labor remittances and bilateral aid has dramatically
influenced the course of development in many Muslim countries, stretching from
Tunisia to Malaysia. The extent to which religious doctrine has influenced economic
policy and the normative choices that underpin such policies varies tremendously over
time both within and among Muslim countries. Islam has no single, monolithic vision
of economic justice; as a result, there is a void at the heart of Islamic doctrine which is
5

The Arabic word hadith is very similar to Sunnah, but not identical. A hadith is a narration about the life of
the Prophet (saas) or what he approved - as opposed to his life itself, which is the Sunnah as already mentioned.
6
Traditional Islamic law
7

Shariah Islamic Law April 7th, 2005 by Denis J. Wiechman, Jerry D. Kendall, and Mohammad K. Azarian

8

term referring to the custom, or 'knowledge', of a given society, leading to change in the fiqh (Islamic
jurisprudence).

193

Microfinance: Text and Cases – PART II

filled by the complex interaction of political, social and economic forces. Thus the
vexing question of why Islam is brought into debates on economic policy at some
junctures and ignored at others becomes a task for historical and sociological
inquiry”9.
In Muslim countries, especially those located in the North Africa and Middle East
region, the economic liberalization and increasing interdependence of the 1980s and
1990s highly influenced the political and economical choices of governments.
The banking system, in particular, strongly reacted to these changes: in the 1980s and
1990s Muslim bankers and religious leaders developed ways to integrate Islamic law
on usage of money with modern concepts of ethical investing. Consequently, a
sophisticated economic discipline has emerged with its own concepts, analytical tools
and institutions. Some of these revived traditional micro venture capital and ethical
investing frameworks that thrived in medieval times. However, they incorporated
many modern techniques and technologies. A number of researchers suggest that the
underlying causes of the genesis of modern Islamic economics was based more on the
desire to reflect beliefs about Islamic identity than to establish a more ethical or
religiously sound banking system

2.1 The principles of Islamic banking
Islamic banking, based on the Quranic prohibition of charging interest, has moved
from being a theoretical concept to embrace more than 100 banks operating in 40
countries with multi-billion dollar deposits world-wide. Islamic banking is widely
regarded as the fastest growing sector in the Middle Eastern financial services market.
It is important then to understand the principles of Islam that underpin Islamic finance.
The Shariah consists of the Quranic commands as laid down in the Holy Quran and the
words and deeds of the Prophet Muhammad. The Shariah disallows Riba and there is
now a general consensus among Muslim economists that Riba is not restricted to usury
but encompasses interest as well. The Quran is clear about the prohibition of Riba,
which is sometimes defined as excessive interest. "O You who believe! Fear Allah and
give up that remains of your demand for usury, if you are indeed believers." Muslim
scholars have accepted the word Riba to mean any fixed or guaranteed interest
payment on cash advances or on deposits. Several Qur'anic passages expressly
admonish the faithful to shun interest.
In general, the principles of Islamic banking are:
a. Al Zakat (the 4th pillar of Islam). One of the most important principles of Islam
is that all things belong to God, and that wealth is therefore held by human beings in
trust. The word zakat means both 'purification' and 'growth'. Our possessions are
purified by setting aside a proportion for those in need.

9

University of Berkley, California , Institute of International Studies “The Moral Economy of Islam”
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b. The prohibition of taking interest rates (Al Riba)10. Within the Islamic scholars,
there are two interpretations on what Riba means:
- A modernist view, according which reasonable interest rates are
allowed
- A conservative view, which states that any kind of fixed interest is
wrong
c. The prohibition of unproductive speculation or unearned income (Al Maysir11) as
well as gambling (Al Quimar)
d. Freedom from excessive uncertainty
e. The prohibition of debt arrangements - most Islamic economic institutions advise
participatory arrangements between capital and labor. The latter rule reflects the
Islamic norm that the borrower must not bear all the cost of a failure, as "it is Allah
who determines that failure, and intends that it fall on all those involved."
While the banning of interest is rooted in Muslim theology, proponents of Islamic
finance provide strong motivations to support the ban of interest rate. First of all, in an
Islamic profit sharing contract the return on capital will depend on productivity and the
allocation of funds will be primarily based on the soundness of the project, improving
the capital allocation efficiency. Second, the Islamic profit sharing system will ensure
more equitable distribution of wealth and the creation of additional wealth to its
owners. Third, the profit sharing regime may increase the volume of investments and
hence create more jobs. The interest regime accepts only those projects whose
expected returns are higher than the cost of debt, and therefore filter out projects which
could be acceptable under the Islamic profit sharing system (Zahier, Hassan).
According to the Indian researcher Dr. F.R. Faridi, “Islamic Economics comprises
Justice, Equality and Fair Play. In fact, it is the best form of bringing about equality
among the masses. Islamic Economics defines certain rules that regulate company
structure, effectively preventing abuse and corruption. For instance, Islam forbids
monopolies by outlawing the hoarding of wealth and eliminates copyright or potency
laws that would open the avenue for potential monopolies to develop. Also, Islam
protects the ownership of businesses and companies by restricting ownership of
companies only to those who contribute both capital and effort to the company or
business, thus effectively putting the seal on such concepts as “corporate takeover”
from ever becoming a reality.”
10

Critics of Islamic economics anyway argue that the fundamental characteristic of charging interest (i.e.
charging a premium, on the principal amount of a loan, for the time value of the loaned money) is not truly
eliminated in Islamic banking, but rather the interest is merely hidden and relabeled.
The Quran anyway, clearly states that interest rate is forbidden, especially because related with usury:
Those who devour usury will not stand except as stands one whom the Evil One by his touch hath driven to
madness. That is because they say: “Trade is like usury but Allah hath permitted trade and forbidden usury.
Those who after receiving direction from their Lord desist shall be pardoned for the past; their case is for Allah
(to judge); but those who repeat (the offence) are companions of the fire: they will abide therein (for ever) 2: 275
ye who believe! fear Allah and give up what remains of your demand for usury if ye are indeed believers. 2: 278
ye who believe! devour not usury doubled and multiplied; but fear Allah; that ye may prosper. 3:130
11
Maisir refers to gambling and to any form of business activity where monetary gains are derived from mere
chance, speculation and conjecture. For example uncertainty of the timing of benefits in a pure life insurance
contract creates an element of maisir. The basis of compensation must be clearly pre-defined. In its absence, the
proceeds of a life insurance policy may not relate to premiums paid up to the date of death.
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Islamic banking presents a holistic approach, based on Islamic principles on behalf of
the individual and at the same time of the society he/she belongs to giving serious
consideration to the global development constraints of the society.
2.2 The Islamic financing contracts
Since Islamic Banking can be rather complex, Sharia principles are governed by
Islamic experts or ‘Ulama’. It is always essential to obtain the approval of the Sharia
advisor of the bank on the forms of the financing contracts, in order to ensure their
compliance with the principles of Islamic Sharia. These contracts in fact are exposed
to high risks and arise a problem of moral hazard. In fact, they require substantial trust
between the banks and their customers in terms of honesty, integrity, management and
business skills. Equally problematic is the aspect of monitoring and supervision. Given
the fact that both mudharabah and musharakah are equity financing in character,
collateral is not a prerequisite12.
Tarek S. Zaher and M. Kabir Hassan (2001) define five basic Islamic financing
contracts:
-

Murabaha (Financing Resale of Goods)
Ijara and Ijara wa-Iqtina (Lease financing)
Istinsa
Mudaraba (or Modaraba – participation financing)
Musharaka

a Murabaha
This constitutes one of the most well known Islamic products, consisting in “a costplus profit financing transaction in which a tangible asset is purchased by an Islamic
institution at the request of its customer from a supplier. The Islamic institution then
sells the asset to its customer on a deferred sale basis with a mark up reflecting the
institution’s profit”13.
b Ijara and Ijara wa-Iqtina
These concepts are very close to the Western idea of leasing. In the first case the
financial institution leases an asset to its customer agreeing on lease payments for a
certain period of time but excluding the option of ownership for the client.
In the second case, the client has the option ownership by buying the asset from the
financial institution.
“The conditions governing both types of leasing are that assets must have a
long/secure productive life, and must not be handled in an un-Islamic way, meaning
that the lease payments must be agreed on in advance to avoid any speculation”14
12

Iqtisad Al Isalmy “Contracts in Islamic Commercial and their Application in modern Islamic Financial
System” Ramadhan 1424 H/2003 @Islamic-World.Net
13
Tarek S. Zaher and M. Kabir Hassan, ibid.
14
Tarek S. Zaher and M. Kabir Hassan, ibid.
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c Istinsa
“Istinsa is a pre-delivery financing and leasing structured mode that is used mostly to
finance long term large scale facilities involving, for example, the construction of a
power plant”.15
d Mudaraba
“Mudaraba is a trust based financing agreement whereby an investor (Islamic bank)
entrusts capital to an agent (Mudarib) for a project. Profits are based on a pre-arranged
and agreed on a ratio. This agreement is akin to the Western style limited partnership,
with one party contributing capital while the other runs the business and profit is
distributed based on a negotiated percentage of ownership. In case of a loss, the bank
earns no return or negative return on its investment and the agent receives no
compensation for his (her) effort”16
In this kind of contract, all the financial responsibilities rely on the business itself: the
financial institution invests on an idea, a project and shares its fate.
From the perspective of financial services, Modaraba falls under three categories:
1. Demand Deposits: These deposits are not restricted, payable on demand and do
not share in any profits.
2. Mutual Investment Deposits: An Islamic Bank will combine these deposits with
the Bank’s money in order to participate in mutual investment transactions
conducted by the bank. Under these deposits, the percentage of profit is fixed at
the end of the bank’s financial year.
3. Special Investment Deposits: An Islamic Bank will invest these deposits in a
specific project or investment upon the request or the approval of the depositor.
The depositor in this case will be entitled to receive profit and is liable for the
losses, provided that the bank is not negligent or in default. At the end of the
deposit period, the bank receives its share of profit against its contribution of
experience and management, while the depositor receives his share of profit as
a capital share contributor17.
All these deposit transactions are based an Islamic Sharia concept called ‘Modaraba’
(Participation Financing), where one party (the depositor) provides the cash and the
other party (the Bank) provides the experience and management.
e Musharaka
This contract is very similar to a joint venture with participation financing. “Two
parties provide capital for a project which both may manage. Profits are shared in preagreed ratios but losses are borne in proportion to equity participation”18. The peculiar
aspect of this contract is not the sharing the profit and losses, but sharing the
management and the decision taking process.
15

Tarek S. Zaher and M. Kabir Hassan, ibid.
Tarek S. Zaher and M. Kabir Hassan, ibid
17
http://executivecaliber.ws/sys-tmpl/islamicfinancing/
18
Tarek S. Zaher and M. Kabir Hassan, ibid
16
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3. The basic principles of microfinance
Microfinance is constituted by a range of financial services for people who are
traditionally considered non bankable, mainly because they lack the guarantees that
can protect a financial institution against a loss risk.
The true revolution of microfinance is that this tool gives a chance to people who were
denied the access to the financial market, opens new perspectives and empowers
people who can finally carry out their own projects and ideas with their own resources,
and escape assistance, subsidies and dependence. Microfinance experiences all around
the world have now definitely proved that the poor demand a wide range of financial
services, are willing to bear the expenses related to them and are absolutely bankable.
The target group of microfinance19 is not constituted by the poorest of the poor, who
need other interventions such as food and health security, but those poor who live at
the border of the so called poverty line. Those who could reach more easily a decent
quality of life and who have entrepreneurial ideas but lack access to formal finance.20
Beginning in the 1950s, development projects began to introduce subsidized credit
programs targeted at specific communities. These subsidized schemes were rarely
successful. Rural development banks suffered massive erosion of their capital base due
to subsidized lending rates and poor repayment discipline and the funds did not always
reach the poor, often ending up concentrated in the hands of better-off farmers. In the
1970s, experimental programs in Bangladesh, Brazil, and a few other countries
extended tiny loans to groups of poor women to investment in micro-businesses. This
type of microenterprise credit was based on solidarity group lending in which every
member of a group guaranteed the repayment of all members. Through the 1980s and
1990s, microcredit programs throughout the world improved upon the original
methodologies and bucked conventional wisdom about financing the poor. First, it
showed that poor people, especially women, had excellent repayment rates among the
better programs, rates that were better than the formal financial sectors of most

According to the CGAP, the clients of microfinance—female heads of households, pensioners, displaced
persons, retrenched workers, small farmers, and micro-entrepreneurs—fall into four poverty levels: destitute,
extreme poor, moderate poor, and vulnerable non-poor. While repayment capacity, collateral availability, and
data availability vary across these categories, methodologies and operational structures have been developed that
meet the financial needs of these client groups in a sustainable manner. More formal and mainstream financial
services including collateral-based credit, payment services, and credit card accounts may suit the moderate
poor. Financial services and delivery mechanisms for the extreme and moderate poor may utilize group
structures or more flexible forms of collateral and loan analysis. The client group for a given financial service
provider is primarily determined by its mission, institutional form, and methodology. Banks that scale down to
serve the poor tend to reach only the moderate poor. Credit union clients range from the moderate poor to the
vulnerable non-poor, although this varies by region and type of credit union. NGOs, informal savings and loan
groups, and community savings and credit associations have a wide range of client profiles.
19

20

These people usually do not lack finance in a broad sense: they can borrow money from friends, relatives or
local money lenders, but of course they cannot access a wider and safer range of services. They need a formal
financial institution to rely on, to ask not only for credit but also saving or insurance services, to deal with on a
transparent basis (usury is usually a high risk for these people). Microfinance is filling this vacuum, the gap that
until a few decades ago kept these people away from the realization of their own projects.
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developing countries. Second, the poor were willing and able to pay interest rates that
allowed microfinance institutions (MFIs) to cover their costs.
These two features—high repayment and cost-recovery interest rates—permitted some
MFIs to achieve long-term sustainability and reach large numbers of clients. In fact,
the promise of microfinance as a strategy that combines massive outreach, far-reaching
impact, and financial sustainability makes it unique among development
interventions21.
Microfinance is considered a very effective development tool: for this reason, year
2005 has been declared by the General Secretary of the United Nations “International
Year of Microcredit”. Microfinance is also a very flexible tool, that can be adapted in
every environment, based on the local needs and economic and financial situation. For
example, in Asia group microlending proved to be very effective, while in Egypt or in
Brazil beneficiaries prefer individual lending. One more example: MFIs (Microfinance
Institutions) and NGOs (Non Governmental Organizations) in India mostly rely on
savings collection to support their institution and become sustainable while in Egypt
they are forbidden by law to collect savings. Microfinance can be effective both in the
South of the world and in Western countries, equally characterized by financial and
social exclusion22.
Following this logic, microfinance can easily be adapted to certain cultural
environments, such as countries characterized by a majority of Muslims that follow the
Islamic law. Moreover, the similarities in the principles of the two make microfinance
easier to expand in those countries, giving life to the new hybrid reality of Islamic
microfinance.
A few studies have been carried out on the subject and experience on the field is still
relatively small, but it proves to have huge potentialities both to fight against poverty
financial and social exclusion and to enlarge and enrich the basin of clients of financial
institutions in developing countries with an Islamic cultural substratum.

21
22

Source: www.cgap.org
Viganò L. a cura di “La microfinanza in Europa”, Giuffrè ed., Milano, 2004
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4. Islamic microfinance
Islamic convictions on the responsibility go well beyond mere profitability goals and
coincide with the renewed perception on business recently at stake within the most
advanced sectors of western business and civil societies. Far from the limits imposed
by neo-classical thought, this new wave implies new sorts of responsibilities on behalf
of the company falling under the rubric of corporate social responsibility (Ferro,
2005).
As its ultimate goal is the maximization of social benefits as opposed to profit
maximization, through the creation of healthier financial institutions that can provide
effective financial services also as grass roots levels, some authors (Al Harran, 1996)
argue that Islamic finance, if inserted in a new paradigm, could be a viable alternative
to the socio – economic crisis lived by the Western paradigm.
As stated before, a relatively few studies and a few experiences on the field are
concentrated on Islamic microfinance.
Between the most complete researches on the topic, Dhumale and Sapcanin (1999)
drafted a technical note in which they tried to analyze how to combine Islamic banking
with microfinance. They took into consideration the three main instruments of Islamic
finance (mudaraba, musharaka and murabaha) trying to use them as tools to design a
successful microfinance program.
1. a mudaraba model: the microfinance program and the microenterprise are
partners, with the program investing money and the microenterpreneur
investing in labor. The microenterpreneur is rewarded for his/her work and
shares the profit while the program only shares the profit. Of course the model
presents a series of difficulties, given most of all by the fact that
microentrepreneurs usually do not keep accurate accountability which makes it
more difficult to establish the exact share of profit. As stated before the, these
models are complicated to understand, manage and handle which implies that
those who are involved need specific training on the issues. For this reason, and
for an easier management of the profit sharing scheme, the mudaraba model
might be more straightforward for businesses with a longer profit cycle.
2. a murabaha model: under such contract, the microfinance program buys goods
and resells them to the microenterprises for the cost of the goods plus a markup
for administrative costs. The borrower often pays for the goods in equal
installments, and the microfinance program owns the goods until the last
installment is paid.
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A murabaha model example: Hodeidah Microfinance Programme, Yemen
Although traditional banking products have been available in Yemen for many
years (and are still the predominant type of finance), many people, especially the
poor, have been reluctant to take credit, in part due to religious beliefs. This is
one of the main reasons why the Hodeidah Microfinance Programme (HMFP)
was implemented in 1997, in Hodeidah, a port city with a population of nearly
half a million. It is characterized by an active economy based on trading, fishing,
food production, small industries, handicrafts and transportation. In the early
1990s, during and after the Gulf War, many families returned to this city from
Saudi Arabia and other Gulf States. Now, roughly 30 percent of the total
population in Hodeidah are returnees, a key market segment for HMFP. Much
of the population has conservative Islamic beliefs. The population studied
showed a clear preference for the methodologies of Islamic banking in terms of
receiving credit.
HMFP is the first microfinance project of its kind in Yemen and consequently
has had to develop its human resources itself. It had 1770 active clients as of
June 2000, 23 percent of whom were women and $350,000 in outstanding loans.
The average loan size is 38,000 Yemeni Rial (YR) ($240 US dollars). There is a
cycle of loans the clients go through but each level has a wide scope. The first
loan can be up to 50000 YR ($300 US). The maximum loan for the final level is
250,000 YR ($1500 US).HMFP uses a group-based methodology. Group
members are not confined to the same loan amounts or the same activities,
although loan amounts need to be within the range of the cycle set by HMFP.
There is also a small percentage of individual loans (10 percent).
The procedure is as follows: upon receipt of the loan application, the credit
officer investigates the group and does a feasibility study for their activities.
From this study, the officer can estimate the precise loan amount. If the
feasibility study is positive, the client should identify items
(commodities/equipment) needed from the wholesaler and negotiate a price. The
credit officer then purchases items from that source and resells them
immediately at that price to the client. HMFP has two elements of
accounting/finance, which differ from most microfinance organizations. Both
have implications for content of financial statements. The first is capitalization
of the service charge expected upon disbursement, which affects the balance
sheet. The second is the absence of the "principle of interest" on outstanding
loan balances affecting yield on the portfolio and thus income earned.
Source (for detailed information also): UNCDF web site
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Range, in his paper (2004), underlines how the prohibition of Riba in Islamic finance
does not constitute an obstacle in building sound microfinance products; on the
contrary, the side effects of an Islamic foundation could probably enhance it. These
effects are: the high rate of return (compared to a fixed interest rate), the holistic
approach in supporting businesses and productive activities, a more effective
mobilization of excess resources, a fairer society.

An interesting case: the Mali-North Program of the German cooperation
GTZ (German Technical Cooperation) and KfW (German Financial
Cooperation) worked on a development project in the former civil war areas
of Timbuctu’, Mali, constituted by three main components: rural
development, promotion of municipal structures and microfinance.
The microfinance project was supposed to start through the creation of a
financial institution managed and refinanced by the Banque Nationale de
Développement Agricole (BNDA), set in Bamako. But the potential
customers of the bank preferred discuss the proposal in order to find a more
suitable solution. The aim of the project was quite ambitious: the financial
services were supposed to reach all the tribes of the area, the Moors, the
Tuareg and various black African groups. The only common denominator on
which the previous civil war opponents could agree was Islam: a bank that
respected the religious rules for financial services would have been accepted
by anyone. The selected bank was Azaouad Finances plc: the bank disburses
loans and also promotes the collection of savings, not charging interest but
participating in the profits and losses of the borrowers.
With the loan from Azaouad Finances, the market in the area blossomed: the
business relationships of local merchants now reach Abidjan and the Arabian
peninsula. The bank also has a small program intended to support women
entrepreneurs. The bank also entered into cooperation with the BNDA in
order to thereby link up with the SWIFT international payments system. Now
the herdsmen can deposit the earnings from their business dealings in
Abidjian or Dubai into their account in the town of Lere using a SWIFT
transfer.
Source: “Small Loans according to the Koran”, Kohler W. Microfinance Akzente special
GTZ
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5. Future perspectives
Social welfare, unemployment, public debt and globalization have been re-examined
from the perspective of Islamic norms and values. Islamic banks have grown recently
in the Muslim world but still constitute a very small share of the global economy
compared to the Western debt banking paradigm. It remains to be seen if they will find
niches, although hybrid approaches, such as microfinance, which apply classical
Islamic values using at the same time conventional lending practices, as lauded by
some proponents of modern human development theory.
Islamic law allows room for financial innovation, and several Islamic contractual
arrangements can be combined to design a new hybrid23.
In the globalization era, banks and financial institutions in general cannot afford to
face financial exclusion. The segment of the population that has been excluded from
financial services so far, has to be seen as an opportunity, a profitable market niche. As
a result of a major interest towards these people, positive social externalities will
show.
The “financially excluded” group is heterogeneous and includes not only poor people
in developing countries, but also migrants who need money transfer to manage their
remittances in their home countries, young people with the enthusiasm of staring some
new income generation activity but lack capital,
Exclusion can come about as a result of problems with access, prices, marketing,
financial literacy or self-exclusion in response to negative experiences or perceptions.
Barriers to inclusion include:
• Difficulty in accessing financial services, whether that be geographically or
culturally (for instance, language barriers)
• Inappropriate and not tailored products
• Excessive cost of some products such as home contents insurance
• Scarce knowledge of financial products caused by a lack of marketing in certain
areas considered less profitable by financial institutions or difficulty in understanding
financial products, for example low levels of financial literacy, which may lead to debt
problems or wasting money on inappropriate products.
• Government regulations or the interpretation of these (for instance, in the case of
identification documents required for bank account opening)
• Psychological barriers such as negative perceptions of financial institutions or
previous bad experience
Other issues include:
• Lack of free debt advice
• Lack of generic (non-brand specific) financial advice
• Lack of confidence in the banking industry
23

Khan , Mansoor H “Designing an Islamic Model for Project Finance” International Finance and Law Review
6: 13 -16 in Dhumale and Sapcanin, ibid

203

Microfinance: Text and Cases – PART II

Groups particularly affected by financial exclusion tend to be those on low incomes.
However, financial exclusion is dynamic as people move in and out of work and may
have more or less need of financial services24.
In a future perspective, the key words will be:
•
•
•
•

Inclusion
Tailoring of financial products on needs and religious belief
Diversification of the financial services offered
Attention to the social outcomes of the financial activity both in developed
countries ( meeting the sensibility of some clients who are very attentive
towards specific issues such as respect of human rights and environment,
socially responsible criteria in the choice of investments and so on) and in
developing countries (including the “non bankable” in the financial system will
improve the general conditions of the whole society while socially responsible
criteria will educate in being more respectful towards human and workers
rights, gender and environmental issues and so on)
• Separation of competencies and specialization – in the whole range of financial
institutions, the diversification and tailoring of products could also mean
specialization of different institutions. MFIs that are close to or deriving from
NGOs could specialize in financial services at the grass root level, commercial
banks could specialize in micro and small entrepreneurs, Islamic banks to those
clients with specific religious beliefs which do not fit with the western financial
model.
• Effectiveness – both socially responsible investments in Western societies and
Islamic branches/products in Muslim societies often proved to be merely a
marketing operation used to attract new clients belonging to small niches.
Given their high values, they should be taken into more serious consideration,
and not only used as an easy way to attract new clients.

24

SAFE: Services Against Financial Exclusion
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INTRODUCTION
The micro finance sector in Morocco is a very dynamic sector that contributes not only
to the development of the country as whole but also to the well-being of marginalized
segments in society. Surveys have showed that micro enterprises in Morocco are
numbered to be 1.200.000 in 2004 and represent the absolute majority. They constitute
the principal source of employment for poor people.
Micro finance activities emerged in Morocco at the beginning of 1990s to finance
micro enterprises and serve the populations excluded from the traditional banking
system. In 1993, AMSED (Association Marocaine pour la Solidarité Et le
Développement), a Moroccan NGO, granted the first loan to a woman to start her new
business. By late 1990s, many other micro finance institutions emerged and
contributed to the development and dynamism of this sector. In 1997, the
implementation of the MicroStart Program (a UNDP sponsored program to promote
the micro finance sector in Morocco) allowed the emergence and the financing of
other micro finance institutions. In the year 2000, Hassan II Fund supported the sector
by a subsidy of 10 million Euros. This financial contribution allowed increasing the
number and the amount of loans granted.
Al Amana is the largest Micro Finance Institution (MFI) in Morocco in terms of the
portfolio of outstanding loans and occupies the second position after Zakoura
Foundation in terms of the number of clients. It is a non profit institution that offers
micro credits and related training and advice services to micro enterprises and
entrepreneurs operating mainly in craft and trade sectors and not having access to the
traditional financial systems. It was created in 1997 with technical assistance from the
American NGO VITA (Volunteers In Technical Assistance) and financial assistance
from USAID and the Moroccan government. It operates almost in all the Moroccan
territory and serves more than 160 000 borrowers, the vast majority are solidarity
groups, for a portfolio of outstanding loans of EURO 36.5 million. Al Amana is
located not only in urban areas characterized by the existence of other MFIs, but also
in rural areas less served by micro finance. The growth of its portfolio of outstanding
loans and the opening of many local branches (134 new branches in 2004) confirm the
capacity of Al Amana to maintain, if not increase its market share in a more
competitive context.
Having the first loan portfolio and the second number of active borrowers, Al Amana
is a leader in the micro finance sector in Morocco. It has achieved a good positive
financial performance and managed to reach the maximum number of borrowers while
having an important economic and social impact on its clients. In addition, Al Amana
has received an “A” rating score from Planet Finance, February 2005. While
maintaining a continued growth of its loan portfolio over the period 1997-2004, Al
Amana conserved an excellent quality of its portfolio and showed good financial
practices. Sharing the profits from economies of scale with its clients through a
decrease in interest rates is an example to illustrate with.
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This present study introduces Al Amana Association as the largest MFI in Morocco
and analyses its outreach, its financial performance and sustainability, and its impact.
The analysis will be performed based on data collected from Al Amana after
conducting a survey and a field visit. Before conducting the analysis, an overview of
the microfinance sector and of the macroeconomic environment in Morocco seems
crucial in order to get an idea about the context in which Al Amana Association is
operating.
MICROFINANCE ENVIRONMENT IN MOROCCO
Morocco is located in the top north of Africa and enjoys a strategic location being the
gate to Europe. The Moroccan political and economic environments are favorable. The
monarchial system ensures a continuous political stability and encourages all the
initiatives including the entrepreneurial and micro credit activities. This reduces the
country risk and promotes the investment initiatives.
The Moroccan economic indicators show low and unstable growth rates. The GDP per
capita experienced an even worse growth rate over the last 20 years (1.5 %). The
structure of the economy is monopolized by the service sector (53 %) which is
growing more and more in the Moroccan context. The industry occupies the second
position with a share of around 30 %. Finally, the agriculture sector still contributes
with a moderate percentage to the Moroccan economy (18 % in 2003). But the
concentration of the majority of land in arable areas, the fluctuation of precipitations,
and the existence of drought influence the productivity of the Moroccan agricultural
sector.
Key Economic Indicators in Morocco
Economic ratios and long term trends
GDP (average annual growth)
GDP per capita (average annual growth)
Structure of the economy (% of GDP)
Agriculture
Industry
* Manufacturing
Services

1993-2003

2002

2003

3.2
1.5

3.2
1.6

5.5
3.8

14.7
32.3
18.0
53.0

16.1
30.3
16.8
53.6

18.3
29.7
16.4
52.4

Source: World Bank Website (2003 data)

The social and development indicators reveal an inequity in the distribution of
resources, huge deficits in human development variables leading to a huge scale of
poverty. Statistics show that 19 % of the Moroccan population lives below the national
poverty line in 2003. But when human poverty is considered, the percentage goes up to
48 % in 2003. In fact, the economic situation shows that inequalities between different
segments of society have increased tremendously over the last 20 years. The Moroccan
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population has reached 30 millions in 2004 with an annual growth rate of 1.6 % over
the period 1994-2004 (Population Census, 2004). The gross national income has
attained $1320 in Morocco in 2003; but the annual growth rate did not go beyond 2 %
in the period 1993-2003. As a result, Morocco is classified by the World Bank in the
category of “lower middle income countries”.
The United Nations Development Program ranked Morocco 125th for the Human
Development Index (HDI) in 2004. This shows that Morocco is still lagging behind in
terms of fighting illiteracy (49 % of the population), reducing poverty (20 % of the
population live below the poverty line with 1$ per person per day), and lessening
unemployment (24 % in urban areas).
Morocco 2003 at a Glance

General
Population (millions)
GNI per capita (USD)
GNI (US billions)
Average annual growth, 1997-2003
Population (%)
Labor Force (%)
Most recent estimate (1997-2003)
Poverty (% of pop. below national poverty
e)
Urban population (% of total population)
Life expectancy at birth (years)
Infant mortality (per 1000 live births)
Child malnutrition (% of children under 5)
Access to improved water source (% of pop.)
Illiteracy (% of population age 15 +)
Gross primary enrolment (% of school age pop.)

Morocco

MENA

Lower Middle
Income

30.1
1320
39.7

312
2210
689

2655
1480
3934

1.6
2.5

1.9
2.9

0.9
1.2

19

*

*

57
68
39
9
80
49
107

58
69
44
*
88
31
96

50
69
32
11
81
10
112

Source: World Bank Website (2003 data)

The disparity between males and females appears when economic and social variables
are disaggregated. Life expectancy at birth for males is 4 years more than the one of
females. Adult literacy and access to education for females are still limited despite the
recent efforts to generalize access to schooling among rural females and ensure
alphabetization courses to illiterate women. It seems also that the estimated earned
income of women is still below the one of males.
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Gender gap in Morocco 2002
Male

Female

Life expectancy at birth (years)

70.3

66.6

Adult literacy rate (% ages 15 and above)
Combined gross enrollment ratio for primary, secondary, and
tertiary (%)
Estimated earned income (PPP US$)

63.3

38.3

61.0

52.0

5354.0

2153.0

Source: Human Development Report 2004

The participation of women in the political, economic, and social life of Morocco is
still limited despite recent changes. In the legislative elections of 2002, Morocco
reserved a quota for women. This has increased the number of seats in the parliament
held by women from 2 in 1997 to 35 in 2002. The female share in professional and
technical positions and the female penetration of administrative and managerial
contexts did slightly increase but they are still limited. All these factors have
contributed to increase the value of GEM from 0.302 in 1995 to 0.421 in 2002.

Gender empowerment measure in Morocco
Seats in parliament held by women (%)
Female administrators and managers (%)

1995
0.7
25.6

1997
0.7
25.6

2002
10.7
26.3

Female professional and technical workers (%)

31.3

31.3

32.8

Women’s share of earned income / Real GDP per
0.302
0.301
0.421
capita GEM value
Source: * World Development Reports, UNDP
* A. Driouchi, E. Azelmad, “The 2002 Gender Empowerment Measure for Morocco” Al
University, Morocco, Sept 2002

The previous economic, social and gender indicators illustrate a gap in the distribution
of resources leading to severe poverty conditions and a gender disparity excluding
females from the political and economic life. This means that the magnitude of the
marginalized segments of society (women and the poor) is very high. Hence, the micro
finance sector is a valuable opportunity for the insertion of these segments. The
entrepreneurial tradition is an important characteristic of the Moroccan culture. But
micro entrepreneurs lack the resources mainly to finance their working capital.
Marginalized populations in urban areas work mainly in services and construction
while less productive informal activities related to agriculture employ the majority of
people in rural areas.
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ASSESSMENT OF THE MICROFINANCE SECTOR IN MOROCCO
The state of the art of the micro finance sector in Morocco shows a developed and
structured sector renowned at the international scene as a success. In Morocco, the
micro finance sector is composed of 12 authorized associations (1 is in the stage of
being launched). 3 out of these MFIs share 85 % of the market. The total number of
active clients is 460 000 and the total loan portfolio is $ 90 millions (1$ = 9 MAD).
All these institutions are federated under the National Federation of Microfinance
Institutions (FNAM: Fédération Nationale des Associations de Microcrédit). The
sector also benefits from a clear legal framework with the supervision of concerned
authorities. In addition to the legal framework, all the MFIs in Morocco are audited
and some of them are even rated by international rating organizations. As it appears
from recent studies undertaken on the sector of microfinance in Morocco, the MFIs are
having a very strong and positive impact on populations benefiting from microfinance
services. Until a recent period, only group credits with weak amounts are offered.
Individual loans have emerged recently to contribute in the promotion of people’s
standards of livings.
The following table illustrates some variables related to the microfinance sector in
Morocco:

General Outreach - Microcredit in Morocco
Dec 2003

Dec 2004

% change

Cumulative # of loans

1.5 millions

2.2 millions

47

Cumulative Amount of loans (DH)

3.4 billions

5.5 billions

62

300 000

460 000

53

75%

72%

-4

Active clients
Share of Women
Loans outstanding
Repayment rate

540 millions 890 millions
99.70 %

64

99.00 %

0

Full time staff
1000
1800
Source: Fédération Nationale des Associations de Microcrédit, February 2005.

80

The first MFIs have been given birth in the middle of 1990s. In 1993, the first
Moroccan Non Governmental Organization (AMSED) has granted a loan to a woman
to start her new business. By late 1990s, many other microfinance institutions have
emerged and contributed to the development of the microfinance sector in Morocco. In
1997, the implementation of the MicroStart Program (a UNDP sponsored program to
promote the micro finance sector in Morocco) has allowed the emergence and the
financing of many other micro finance institutions. In the year 2000, Hassan II Fund
has supported the sector by a subsidy of Euro 10 millions. This financial contribution
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has allowed increasing the number and the amount of loans granted. Estimations
indicate that the number of micro enterprises has increased form 500 000 to 1 200 000
micro enterprises after the financial and technical support brought to the sector. Even
though the micro finance sector in Morocco is very young, a certain maturity has been
reached (excellent rates of reimbursement: 99 % in the majority of cases).
The law n° 18/97 on micro finance was voted in 1999. It aims at strengthening the
rules and regulations applicable to micro finance. In February 2000, the Moroccan
Ministry of Finance has approved and implemented the law that attributes licenses to
micro finance institutions. This law stipulates that micro finance institutions are
allowed only to grant loans but not to collect deposits. Another important point of this
law is the viability of micro finance institutions. Any institution has to substitute initial
subsidies by equity capital coming mainly from exercising its activity. Otherwise, the
license to the institution will be cancelled and the capital will be distributed to another
company.
The 3 most important micro finance institutions are: Al Amana, the Fondation
Zagoura, and the Fondation Banque Populaire pour le Micro Crédit (FBPMC). The
other micro finance institutions also play a primordial role in the development of the
micro finance sector in Morocco. These institutions receive legal, financial, and
technical support from the Government. They have regional offices, placed mainly in
rural areas, and are devoted to different purposes (micro projects in the field of
equipment, education, industry, agriculture, and other micro level activities).
The impact study undertaken by Planet Finance (February 2005) assessed the needs for
MFIs in the Moroccan context. 80 % of the Moroccan population (about 4 million
clients) does not have access to financial services. These segments of society are
composed of poor people and the persons living in rural areas. If a mean of $500 per
loan is considered, there will be a need to raise $ 2 billions in the coming years. This
also implies that the microfinance sector in Morocco has to diversify and adapt its
services to the needs of its clients.
If the micro finance sector in Morocco is considered as a success story, it is because of
the legal framework that regulates it. All the MFIs are considered as non profit
organizations driven to serve only activities generating revenues. The Moroccan
Government grants licenses to microfinance institutions to exercise their activities and
offers financial, technical, and fiscal incentives to support the microfinance sector. The
aim of these initiatives is to strengthen the capacity of microfinance institutions and
ensure sustainability of access to financing, technical training, and institutional
support.
The most important financer is USAID followed by Hassan II fund and the MicroStart
Program of the United Nations Development Program (UNDP).The most active
institutions receive most of the financing because these associations are performing
and target the desired customers and have the institutional capacity to absorb the funds
in question. International sources of funds push micro finance institutions to be more
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active in rural areas. Technical assistance consists in supporting the development and
operating of micro finance institutions (training workshops in the key fields of micro
finance and individual consultations and evaluations). Al Amana received technical
assistance financed by USAID. Zakoura received similar assistance with financing
from EU. ATIL received a technical assistance supported financially by APS, Italy.
The program MicroStart of the UNDP also provided an important technical assistance
to micro finance institutions.
Even if the microfinance sector in Morocco is seen at the international level as a
success story, there are many challenges that still face the sector. Microfinance
institutions need to enlarge their coverage to women and men in urgent needs for
micro credits. They also need to target very poor people (people who need $100 to
engage in activities that will ensure their living). Giving loans at the best interest rates
possible and being reimbursed on time are two other challenges for the microfinance
sector in Morocco. MFIs need also to follow up the use of loans by their clients to
ensure the sustainability of their projects and activities. The last challenge is related to
the perspectives of the MFIs in Morocco. They need to become big and viable
institutions, strong, well-managed and well governed and rated with a big impact on
their clients.
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PRESENTATION OF AL AMANA ASSOCIATION
Al Amana is a non profit organization that offers loans and other services to micro
enterprises in Morocco. Its mission is “promoting micro enterprises by offering credits
and related services”.
HISTORICAL BACKGROUND
Al Amana was created in February 13, 1997 with technical assistance from the
American NGO VITA (Volunteers in Technical Assistance) and financial support
from USAID and the Moroccan government. Al Amana is a non profit institution that
offers micro-credits and related training and advice services to craft and trade microenterprises and to micro-entrepreneurs that do not have access to traditional financial
systems. It has branches in most cities in Morocco and it is giving more than 160,000
total loans outstanding, the vast majority in solidarity groups, for a portfolio of
outstanding loans of 60 Million Euros (700.0000 MAD) at December 2004.
From its beginning, Al Amana has experienced an important development in the
quantity and quality of its services. The number of active clients (borrowers) has
increased from 1495 in 1997 to 101,610 in 2003 and to 168,000 in 2004, and the
amount of portfolio (total) from 3.2 million (MAD) in 1997 to 406 million MAD in
2004. On March 2000, the association was accredited to the Ministry of Finance as a
micro-credit association, and in 2002, it reached full financial autonomy.
ORGANIZATIONAL STRUCTURE
The organizational structure of Al Amana is characterized by the coexistence of the
annual general meeting, the management board, the follow up committee, and the
general director.
Organizational Structure of Al Amana Association
1- General Meeting (24 members)
• Held two times a year,
• Defines the general orientations of Al Amana,
• Nominates the management board for a period of three years.
2- Management Board (14 members)
• Meets 4 times a year,
• Approves the strategy, the annual plan and the budget,
• Designates the auditors,
• Sends reports to the annual meeting,
• Approves the engagements of the institution,
• Designates the executive committee (President, vice President, General
Secretary and Treasurer),
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• Nominates the director.
3- Follow up Committee (7 members)
• Receives all the information and gives order for any evaluation,
• Observer status in all meetings.
4- The Director
• Manages the organization.
PRODUCTS AND SERVICES
The main service offered by Al Amana is intended for economic activities. It does
finance only existing projects. Its products include1:
• Group or joint loans - Intended for groups of four or five micro business
developers who stand as guarantors for each other. Al Amana offers two types of
group loans to micro entrepreneurs who engage in profitable investments in the short
run and have a mutual guarantee to reimburse the loan. The group loans, designed for
people in urban and rural areas, have amounts between 1.000 and 20. 000 MAD
(between 90 and 1700 Euro) on a period of 3 to 9 months and are payable by weekly
or bimonthly annuities. The second type of group loans is adapted to agricultural
activities and is offered in the framework of an experimental phase before
generalization. Their amounts vary between 1.000 and 10.000 DH and the period is
between 9 and 18 months. They are payable by monthly or bimonthly annuities
depending on the activity supported.
• Individual loans – Issued to customers who have successfully managed their loans
in the joint system or to new clients who were slowed down by the constraint of
solidarity and who wish to invest in equipping their micro businesses. The loans are
tailored to each individual, generally with slightly larger amounts and longer durations
than for join loans. They are of two types: individual loans for equipments and for
housing. The individual loans for equipments have amounts varying between 2.000
and 20.000 MAD (between 180 and 1700 Euro) on a period between 6 and 24 months.
The individual loans for housing are given to persons willing to invest in enhancing,
buying, or constructing their housings. Their period goes from 6 to 36 months and
their amount from 3.000 to 30.000 DH.
• Chems program – a pilot program offering micro-credits for the purchase of
photovoltaic equipment. This program seeks to further the development of the
electricity industry in the district of Taroudant (south of Morocco).

1

http://www.bellanet.org/partners/mfn/memberAmana.html
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In addition, Al Amana offers non-financial services to help develop micro
entrepreneurial skills:
• The training program “Tkwin Jdid” teaches business management skills with the
use of audiovisual aids and active participation of clients.
• Al Amana is piloting another program, “Programme Nord d’Appui aux Micro
Entreprises” (PNAM), in which credit officers work one-on-one with clients to help
develop individual business plans and market their products. This program was
developed in partnership with two Spanish NGOs, CODESPA and CIDEAL, and is
currently in the test phases in the cities of Tangiers and Tetouan in Northern Morocco.
• In partnership with Sanabel, the Microfinance Network of the Arab Countries, Al
Amana conducted financial analysis courses to over 70 participants in Egypt, Yemen
and Morocco, and is seeking to organize additional courses in Lebanon, Jordan,
Palestine and Tunisia.
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OUTREACH
The creation of Al Amana has led to widespread cooperation and healthy competition
among Moroccan microfinance institutions (MFIs). Growth in competition has led to
increased professionalism in the sector. Al Amana strives to stay ahead of its
competition by acting as a pioneer among Moroccan MFIs. For example, Al Amana
was the first Moroccan MFI to be included in the Micro Banking Bulletin and rated by
an independent authority (Planet Finance - A). In addition, it was the first MFI in
Morocco to create and maintain an informative website as well as the first to conduct
regular market studies. Al Amana’s principle challenges include satisfying its clients,
planning strategically, adapting its products to the needs of its clients, and mobilizing
funds
At the end of 2004, Al Amana’s outstanding portfolio stood at approximately 406
million MAD and the average loan outstanding at 2.542 MAD (215 EUR). Al Amana
is currently present in urban and rural areas through a computerized and centralized
network of 260 branches in 74 cities and 8 rural villages. The organization employs
696 staff members, consisting of 572 credit officers, 12 regional coordinators and 101
executives and employees.
URBAN-RURAL OUTREACH %
(2004)

% RURAL
9%

% URBAN
%
RURAL

%
UR91
BAN
%

The organization’s clients are poor men and women working in the old inner cities or
in the outlying slums of major cities in Morocco. Al Amana targets no particular sector
of activity - clients work in more than 160 types of activities, with 52% in commerce,
33.5% in handicraft, and 14% in service. Retail trade is by far the most common
activity for male clients, and sewing and embroidery are the largest categories for
women, many of whom work at home.
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3.000
2.500
2.000
1.500
1.000
500
0
1997

1998

1999

AVERAGE LOAN BALANCE PER
BORROWER (MAD)

2000

2001

2002

2003

AVERAGE LOAN BALANCE PER BORROWER
(MAD)
2004

1997

1998

1999

2000

2001

2002

2003

2004

2.098

1.439

1.480

1.751

1.765

1.971

2.440

2.542

The Moroccan microfinance sector is unique in the North African region because of its
particular orientation to female clients. Al Amana serve 60% of the market (2004), and
have as an express objective providing financial services to poor women. Given the
fact that women globally are among the poorest in society, it makes sense that
Morocco’s depth of outreach (measured by average outstanding loan balance as a
percentage of GDP per capita) is also the lowest.
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2004
60%
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Moreover, the dominant lending methodology used by Al Amana is group lending,
especially in urban areas. It is very important to remember that one of the requirements
for a group asking for a loan is the previous existence on the market.
In fact Al Amana policy is strictly: only the micro enterprises that are at least one-year
old could have access to the first group loan.
Al Amana begun making adjustments in their solidarity lending methodology to better
meet client needs, and introducing more flexible repayment plans and group formation
policies.
Staff and loan officer productivity improved considerably between 2000 and June
2003, attesting to the effective use of excess capacity and the efficiency gains of loan
officers as they become more experienced.
The period of expansion planned in 2003 and 2004 will result in a temporary decline
in overall productivity. It indicates the productivity of Al Amana credit officers and
the institution’s operational efficiency. On average, MFIs in the world have 284 active
borrowers per loan officer (Micro Banking Bulletin, Issue No. 9, July 2003).
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224

292

267

357

327

280

Of course, this ratio cannot be analyzed without information on the location of the
MFI, the population density, the number of branches, the road infrastructure, so we
have to consider the urban localization and all the facilities in Rabat and the working
area of Al Amana.
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FINANCIAL SUSTAINABILITY
The indicators of financial viability refer to the sustainability of Al Amana to cover its
costs with earned revenue. To be financially viable, a savings and credit institution
cannot permanently rely on donor funding to subsidy its operations.
OPERATIONAL FINANCIAL SELF-SUFFICIENCY
The breakeven value had been reached by Al Amana. The financial self-sufficiency
ratio corresponds to the operational self-sufficiency ratio, adjusted by the interest
subsidy from concessional loans and in-kind subsidies.
Al Amana has to plan that in the long run, so it have to get all its loans at market rates
and pay all the costs itself, without any external grants. Al Amana performances
(between 111% and 141% in the last 5 years) can assure the long term provision of
financial services, undermined by the continued necessity to rely on donor funds.
The evaluation of the index in the case study couldn’t be estimated out of the contest
of Moroccan National Law: every Micro-Finance Institution operating in the country
must reach the real effective financial sustainability in the first five years of activity.

OPERATIONAL - FINANCIAL SELF SUFFICIENCY
180,0%
160,0%
140,0%
120,0%
100,0%
80,0%
60,0%
40,0%
20,0%
0,0%
OPERATIONAL SELF-SUFFICIENCY
FINANCIAL SELF-SUFFICIENCY

2001

2002

2003

2004

113,5%
111,4%

147,0%
137,0%

156,2%
141,8%

130,7%
124,7%

YEAR
OPERATIONAL SELF-SUFFICIENCY

FINANCIAL SELF-SUFFICIENCY
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PORTFOLIO OUTSTANDING – OUTSTANDING LOANS
Al Amana performances demonstrate a clear tendency, increasing the total number of
the loans distributed, reducing at the same time the percentage of the outstanding loans
(%, >30 DAYS). While the percentage of increase of new active borrowers is always
increasing (% increase borrower 2004: +58%) at the same time Al Amana is offering
in the last year a diversification of his products (group – individual loans) reaching
also a diversification of the client types (rural - urban - housing loans). Risk is covered
by the results.

PORTFOLIO - total (MAD*1000
450.000
400.000
350.000
300.000
250.000
200.000
150.000
100.000
50.000
0
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1998

PORTFOLIO - total (MAD*1000

PORTFOLIO - total (MAD*1000)

1999

2000

2001

2002

2003

2004

1997

1998

1999

2000

2001

2002

2003

2004

3.136

11.992

30.050

65.147

108.136

153.965

247.799

406.955

PAR - PORTFOLIO AT RISK
The majority of the portfolio is comprised of group loans, so portfolio at risk have to
be low.
The portfolio at risk ratio is for Al Amana pegged 30 days degree of lateness.
Al Amana PAR rapidly decreased after the first year (5.10%) of activity, settling under
the line of 1%. In the last three years it became approximately 0%. It can be
considered an excellent result, measuring the low level of delinquency.
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LOAN LOSS RATE (Total Amount written-off / Average outstanding portfolio)
The loan loss ratio can be compared over time to see if loan losses, as a percentage of
average outstanding portfolio, are increasing or decreasing. It can also be compared to
the reserve for possible losses in order to determine whether the reserve is sufficient,
based on the amount of historical loan losses. Al Amana results are excellent: Loan
Loss Rate is very low, between 0.1 - 0.3 percent in the last five years. The amount
written-off represents the total value of loans that have been determined nonrecoverable and have been written-off the balance sheet during the evaluated period.
Actual loan losses (or write-offs) are reflected on the balance sheet only (and not in the
profit or loss account) as a reduction of the loan loss reserve and the gross outstanding
loan balance. The resultant effect is to leave the net portfolio on the balance sheet
unchanged since the reserve has already been made and expensed.
AVERAGE RATE OF RIMBOURSEMENT – ARREARS RATE
These indicators are linked with the previous. They represent the first operational
result for any MFI. Al Amana demonstrates a great performance and his average rate
of reimbursement in the last six years is over the percentage of 99%, confirming
during the time the results.
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PERSONNEL EXPENSE RATIO
Al Amana staff costs percentage is always over 50%. The staff expenses have a
notable impact on the total expenses of the MFI. The value can range from 5% to 35%
(MBB, November 2002).
The reduction of the result can be considered for the future an important issue for the
institution.
OPERATIONAL COSTS PER UNIT OF MONEY OUTSTANDING
Ratio values indicate how much Al Amana spends on personnel and administration in
order to manage its portfolio of credits. Values are increasing from 1997, reaching in
2003 the value of 17.68%.
For the denominator, the average amount of loans is a better indicator than the
outstanding portfolio, because it gives a more realistic view of the volume of
operations throughout a whole period. Al Amana manages a large portfolio of few
small and medium credits: for that reason is not favored with respect to this ratio,
compared to an institution which manages a lot of large loans. For this reason, the
following ratio on operational costs per loan in portfolio has to be considered as well.
COST PER BORROWER (MAD)
Al Amana is decreasing costs per borrower from 1997 till now: this is a good result
and it could be considered important if we find a connection with the previous values.
Return on equity (ROE - AROE)
The ROE ratio is an important tool for Al Amana shareholders to determine how much
income their investment is generating, relative to the risk involved, and how it
compares with alternative investments. Nevertheless, we can also consider this ratio
not be used to compare the overall profitability between programs, because the
structure of capital (donations relative to shareholder’s capital) varies considerably
from case to case (Bartel et.al. 1995: no.1).
ROE ratio in Al Amana case study presents a value of 11,8% in the last year. On
average, financially self-sufficient MFIs in the world have a ROE of about 15%, while
the non financially self-sufficient ones have an average ROE of 2.3%. However we
know that these numbers vary a lot between continents and type of institutions (Micro
Banking Bulletin, Issue No. 9, July 2003).
Return on assets (ROA - AROA)
Al Amana ROA measures the net income earned on the assets of the MFI (it differs
from the ROE ratio in that it measures the return on all funds used to finance the
institution -equity and liabilities-, not only own funds). ROA is positive during these
years, but index is decreasing after 2004 (from 11.0% to 6.00%), because of the
strategic choice of the institution to reduce interest rate applied on the outstanding
loans.
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Al Amana values are changing during the years: average amount of total assets are
used rather than performing assets, because it’s possible that the organization is being
measured on its total financial performance, including decisions made to purchase
fixed assets or invest in land and buildings.
In other words, using funds that could be used for other revenue-generating
investments or invest in securities (Ledgerwood,1999).

ROE - ROA
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16,0%
14,0%
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3,6%
3,4%
3,1%

12,6%
10,6%
10,6%
9,0%
YEAR

16,1%
11,0%
13,2%
9,1%

11,8%
6,0%
9,9%
5,0%

PORTFOLIO YIELD
At the end 2004, it was equal to 29.1%, high enough to permit a wide margin for
sustainability. However the level of competition could definitely increase in the next
period, considering also the high level of operational sustainability. Therefore, a
hypothetic increase in the financial cost due to the access to commercial sources of
funds, could stress its profitability and sustainability. An important issue for the
institution will be the improvement of productivity and the keeping of good level of
portfolio quality and operating expenses that could increase due to the next possible
investment in terms of staff and opening of new offices. To confirm the positive
results of Al Amana we could refer to the indications of the Micro Banking Bulletin
(MBB) who indicate values for the Portfolio Yield by Scale of Operation: for a Large
MFI correct values could be around 30% (CGAP, 2002).
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PORTFOLIO YIELD
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INTEREST RATES
In this chapter we will try to explain how Al Amana strategy is quite different from
other MFIs.
First of all we have to consider that Al Amana policy consists not to communicate the
interest rate to the clients. The reason is simple: as we know, and as we will try to
clarify, there are a lot of methodologies to calculate the rate.
Al Amana usually proposes a clear “REFUND PLANNING”, where all the
instalments, fees and methodologies are specified (SEE EX#1 and EX#2, pages 12-13).
In this document all the information is available: GROSS AMOUNT, DEDUCTION
FEE (2%), APPLICATION FEE, NET AMOUNT, AMOUNT OF INSTALMENT,
TOTAL INSTALMENTS.
Moroccan National Law (Loi n° 18/97) pretends the maximum transparency in the
processes of lending, and all the staff have to operate in this direction. The “refund
planning” is fixed on the notice board in every office and proposed to the clients in the
first meeting.
It’s also useful to specify that:
• The first installment is required after a variable period (4 months for individual loans,
2 weeks for the group loan).
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• Deduction fee (2%) is a form of coverage on death or invalidity risk.
• Application fee is applied on gross amount.
• The maximum amount of the first loan for groups is fixed by 4000 DH.

BOX 1 – GROUP LOAN
Consider, for example, the following GROUP loan:
group component: 5
loan size:
5000 MAD (1000 MAD per person)
loan term:
12 weeks
instalment payment:
weekly
number of instalments 12
Interest rate:
n.a.
We could calculate the instalment applying the periodic interest rate to the capital and
dividing the total amount by the number of repayments, (in this example we do not
consider that first instalment is 437 MAD instead of 434, for simplicity) as follows:
5000 × (1+ i)
≡ 434 Group weekly instalment
12

i = 4,16%

The 12-week interest rate can be transformed in the corresponding nominal annual
interest rate (we can consider that in one year there are four 12-week periods):

(1+ 0,0416)

4

−1 ≅ 17.71%

Now we have to calculate the real cost of the loan, called effective annual interest
rate: it doesn’t correspond to the nominal interest rate (17,71%). We have to apply the
financial calculating methodology: the actual value of the loan disbursed must be equal
to the sum of the actual values of all the periodic repayments.
434 434 434 434
7

360

14

360

21

360

28

360

434
35

360

434 434 434
42

360

49

360

56

360

434
63

360
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434 434

360
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360

84

360

5000
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5000 =

434

(1 + i )

7 / 360

434

+

434

(1 + i )

14 / 360

+

434

+

434

(1 + i )

21 / 360

+

434

+

434

(1 + i )

28 / 360

+

+

434

434

(1 + i )

35 / 360

+

+

434

(1 + i )

42 / 360

+

434

(1 + i )49 / 360

434

(1 + i )56 / 360 (1 + i )63 / 360 (1 + i )70 / 360 (1 + i )77 / 360 (1 + i )84 / 360

The effective annual interest rate is the discount rate that verifies the equality is the
effective interest rate:
Effective annual interest rate = i = 33,11%

BOX 2 – INDIVIDUAL LOAN
Consider, for example, the following loan:
loan size:
10000 MAD
loan term:
3 months
instalment payment:
bi-weekly
number of instalments 6
interest rate:
n.a.
As in the previous example we could calculate the instalment applying the periodic
interest rate to the capital and dividing the total amount by the number of repayments,
(as in the previous example we do not consider that first instalment is 1747,50 MAD
instead of 1745,00 MAD, for simplicity):
10000 × (1+ i)
≡ 1745 individual bi-weekly instalment
6

i = 4,7%

The 3-months interest rate (12 weeks) can be transformed in the corresponding
nominal annual interest rate (we can consider that in one year there are four 12-week
periods):

(1+ 0,047)

4
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Now we have to calculate the real cost of the loan, the effective annual interest rate:
it doesn’t correspond to the nominal interest rate (20,16%). We have to apply the
financial calculating methodology: the actual value of the loan disbursed must be equal
to the sum of the actual values of all the periodic repayments.

1745 1745 1745 1745 1745 1745

15

360

30

360

45

360

60

360
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360

90

360

10000

10000 =

1745

+

1745

+

1745

+

1745

+

1745

+

1745

(1 + i )15 / 360 (1 + i )30 / 360 (1 + i )45 / 360 (1 + i )60 / 360 (1 + i )75 / 360 (1 + i )90 / 360

Effective annual interest rate = i = 37,26%

SDI - Subsidy Dependence Index
The percentage by which interest rates charged to clients would have to be increased
hypothetically in order to cover program costs and eliminate subsidies corresponds to
0%: The MFI did never change his offers to increase the income during the last 8
years.
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FUNDING STRUCTURE AND LEGAL FRAMEWORK
Al Amana was launched in 1997 with a total project budget of USAID (and Fonds
Hassan II), that entered the microfinance sector in Morocco in 1996 with a two
pronged strategy:
• to establish a new microfinance institution (MFI) that would become a
sustainable and large-scale provider of microfinance.
• to help a policy environment favorable to the growth of a professional
microfinance sector.

FUNDING STRUCTURE

(31/12/2004)
MAD

USAID
FONDS HASSAN II
CAF AMERICA
FONDATION MED V
FADES
WWB
TOTAL

EUR

53.063.775
46.000.000
1.044.929
2.500.000
3.174.543
1.474.913

4.496.930
3.898.305
88.553
211.864
269.029
124.993

107.258.160

9.089.675

Provisioning Methodology
PAR < 30 DAYS
PAR 31-180 DAYS
PAR 181-365 DAYS

33%
67%
100%

Al Amana was funded by donated equity, in the form of USAID subsidies for
collateral deposits and operating expenses. Bank overdraft facilities obtained were the
results of these collateral deposits. USAID funds and Fonds Hassan II were the starting
point. Two-thirds of the USAID / Fonds Hassan II budget was allocated to technical
assistance.
Nowadays Al Amana diversified his funding structure, and in 2004, and reached a
Liabilities / Equity Ratio of 127%.
By December 2004, one year after the pilot project end, Al Amana was a profitable
MFI with over 160,000 active clients, an operating staff composed by 572 operating
credit officer (total operating staff: 696), and an outstanding portfolio of 407 MAD
(34 M EUR). Al Amana had reached operational sustainability in 2000 and financial
sustainability at the beginning.
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FUNDING STRUCTURE (31/12/2004)

FONDATION MED V
2%
CAF AMERICA
1%

FADES
3%

WWB
1%

USAID
50%

USAID
FONDS HASSAN II
CAF AMERICA
FONDATION MED V

FONDS HASSAN
II

FADES
WWB

The operating expense ratio has declined substantially over the period (in 2002) given
the greater economies of scale. The ratio could increase notably, but temporarily,
during the rapid expansion phase in the second semester of 2003. The financial
expense ratio remains low at 2% because Al Amana is mainly financed by equity. Al
Amana has a stable base for profitability over the long term, even if there is an
expended decline in productivity during the expansion phase, given economies of scale
and an increase over time in the average loan size disbursed.
Al Amana is now financed primarily by retained earnings and donor funds (72% of
assets) but seeks to add more commercial loans from both international and local
sources (23% of assets are financed by lines of credit with local banks and loans from
international investors). Al Amana seeks to finance its growth between mid- 2003 and
2007 by 50 million EUR through loans. Liquidity needs are monitored closely,
however this does not prevent occasional periods of liquidity shortages as has occurred
in the past.
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A new Microfinance Law in 1999 permitted NGOs to provide micro credit services in
Morocco, and USAID developed a Legal Framework for Microfinance, starting from a
bilateral agreement with the government of Morocco to undertake a microfinance
project (this precipitated official interest in formulating a law to regulate the sector).
Over the years 1997 and 1998, USAID was an active supporter of the discourse
between government policy makers and local microfinance practitioners. And it was
critical for achieving consensus and was unprecedented in Morocco.
While the law was being formulated, the United Nations Development Programme
(UNDP) launched a EUR 1,5 Million Technical Assistance Program in Morocco. The
Program offered support services to six microfinance institutions over three years
(1997–2000).
The UNDP program complemented USAID’s support for sector-wide capacity
building in microfinance good practices. USAID’s support included: funding
Moroccan practitioners and government officials in international meetings and training
sessions, supplying information on similar legislation in other countries, providing the
services of a legal advisor to the government.
KEY FEATURES OF MOROCCON LAW ON MICROFINANCE
1. Created a new type of association dedicated to providing micro credit
2. Freed MFIs from interest rate caps imposed on banks and financial companies.
However, Ministry of Finance retained authority to set maximum interest-rate caps
for “microfinance associations”
3. Permitted MFIs to charge fees
4. Relieved MFIs of value-added taxes for five years
5. Required multipurpose NGOs to separate their financial from non-financial
services
6. Restricted micro credit loans to productive activities, i.e., micro enterprises
loans
7. Required microfinance programs to become financially viable in five years
The new law, Loi Relative au Micro-Crédit, was officially adopted in February 1999.
However, a draft of the law was recognized as early as 1997, allowing Al Amana to
begin operations
Some believed the law was premature because the industry was too young to be
regulated.
Because loans were restricted to micro enterprises, for example, it was feared that the
law would impede innovations, such as demand-led product diversification. These
were reasonable concerns, but because the law legitimized microfinance, it created the
conditions for professional, sustainable microfinance providers to start operations in
Morocco. It led to the market entry of many new organizations, including two major
players on the Moroccan market today: FONDEP (Foundation for Local Development
and Partnership) and the Fondation Banque Populaire du Micro-Crédit (FBPMC), a
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not-for-profit offshoot of a state bank. Not surprisingly, the industry’s requirements
grew beyond the parameters of the 1999 law. Responding to the pressures of a
growing industry, the law was amended in 2003 to permit micro lending for housing,
including home improvements, such as water and electricity fitting/fixtures. These
amendments were the result of a renewed dialogue between the practitioner
community and the government, a process that was again actively supported by
USAID (CGAP, Donor Good Practices n.11, April 2003).
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BENCHMARKING
Morocco today has one of the most interesting microfinance sectors in the Middle East
and Northern Africa. Private sector investors have increasingly joined the international public donors and domestic private foundations that initially funded these
MFIs.
The sector is composed of 12 authorized associations of which the 3 largest (Al
Amana, Zakoura, and la Fondation Banque Populaire) share 85 % of the market. Even
though these 3 institutions share the largest part of the market, many other small
associations are very active at the local and regional levels. The total number of clients
reached 450.000 (of whom 80 % are women) and the total value of the loan portfolio
is $ 90 millions in 2004.
•
•
•
•

Fondation Zakoura
Al Amana
FONDEP
FBPMC

Smaller MFIs serving more rural and poorer clientele. Only Fondation Zakoura, an
independent Moroccan MFI, rivaled Al Amana in the results.
The main comments concerning the benchmark are:
TOTAL MFI CLIENTS / AVERAGE LOAN PER ACTIVE BORROWER / MFI
PORTFOLIO / NUMBER OF ACTIVE BORROWE PER CREDIT OFFICER.

160000
140000
120000
100000
80000
60000
40000
20000
0
Al Amana
TOTAL MFI CLIENTS

Zakoura
MBB
AMSSF/MC
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The Ministry of Finance is currently charged with both regulating the microfinance
sector and disbursing the EUR 8 million Fond Hassan II. This is a funding facility
created by the government to increase the lending capital of existing MFIs. There is
also another issue: the continuing need to encourage a more market-oriented approach
to the provision of financial services to the poor, so that MFIs seeking to help the poor
can do so over the long term, independent of government and donor subsidies and so
that a broader range of financial services are available to poor people.
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STRATEGY AND PERSPECTIVES
The strategy and future perspectives of Al Amana Association are crafted to meet the
vision and the mission of the MFI and to survive in more and more competitive micro
finance sector. The mission of Al Amana Association aims at contributing to the
economic development of the country and to the social integration of excluded
segments of society. Its vision is related to the crucial role that Al Amana wants to
play in order to extend its financial services to the populations that are excluded
because of their weak resources and to have a remarkable impact on improving the
living conditions of these populations.
The goal set by Al Amana for 2009 is to play a primordial role in ensuring economic
and social development and integration. To achieve this goal, the association plans to
serve ½ million clients in urban and rural areas by 2009 and provide a large panel of
financial services and products in order to meet the needs of the most deprived
segments of society. Al Amana will face the challenges of mobilizing savings and
more commercial funds and ensuring the access to services of savings, transfer,
insurance, and other products.
Al Amana forecasts to provide micro credit services to 650.000 clients by 2009. The
distribution of this number gives 300.000 group loans to people in urban areas,
200.000 group loans to people in rural areas, 90.000 individual loans, 50.000 housing
loans, and 10.000 other types of loans (rural electrification, start-ups, etc). Another
aspect of Al Amana strategy is the willingness to diversify its portfolio of products.
The association intends to reduce the share of group loans from 90 % in 2004 to 38 %
in 2009. It also intends to increase the percentage of individual loans from 1 % to 26
%, the one of rural loans from 9 % to 22 %, and the one of housing loans from 0.22 %
to 14 % from 2004 to 2009.
Other aspects of Al Amana strategy can be summarized in the following points:
• Increase the average amount of current loans from $250 to $500 (40 % of
GDP),
• Reduce transaction costs,
• Identify clients’ needs which are not yet satisfied (savings, micro insurance,
and financial transfers),
• Develop non financial services,
• Increase Al Amana debts to $300 millions (multiplication of 7 times of the
current value),
• Achieve an annual surplus on owners’ equity of 10 to 20 % to finance the
evolution of the association,
• Multiply by 4 the value of loans portfolio (from $45 millions in 2004 to
$400 millions in 2009),
• Multiply by 2.5 the human resources (696 in 2004 to 1600 in 2009),
• Increase the number of local branches from 260 to 640.
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IMPACTS ON CLIENTS
The 48 qualitative interviews undertaken by Al Amana with its clients showed that old
clients gain 2030 MAD in average after 3 years of operating and new entrants gain
only 1658 MAD. This gives an increase of 22 % in the level of clients’ revenues.
Women get better yields on loans and the impact on their revenues is more significant
although they gain less than men from their current activities. The number of jobs
created is estimated to be 11070 in 2003 and 15547 in 2004. The increase in the
capacity of creating jobs is then 69 % (from 0.26 to 0.46 jobs / client). Al Amana
programs have had also a positive impact on kids’ schooling (84 % of clients’ children
in the school age for old beneficiaries against only 76 % for the new ones). The
interviews have also revealed that the participation in Al Amana program has
contributed to reduce informal activities, develop and externalize women activities,
reinforce their integration, development, autonomy, and self-esteem.
Some Success Stories
1- Noura El Aroussi, Fès: Noura has received the first loan granted by Al
Amana. Before, Noura was making traditional rags for a middleman.
Having received the loan, she constituted a starting capital and now she
sells her home made rugs directly to her clients. Noura is planning to
contract new loans to buy new raw materials and extend her activities.
2- Mohamed Benachir, Oujda: Mohamed received the 5th loan granted by Al
Amana. The ultimate reason of contracting the $200 loan is to improve the
reception conditions for his clients. Mohamed makes traditional clothes for
men and women. He used the second loan to buy raw materials. His
revenue has increased from $60 to $100 per week. Mohamed is planning to
contract a third loan to hire an assistant and buy a new and powerful
machine.
3- Fatima El Borj, Rabat: Fatima has a small sweets and cigarettes store at her
home. With a loan of $200, she was able to continue supplying her store
with any interruption of stock. She was also able to attract new clients and
keep old ones. Her revenues have increased twice in two years.
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Introduction
The experience has proven that microfinance is an efficient tool to help deprived
populations increase their revenues, undertake a sustainable activity, and reduce their
vulnerability to external and unpredictable shocks. Microfinance can also be a
simulator to empower women and give them the possibility to be important actors in
the economic and social life. Providing the poor with access to different financial
services, microfinance plays a preponderant role to fight different factors causing
poverty. For example, revenues generated by an economic activity do not contribute
only to the development of this activity, but contribute also to improve the living
standard of the household, the access to health services, and the access to education for
children. Several studies have shown that the poor can be very vulnerable to external
factors like diseases, death of the family head or the principal revenue generator,
natural catastrophes, robbery and others. These risks weaken the limited financial
resources of the household and only adequate financial services provided by
microfinance can help attenuate them (FNAM, February 2005).
The magnitude of the rural sector in Morocco is very large. The rural population
represents almost half of the total population of the country. In addition, poverty is
more severe in rural areas and people living in rural zones have limited access to
education, health, employment, and other basic services (water, electricity, and
sanitation). Micro finance institutions, which are very active in rural and local areas,
seem to be very important actors to attenuate the disparities between the urban and
rural areas and improve access to basic services. Even though 3 large microfinance
institutions (Al Amana Association, Zakoura Foundation, and Fondation Banque
Populaire pour le Micro Crédit) share 85 % of the Moroccan market (in terms of the
number of clients, degree of coverage, and loan portfolio), the other 8 small micro
finance institutions seem to be very active at the local and rural levels. With only a
market share of 15 %, the Moroccan small micro finance institutions seem to serve the
most deprived segments in rural areas in Morocco and reduce their exclusion and
vulnerability.
The ultimate objective of this case study is to characterize the active role that small
microfinance institutions play in local and rural development in Morocco. The first
part gives an overview of the scale of poverty and the informal sector in Morocco and
the disparities that exist between urban and rural areas in terms of activities and access
to services. The largest part discusses the fields of activities and the sectors in which
the 8 small microfinance institutions are operating. At the same time, the degree of
outreach, the financial and operational sustainability, and the impact on clients of the
small associations are highlighted.
I- State of poverty, informal sector, and disparities in access to services between
urban and rural areas in Morocco
Given the magnitude of the rural sector in Morocco, much attention has to be devoted
to this sector in order to pave the way for economic development and growth. During
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the last decade, many efforts have been made to reduce the disparities between the
rural and urban areas in terms of access to social services like health, education,
insurance, water, electricity and other basic infrastructure facilities. Still, social
indicators related to these services show high levels of inequality and imbalance
between rural and urban areas. Poverty studies undertaken by the World Bank justify
this inequality in access to social services in Morocco by the insufficiency and
inefficiency of sectoral public spending and the failure of social programs to reach the
targeted people (World Bank Poverty Report 2004).
a- Poverty and Rural Population
The rural population in Morocco constitutes almost half of the total population in the
country during the 1990s. The share of the rural population is measured to be in the
range of 45-50 percent of the total population between 1990 and 2004. In terms of
absolute numbers, the rural population is estimated to be 13.428 millions in 2004. The
share of the rural population was higher before 1990. It was even at the level of 70
percent during the 1960s. The numbers and shares of the rural population in Morocco
are summarized in table 1. This table shows an increasing trend in the absolute
numbers of rural population and a decreasing trend in the share of this population in
the total population over the period 1965-2004. This means that people are moving out
from rural areas to settle down in urban areas. Population studies join this decreasing
trend to the migrating flows towards urban areas and the income differential between
agricultural and non-agricultural activities.
Table 1: Rural Population in Morocco

Rural
Population (in
Millions)
% Total
population

1965
9.07

1975
10.78

1980
11.42

1985
11.99

1990
12.45

1995
12.64

2000
12.60

2004
13.43

68.10

62.30

58.90

55.40

51.80

47.90

43.90

44.9

Source: Moroccan Statistical Office

When looking at the living conditions of rural people in Morocco, income levels as
well as social conditions are low. The degree of poverty in Morocco is very severe
since almost 20 percent of the total population lives under the national poverty line
(3337 DH per year). But if only the rural population is considered, the situation is even
worse. According to the households survey conducted by the Moroccan Statistical
Office, the total number of poor even jumped up from 13.1 percent in 1990/91 to 19
percent in 1998/99 (World Bank Poverty Report 2001). In terms of numbers, the
number of poor has increased from 3.4 millions in 1990/91 to 5.3 millions in 1998/99.
When considering only rural households, poor households occupy 66 percent
according to the Living Standards Measurement Survey (LSMS) conducted by the
World Bank in 1998/99.
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Table 2: Poverty incidence and severity in Morocco
1990-91
1998-99
Growth (%) 1990-98
Urban Rural National Urban Rural National Urban Rural National
Poverty line
2674 2384
2495
3922 3037
3337
47
27
34
(DH per year)
Incidence of
7.6
18.0
13.1
12.0
27.2
19.0
58
51
45
poverty (%)
Number of
912
2448
3360
1811 3496
5307
98
43
58
poor (1000)
2312 6640
8952
5034 7122
12156
118
7.3
35
# Of
economically
Vulnerable
(1000) (*)
Source: Statistical Office (1990-91 and 1998-99 LSMS)
(*): Those who are at or below 50 percent above poverty line

According to the national survey on household living standards undertaken in 1998-99,
the poverty line in Morocco is 3.922 MAD per year in urban areas and 3.037 MAD per
year in rural zones. For every 100 women in urban areas, 13 are below the poverty
line. The educational level seems to be an important factor driving the distribution of
poverty among these women. For example, only 1.4 women over 100 with a university
degree are below the poverty line. These rates are the double in rural areas. The
medical consultations for the rich are two times more important than for the poor. For
housing, the disparities among the rich and the poor are worsened by the disparities
between the urban and the rural. Hence, 20 % of the rich have access to water and
electricity in rural areas against only 10 % for the poor. In urban areas, almost 100 %
of the rich and 70 % of he poor are having access to these services.
b- Health and life expectancy
To have a detailed idea about the magnitude of poverty in rural areas in Morocco,
access to basic facilities and services for the poor is presented in table 3. The numbers
show that the health status of the Moroccan population has improved for the past 20
years. But discrepancies between rural and urban still exist. The life expectancy at
birth, a measure of how long people live, has increased from 59.5 years in 1982 to 69.7
years in 2000. The birth rate has decreased from 37.2 per 1000 population in 1982 to
21.9 per 1000 population in 2000. This decline in the gross birth rate is explained by
the increase in the education level of women. It also contributes as a relief from cost
burden to raise many children for limited income families. But still, women in rural
areas give birth to more children than in urban areas. As for the mortality rate, it has
largely decreased from 8.2 per 1000 population in 1986 to 5.9 per 1000 population in
2000. But the mortality rate in rural areas is still high and is almost twice as high as the
level of the mortality rate in urban areas.
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Table 3: Health and life expectancy variables
Life expectancy at birth (years)

1982
59.5

1986
62.0 (*)

1990
63.5

1994
67.9

1998
69.2

2000
69.7

Gross birth rate (per 1000 inhabitants)

37.2

31.6

29

24.2

22.8

21.9

32

22.8

21.8

20.9

20.3

19.8

41
-

39.3
8.2 (*)

35.8
7.5

27.8
6.7

25.8
6.2

24.6
5.9

-

5.4 (*)

5.0

4.9

5.0

4.9

-

10.6 (*)

9.8

8.6

7.6

7.2

Urban
Rural
Gross mortality rate (per 1000
inhabitants)
Urban
Rural

Source: Ministry of Health, Morocco
(*) 1987 data

c- Education and literacy
Reducing illiteracy and promoting schooling are the two objectives that have
preoccupied the Moroccan Government since the country’s independence. Major
efforts have been undertaken to enlarge access to education especially among rural
males and females. The results of these efforts for the 1990s can be observed when
looking at education indicators (see table 4). But the disparity between the urban and
the rural is still large. This implies the necessity to make huge efforts in order to
generalize education in the country. The net enrollment rate to primary education in
Morocco has increased from 58.6 percent in 1992 to 84.6 percent in 2000. But this rate
remains 17 % below the average enrollment rate in Low and Middle Income (LMI)
countries. Even though net enrollment rate to primary education has increased from
41.5 percent in 1992 to 76.6 percent in 2000 in rural areas, this means that 24.4 percent
of rural school age children do not attend fundamental education. The gross enrollment
rate to secondary education has increased from 36.2 percent in 1992 to 39.9 percent in
2000. The difference between the enrollment ratios in the primary and secondary
education gives an idea about the performance of the educational system in Morocco.
High failure rates have still been experienced at the transition from the primary to
secondary education. The gross enrollment rate to tertiary education in Morocco is
around 10 percent. This implies that 90 percent of the tertiary age students leave the
educational system at the end of the secondary education or after starting higher
education.
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Table 4: Primary, secondary, and tertiary enrollment ratios

Gross enrollment ratio,
primary (%) (2)
Net enrollment ratio,
primary (%) (1)
Urban (1)
Rural (1)
Gross enrollment ratio,
secondary (%) (2)
Gross enrollment ratio,
tertiary (%) (2)

1992
73.1

1994
80.8

1996
85.9

1998
97.1

2000
109.10

58.6

64.5

67.5

73.7

84.6

79.2
41.5
36.2

81.5
50.3
37.9

81.7
55.3
39.1

86.6
62.5
39.5

93.2
76.6
39.9

10.8

11.1

11.2

9.3

9.0

Source (1): Statistical Office
Source (2): WDI 2002

The same improvement trends can be observed in the illiteracy rates for Morocco. The
Moroccan Government has tried to establish policies aiming to reduce illiteracy
especially in rural zones. The two dominant educational programs adopted are
maximizing access to education for rural girls and adult alphabetization These policies
oriented toward reducing the levels of illiteracy have contributed to decrease the
illiteracy rate from 87 percent in 1960 to 48.3 percent in 2000. The magnitude of
illiteracy is still severe in rural areas where the illiteracy rate is 66.9 percent in 2000.
Table 5: Illiteracy rates of population aged 10 years and above

National
Urban
Rural

1960
87.0
73.0
92.0

1971
75.0
54.0
87.0

1984
65.0
44.0
81.7

1992
54.9
36.9
75.4

1998
48.3
33.7
66.9

Source: Ministry of National Education, Morocco

d- Employment
Employment is another issue to focus on in order to pave the way to rural development
in Morocco. Table 6 demonstrates that the national unemployment rate in Morocco has
witnessed fluctuations during 1982 – 2000. It has realized a minimum value of 8.4
percent in 1987 and a maximum value of 16.0 percent in 1995. When the urban and
rural unemployment rates are compared, urban rates are higher than rural ones
although almost the same fluctuation trend has been observed.
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Table 6: Unemployment rates, urban and rural

Unemployment rate (%)
Urban
Rural

1982
11.5
12.7
10.5

1987
8.4
14.7
4.8

1991
12.1
17.3
5.6

1995
16.0
22.9
8.5

2000
13.6
21.4
5.0

Source: Statistical Office

e- Access to basic infrastructure and social services
After looking at the data collected by the World Bank during the Living Standard
Measurement Survey conducted in 1990/91 and 1998/99, access to social services
among rural people has improved over the period 1990-98. In 1998/99, about 90.9
percent of the urban population and 12 percent of the rural population had access to
piped water (compared to 76 and 6.3 percent in 1990/91). About 85.8 percent of the
urban population and 15.9 percent of the rural population had access to electricity
(compared to 90.4 and 12.7 percent in 1990/91).
Table 7: Access to social infrastructure and facilities

Population with piped water
system (%)
Population with electricity (%)
Population with garbage pickup
(%)
Population living in shacks (%)

1990-91
Urban
Rural
76.0
6.3

1998-99
Urban
Rural
90.9
12.0

90.4
84.8

12.7
2.0

85.8
85.1

15.9
2.4

10.9

71.6

10.4

71.4

Source: Statistical Office (1990-91 and 1998-99 LSMS)

In this environment where the state of poverty shows gaps that do not cease to increase
over the last 20 years, the informal sector appears to be an efficient tool to create jobs
and fight poverty. According to a study undertaken by the Statistics Division, between
April 2003 and April 2004, the number of micro enterprises in Morocco was 1.233.240
units employing almost 2 million persons, where 71.6 % of these enterprises are in
urban areas. The informal production units are oriented mainly to commercial and
repairing activities with a proportion of 53 %. The other sectors are relatively less
penetrated with 21 % for industry (crafts industry included), 20.1 % for services and
6.2 % for construction. 70.5 % of the micro enterprises belong to only one person. 48
% are ambulant vendors, 11% undertake their activities at home, and 41 % only do
have a professional locality. 40 % of the workers in the informal sector are illiterate
and 54.9 % are women.
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II- Small Micro Finance Institutions in Morocco and their Role in Rural
Development:
1- FONDEP
The Foundation for Local Development and Partnership (FONDEP), created in 1996,
is a Moroccan non profit organization that aims at making credit available to poor
people specifically women. The main goal of this foundation is to use micro credits
programs in order to help poor women create their own micro-enterprises in order to
increase their income. Its products include loans to solidarity groups and individuals.
From 15000 clients in 2003, FONDEP succeeded to reach over 20,000 clients in
September 2004. This means that during nine months this organization managed to
increase its clients outreach by more than a third. The most important challenges faced
by FONDEP are providing credits for the poorest people in rural areas while also
maintaining the quality of its portfolio. Developing financial products to meet the
needs of rural clients and mobilizing more funds to satisfy this demand constitute other
challenges.
FONDEP Association, through the micro credit system, contributes to finance small
scale projects for women in rural areas (82 % of loans granted) and for young people
excluded from the job market, having no source of revenue, and willing to be
integrated into the economic life of the country. The association also takes an
important part in the installation of basic socio-economic infrastructures and in the
alphabetization of women in rural areas.
The status snapshot, as of September 2004, shows that the number of branches of
FONDEP Association is 25 covering 20.863 clients all over the country. Women
represent 67 % of the total number of clients. FONDEP operates with a loan portfolio
of $ 1.800.000. The value of the portfolio at risk more than 30 days or the value of all
loans outstanding that have one or more installments past due more than 30 days is 2
%.
a- Characteristics of loans granted by FONDEP
FONDEP offers two types of loans: solidarity loans and loans for the very poorest
people (micro crédit facile). These loans have characteristics summarized in the
following points:
* Solidarity Loans:
•
•
•
•
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Given to groups between 4 and 25 (average 5 people).
Refunded monthly or semi-monthly.
Interest rate is equal to 30%.
Reimbursement period is between 4 to 6 months.
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* “Micro Crédit Facile”:
•
•
•
•

The amount of these loans do not exceed 1 000 DH.
Reserved exclusively for the poorest class with a daily income less than 25 DH.
Reimbursed weekly.
Interest rate is 38.3% for a reimbursement period of 19 weeks and 33.9% for a
reimbursement period of 23 weeks.

Table 8 gives the characteristics of loans granted by FONDEP:
Table 8: Characteristics of loans granted by FONDEP
In MAD
Amount (minimum / maximum)
Nominal interest rate
Fees

Solidarity Loans
500 (cycle 1) / 5100 (cycle 15)
30 %

“Micro Crédit Facile”
1000
19 weeks: 38.3%
23 weeks: 33.9 %
10 MAD application fee per loan

10 MAD application fee per loan
50 MAD membership card
Period
4 or 6 months
19 or 23 weeks
Frequency of reimbursement
Bimonthly or monthly
Weekly
Guaranties
Solidarity of the group
Solidarity of the group
Global effective rate(*)
Minimum loan 6 months: 56.7 %
19 weeks: 75.5 %
Average loan 6 months: 52.9 %
23 weeks: 66.9 %
Maximum loan 6 months: 50.5%
(*) the global effective rate is increased after the first renewal (cycle 2) because the client has then to buy a
membership card. For an average solidarity loan 6 months, the percentage is 69%.

Source: FONDEP Report, 2004

b- Objectives
In an effort to craft its strategy and establish future perspectives, FONDEP has set up
the following objectives for 2006:
• A portfolio growth of 400%,
• Increase the number of effective customers to reach 42 000 customers,
• Diversification of the services suggested for better meeting the needs for the
targeted population.
To fill these objectives, FONDEP predict a moderate growth of its activity in zones
already covered (not the opening of new agencies) with a potential of development,
while remaining faithful to its rural target. The main objective of this strategy is to
reach financial independence from credit institutions that restrict the geographical
expansion of the foundation’s activities.
To insure the loyalty of its customers, FONDEP has many advantages over it
competitors:
• More flexibility on the delay of payment,
• The ability to refund the monthly payment by only one member of the solidarity
group,
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• Fast renewal of the loan.
However, the need for renewing its loan several times before reaching important
amounts represents the main disadvantage of this foundation compared to its direct
competitors.
c- Outreach
The 2004 data show that the clients of FONDEP are composed of 82 % of women and
18 % of men. The distribution of loans by sectors of activities confirms the proximity
and the philosophy of FONDEP to finance predominant activities in rural areas
(agriculture, crafts, and livestock) as it is illustrated in figure 1.
Figure 1: Distribution of loans by sectors of activity 2004

Distribution of Loans by Sectors of
Activity 2004

5%

10%

Agriculture
Livestock

37%
17%

Crafts
Services
Commerce
31%

d- Financial Sustainability
The increase in FONDEP portfolio is equal to 46% in less than 2 years. This increase
is explained essentially by the raise of the loans amount and the quality of portfolio
management. This conclusion is demonstrated throughout the following table.
Table 9: Quality of Portfolio

Amount bad debts (31-365 days)
Loss rate on loans

2001
0.38%
0.0%

2002
0.72%
0.1%

2003
0.71% (*)
0.0%

(*) This percentage underestimates the bad debt amount because of the injection 1.15 million MAD in
the portfolio in May 2003.
Source: www.microfinanceaumaroc.com
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The above table shows that the rate of uncovered loans does not exceed 0.1% during
three years. This performance can be explained by the strategy adopted by FONDEP
which consists of allowing to the local manager to decide about giving or not a loan to
a specific group (decentralized decision making).
The majority of the financial resources of this foundation come from owner’s equity.
This situation results on a dependence of this foundation on those equity owners who
generally impose their strategies on the mangers of FONDEP. Therefore, FONDEP
has to look for new financial sources to insure its independence and its ability to face
the increasing competition from other micro credits associations. The Major financial
institutions that help FONDEP are Hassan II Fund, Fondation Conseil Espagnol
d’Appui aux Réfugiés, Association Marocaine de Solidarité et Développement, and
Fonds International pour le Développement Agricole.
The financial achievements of FONDEP in June 2004 are summarized in the following
table:
Table 10: Financial achievements

Total loan portfolio (DH)
Number of active loans
Total number of loans granted
Total amount distributed
Portfolio at risk

June 30, 2004
12 491 738. 87
13559
104613
123 528 170
0

Source: www.microfinanceaumaroc.com

2- AIMC Association
The Association Ismailia pour le Micro Crédit (AIMC) is a non profit organization that
was created in 1998. Its mission consists in serving the most deprived segments,
mainly women, in the region of Méknès. AIMC is a regional association that counts 20
persons in its staff. The total number of active clients in December 2003 is 2271 and
the average amount of loans granted is 5406.13 MAD. The total loan portfolio is
amounted to be 5.406. 131MAD.
The role of the Association AIMC (Association Ismailia pour le Micro Crédit) is to
contribute to the economic and social development of the city and the region of
Méknès. The AIMC is considered as the partner of women (100 % of its loans are
granted to women). The reasons concern the facts that women are deprived in its
community, excluded from the banking system, and are looking for a small loan to
develop their economic activities. The association is active mainly in urban areas; but
it is willing to actively develop its activities in rural zones.
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a- Outreach
The degree of outreach of AIMC shows that the association targets women (100% of
its loans are granted to women), poor people (80% of loans), and illiterate people (80
% of loans). AIMC adopts a sampling method with prospective visits to the field to
target the most poor and illiterate people.
Table 11: Degree of outreach

% of clients below poverty line
% of female borrowers
% of illiterate borrowers
% of clients in rural areas
% of clients creating their enterprises for the first
time
Absolute number of households in the target
population covered by the institution
Number of micro enterprises in the target
population covered by the institution

December 2003
80 %
100%
80 %
15 %
10 %
2271
20 491

Source: AIMC survey answers, 2004

b- Financial sustainability
The 2004 financial data show that the total number of loans that AIMC has granted
since its creation is 21896 and the number of active loans is 2449. The total loan
portfolio is 5 905 608 MAD and the total amount distributed since the creation is
7,249,000.
The following table shows some other indicators that illustrate the financial
sustainability of AIMC in December 2003.
Table 12: Financial sustainability

In MAD
Total amount of revenues
Total amount of subsidies
Operational costs
Financial costs
Total amount of provisions
Portfolio volume of loans not reimbursed
Portfolio at risk (more than 30 days)
Bad debts
Interest rate (nominal, membership, and other
charges)
Total deposits
Depreciated capital
Staff expenses
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December 2003
2 221 890
3 500 000
54 250 000
5 406 131
3 270 047
30 000
30 000
30 000
2 % + 10 MAD application fee
3 270 047
3 500 000
938 300.34
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Assets
Liabilities
Operating expenses
Average number of active borrowers

2 221 890
2 221 890
21 459.31
107

Source: AIMC survey answers, 2004

3- AMSSF - MC
The AMSSF-MC grants loans to deprived populations of Fès and the region of Moyen
Atlas (Azrou, Mrirt, and Ifrane). In total, the AMSSF-MC has granted more than
24.489 loans since 1996. The association targets micro entrepreneurs having already
started an activity (95 % of whom are women) in rural or semi-urban areas. The main
activities financed are commerce, production, handicraft, agriculture, which are
preponderant in rural areas. This association wishes to extend its activities in the Haut
Atlas.
The AMSSF association, whose reason of being is to help deprived women, has started
its micro crédit activities in 1996 in the region of Fès with a financial support from the
Association Marocaine pour la Solidarité Et le Développement. This financial support
is fostered by the UNDP, Hassan II Fund, and AGFUND. Today, AMSSF/MC is a
sustainable microfinance institution with 6000 clients and a loan portfolio of 580.000
Euro is December 2003. The association loans, granted under a group loan method, are
devoted to finance the working capital of clients in urban and semi-urban areas as well
as some clients is rural zones in the region of Fès and Moyen Atlas.
a- Products and services
The AMSSF grants two main types of loans: group loans for rural tourism and
classical group loans. The association loan portfolio shows an exceptional quality with
a portfolio at risk (more than 31 days) less than 0.5 % and a ratio of losses/loans less
than 1 %. The portfolio management is very efficient and is based on a rigorous
selection system. This selection system is built on group guarantees and a gradual
progression of loan amounts (cycles of credit).
b- Financing and liquidity
Even if AMSSF/MC was launched in 1996, the association did not start to receive
important external funds till 1998 through the MicroStart Program of the UNDP; then
in 2000 through Hassan II Fund. The financing comes mainly from subsidies and
retained earnings from previous years. AMSSF/MC does not collect savings (it
collects just solidarity deposits of 2 % of the amount granted. These deposits are
reserved for clients if the annuities are respected and represent 3 % of the equity in
December 2003). The association has never contracted a loan from a bank and is not
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authorized to go below its bank funds. Hence the equity part is composed of initial
launching funds provided by AMSED, subsidies from the UNDP and Hassan II Fund.
The owners’ equity is amounted to be 7.2 million MAD in December 2003 where 75
% come from subsidies (96 % in 2002).
d- Outreach
The share of women in the clients of AMSSF/MC is 95 % leaving only a small part for
males. The division by sector of activity illustrates the dominance of Handicrafts (46
%) followed by agriculture (20 %) and services (16%). The following figure shows the
distribution if loans by sectors of activity in 2004.
Figure 2: Distribution of loans by sector of activity 2004

Distribution of Loans by Sectors of
Activity 2004

6%
17%

20%

Agriculture

Livestock
13%

Handicrafts

Services
44%

Commerce

d- Operational and Financial sustainability
The operational self-sufficiency of AMSSF/MC is very high relative to the sector. It
reached 168.5 % in December 2003 while the average for the sector is 91%. The
sustainability of the group is therefore ensured. After adjustments (financial selfsufficiency), AMSSF/MC continue to show a high level of autonomy; which is
remarkable taking into account the adjustments for funds’ costs and donations by
Planet Rating.
The summary of financial information of AMSSF/MC in June 2004 is provided in
table 13:
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Table 13: Financial achievements

Total loan portfolio (DH)
Number of active loans
Total number of loans granted
Total amount distributed
Portfolio at risk

June 30, 2004
11 012 990.9
8 388
56 844
91 190 560
0

Source: www.microfinanceaumaroc.com

4- Fondation Crédit Agricole pour le Micro Crédit
The Fondation Crédit Agricole pour le Micro Crédit (FCAMC) is a non profit
organization created in 2001. It has 5 local branches in Morocco and a staff of 20
persons. The multiple constraints which are faced by the milieu rural have pushed the
association to choose a pilot zone in Errachidia to launch its operations in 2002.
During the current year, 3 new local branches have been implemented at the level of
the localities of Rich and Erfoud in the province of Errachidia and one in Amezmiz in
the province of El Haouz. The planning of the network set up of the foundation
forecasts the opening of 8 new local branches per year. In 2003, the number of active
borrowers is 4163 and the value of the total loan portfolio is 4 276 003 MAD.
a- Outreach
The degree of outreach of FCAMC shows that women represent 40 % of total clients.
The number of clients living below the poverty line and undertaking their activities in
rural areas represents 99 % of the clients of FCAMC. This shows the active role that
FCAMC plays in alleviating poverty in rural zones and contributing to local
development of the country.
Table 14: Degree of outreach

% of clients below poverty line
% of female borrowers
% of clients in rural areas

December 2003
99 %
40 %
99 %

Source: FCAMC survey answers, 2004

b- Financial sustainability:
The 2004 financial data show that the total number of loans that FCAMC has granted
since its creation is 5 249 and the number of active loans is 4 163. The total loan
portfolio is 4 412 980 MAD and the total amount distributed since the creation is 8 954
000.
The following table shows some other indicators that illustrate the financial
sustainability of AIMC in December 2003.
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Table 15: Financial sustainability

In MAD
Total amount of revenues
Operational costs
Financial costs
Total amount of provisions
Portfolio volume of loans not reimbursed
Portfolio at risk (more than 30 days)
Bad debts
Interest rate (nominal, membership, and other
charges)
Total deposits
Staff expenses
Assets
Liabilities
Operating expenses

December 2003
3 410 476.41
1 796 361.22
28 557.61
0
0
0
0
2 % per month
0
1 396 748.96
5 173 169.45
5 173 169.45
1 253 994.15

Source: FCAMC survey answers, 2004

5- AMOS
AMOS is the Micro Credit Association of Oued Srou that was created on February
25th, 2000 with a non profit goal and with a legal status of Non Governmental
Organization (NGO). This association is based in the region of Khénifra, in the central
middle Atlas.
Khénifra covers an area of 320 000 hectares which represents 15.6% of MéknèsTafilalet region’s territory. This zone includes 3 urban municipalities, 35 rural districts
including El Kbab zone, 13 annexes and 655 small rural villages. According to the last
population census of 2004, the population of Khénifra municipality consists of
511 538 inhabitants, half of which live in rural areas. Traditional agriculture, livestock
keeping, forest exploitation and craftwork are the basic economic activities of the
region. Khénifra’s population suffers from low income, isolation, growing
demography, overexploitation of resources and high rate of illiteracy (Monographie de
la région Méknès-Tafilalet, 2004).
AMOS seems to target the rural zones in opposition to other Moroccan associations
that have a majority of active clients coming from urban areas. According to Planet
Finance data, the Association of Micro Credit of Oued Srou intervenes in two major
zones:
• Rural zone with 57.19% coverage, and
• Peripheral zone (semi-rural area) with 42.81% interventions
Women are the predominant clientele of this association representing 98.01% against
1.99% male clients (Planet Finance, 2004).
Active in the region of Khénifra and Midelt, the Association AMOS use methods of
individual and joint or group loans. A new product is currently being developed for
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solidarity groups with a guarantee amount of 1.5 % of the loan amount repaid back at
the end of the period. The association grants loans to clients in rural and semi-urban
areas with women representing 98 % of total clients.
a- Outreach
In order to evaluate the degree to which AMOS reaches the minority population
(women, poor, illiterate and rural), a survey was conducted in the rural areas of
Khénifra (April 29th - May 7th 2005). This choice of region was motivated by the fact
that the crashing majority of women suffers from a high rate of illiteracy and low
income. The fieldwork was conducted with 75 women who live in the peripheral
districts of Khénifra (such as Lassiri, Taabite, Lahri, Elmassira El Olya, Ait Khassa,
Thazaret Iaraden, Boudraa, and Adakhsal) because of their isolation from the center
and the facilities. This choice of districts was done on purpose so as to verify if micro
credit has allowed these destitute women to improve their conditions of life and that of
their families by extension.
Clients below poverty line are people living on less than US$ 2 / day, meaning less
than 20 MAD / day. From the sample of women surveyed, 46.67% of the families live
below the poverty line. This sample represents 100 % of women borrowers since the
survey was directed only on women. However, AMOS gives loans to both men and
women with a concentration on these latter (98.01%) since they observed the
seriousness of women in the reimbursement part of the process. Illiterate Clients in the
sample represent 61.33% while 10.67% of women took literacy courses, 24% stopped
at primary school and 4% left at secondary school. The sample is composed of clients
from rural areas and peripheral districts only: 100% rural clients. Clients starting their
micro enterprise for the first time represent the number of clients who started an
activity after contracting micro credit from AMOS. In this case, the clients represent
12% of the total sample.
Khénifra municipality is composed of 511 538 inhabitants (according to the last 2004
population census), 50% of which live in the rural areas. The rural population (241 608
inhabitants) is made up of 43 299 families or houses. As to the urban population, it is
made up of 269 823 inhabitants and 62 008 families. The extent of outreach is then
43 299 households.
Table 16: AMOS and Morocco’s Outreach Averages for each Minority Category

Percentage Women
Percentage Rural
Percentage Illiterate
Percentage Poor

AMOS (Sample of 75
households)*
1
1
0.61
0.47

AMOS**

Country Average

0.98
0.90
0.76
-

0.503
0.45
0.55
0.19

* Data gathered from fieldwork
** Data gathered from AMOS
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Depth of Outreach Indicator (DOI Index) related to the sample of 75 beneficiaries
served by AMOS is 1.39 meaning that the clientele sample served by AMOS is more
rural, poor, female and illiterate than the average of the country.
b- Financial Sustainability
To measure the financial sustainability of AMOS, a ratio analysis has been done on the
available financial data (of 2003) gathered from the association.
AMOS should rely on itself, not only on donors, to be financially viable and subsidize
its operations:
Table 17: Financial Sustainability (2003 Data)

Total Income (Dhs)
Subsidies (Dhs)
Operational Costs (Dhs)
Total Provisions (Dhs)
Financial costs (Dhs)
Gross Portfolio Outstanding (Dhs)
Volume Savings
Total Outstanding Loan Balance with at least an instalment past
due (> 90 days) Dhs
Loan Loss Reserve
Portfolio at Risk > 30 days
Total Loan Instalments Past Due (Dhs)
Total Deposits
Reserve Funds
Undistributed Profits (Dhs)
Paid-up Capital
Personnel Expenses (Salary, CNSS) Dhs
Total Assets (Dhs)
All Liabilities with "Market" Price (Dhs)
Operating Expenses (Dhs)
Average Number of Active Borrowers

2003
1 744 254,50
196 500,00
1 446 729,49
5 300,00
5 800,00
584 657,00
475 446,00
584 657,00
424 000,00
868 676,90
8 310 904,00
7 550 416,00
1 446 729,49
4 693

Source: AMOS survey answers, 2004

Operational Self-Sufficiency:
AMOS had a performance of 106.59% in 2003 which implies that the association has
long term provisions and that its costs are not high compared to the income generated.
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Financial Self-Sufficiency:
In 2003, the association’s financial self-sufficiency reached 106.17% which
corresponds to the operational self-sufficiency, with the financial costs being low.

6- INMAA
INMMA is a non-profit organization that aims to enhance the micro-credit activities in
morocco. This association has been created within AMSED (Association Marocaine
de Solidarité Et de Développement), which allowed INMAA to benefit from the
technical and financial support of the AMSED.
INMAA gives priority to women and rural zones. 52 % of its loans are granted to
women and 89 % are granted to people in rural areas. In addition to its classical
product, the institution counts developing new micro credit products adapted to the
needs of certain well-defined economic sectors. Raising livestock, textile, traditional
fishing and other promising economic sectors are areas where INMAA wants to
develop new adapted products.
INMMA focuses mainly on what we call “Classical Product of the Microfinance
Program”. This program can be defined throughout the following points:
•
Interdependent warranty.
•
The increasing amount of the loans.
•
Refunding for a short period.
•
AQ flexible administration.
•
Saving.
Beginner entrepreneurs are the main clients of this association. Each one of them has
to come up with a project with a reasonable probability of success and an ability to
generate income to repay the loan. Those entrepreneurs must form a group of
solidarity of at least 5 members, but each member of the group receives his loan in an
individual way. In addition, if the group pays on a regular basis they may have the
ability to access to credits with higher amount (Progressive Principle).
Since the groups of borrowers are not supposed to present tangible collateral, they are
obliged to pay some annuities on a regular base throughout the life of the loan that is
in general between 4 & 8 months. In addition to that, all the borrowers are obliged to
put a small amount of money on a regular basis in “Caisse Nationale d’Epargne” in
order to face the daily needs of their family.
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a- Parameters of the loans
The solidarity loans granted by INMAA aim to promote goat raising at the northern
part of Morocco. This activity requires amounts of 5000 to 20.000 MAD granted
individually to goat raisers who have proven willingness to modernize their activity.
INMAA grants loans that have duration of 4 to 8 months with reimbursements
issuance of 1 month. The interest rate that is charged by INMAA is 2 % per month. All
the loans granted are solidarity loans with groups of 5 to 8 persons. The association
requires a saving of at least 1 % per month. The progressive amounts of loans are
presented in the following table:
Table 18: Parameters of loans granted by INMAA

Amount in
Dirhams

Cycle 1
500 -1000

Cycle 2
1000-2000

Cycle 3
2000-3000

Cycle 4
3000-4000

Cycle 5
4000-5000

Source: INMAA Report, 2003

b- Outreach
Women receive a share of 55 % of the loans granted by INMAA while men share the
remaining 45 %. The distribution of loans by activity is dominated by commercial
activities with a share of 33 %, livestock raising with a share of 28 %, handicrafts with
a share of 25%, and finally services receiving 14 % of the loans. The majority of
INMAA clients are aged between 25 and 40 years (45 %) while clients aged less than
25 and more than 40 represent 25 % and 30 % respectively.

c- Financial achievements
From the following table, we can notice that the majority of the INMAA clients are
illiterate (45%) and from rural area (89%). This fact shows us the importance of such
association that may help the most vulnerable part of the society to create their own
business and participate in the development of the country.
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Table 19: Financial achievements

Number of active clients
Total loan portfolio (Dirhams)
Women percentage
Clients by sectors of activity

Clients by level of education

Clients by age groups
Clients by intervention zones
Use of loans

March 30, 2003
1354
1 303 733.25
55 %
Commerce: 33 %
Livestock: 28 %
Handicrafts: 25 %
Services: 14 %
Illiterates: 45 %
Primary education: 33 %
Secondary education: 21 %
Tertiary education: 1 %
Less than 25 years: 25 %
25 – 40 years: 45 %
More than 45 years: 30 %
Rural: 89 %
Urban: 11 %
Reinforcement of activities: 80 %
Creation of an activity: 20 %

Source: INMAA Report, 2003

7- AL KARAMA-MC
AL KARAMA-MC is a non governmental organization which supports the social and
economic development of the country. It is specialized in the micro credit sector and is
a non profit institution. Issued from the Moroccan Association for Support to Local
Development, AL KARAMA-MC was created in July 1999. The mission of AL
KARAMA-MC is to follow up the progressive growth of each beneficiary micro
enterprise by providing financial and technical support. The main partners of AL
KARAMA-MC are UNDP in the framework of the MicroStart Project and the
Moroccan Government through Hassan II Fund for Social and Economic Development
in the framework of the project Oriental I. Other partners are the GOLF program for
United Nations Organizations support (AGFUND), Planet Finance, and Switzerland
embassy in Morocco.
The clients of AL KARAMA are poor women undertaking a revenue-generating
activity and excluded from the traditional banking system because of the lack of
material guaranties. The association operates and ensures technical and financial
support in two big zones in the oriental part of Morocco: Oujda and Figuig. The
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association also wishes to develop its activities to cover the whole oriental part of
Morocco.
a- Characteristics of loans
AL KARAMA-MC offers 4 types of loans: classical joint loans, loans for rural
tourism, individual loans, and handicraft loans.

Table 20: Characteristics of loans

Loan
Classical joint
loans

Loans for rural
tourism

•
•
•
•
•

Individual loans

Handicraft
loans

•
•
•
•
•
•
•

Characteristics
With an amount varying between 500 ad 5000 MAD, this
loans are granted to groups of 5 to 9 persons who provide a
mutual guarantee to each other,
Paid back with fixed annuities bi-weekly,
The duration of the loan is 4 to 8 months.
These loans are reserved to micro entrepreneurs engaged in
rural tourism activities generating revenues,
The amounts of these loans vary between 500 and 7000
MAD,
Paid back with fixed annuities bi-weekly.
Only micro entrepreneurs who have benefited from solidarity
loans can contract these loans to promote their activities,
The amounts vary between 3000 and 10 000 MAD,
Paid back with fixed annuities bi-weekly.
Reserved for micro entrepreneurs undertaking handicraft
activities and willing to provide mutual guarantees,
Paid back with fixed annuities bi-weekly,
The duration of the loan is 4 to 8 months.

Source: www.microfinanceaumaroc.com

b- Outreach
It seems from the profiles of beneficiaries that AL KARAMA-MC grants the majority
of loans to women (97%), to micro entrepreneurs in the handicraft sector in rural areas.
These facts are summarized in the next two figures.
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Figure 3: Profile of beneficiaries from AL KARAMA loans in 2003
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Figure 4: Distribution of AL KARAMA Portfolio by sector of intervention 2003
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c- Financial Achievements
AL KARAMA-MC has reached 3315 beneficiaries in December 2003 after it was only
2556 in 2002 and 874 in 2000. The total loans portfolio is 4 124 948 MAD and the
total number of loans granted since its creation is 17 071 in 2003. The reimbursement
rate is 100 % meaning a portfolio at risk of 0 % and the retention rate is 91 % in 2003.
AL KARAMA-MC was able to verify that its loans really contributed to enhance the
standard of living of its beneficiaries and promote their development activities. The
evolution of the loan portfolio of AL KARAMA-MC from 2000 to 2003 is illustrated
in the following figure.

Figure 5: Evolution of AL KARAMA loan portfolio 2000-2003
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8- ATIL- MC
ATIL-MC is an active micro credit association that is active in the northern part of
Morocco. It offers credits to promote micro enterprises in this region of the country.
By this, ATIL-MC contributes to the local development of the northern part and
therefore to the economic and social development of Morocco as a whole.
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ATIL has started its activities in May 2001 in collaboration with an Italian NGO APS
and the Italian ministry of foreign affairs. It aims to promote a viable model for local
economic development in the Wilaya of Tetouan. The association supports the
reinforcement but mainly the creation of micro enterprises by providing financial and
support services (training, commercial and technical assistance). ATIL aims also to
integrate the deprived populations mainly the young and women into the economic and
social life of the country.
a- Financial Achievements
The 2004 financial data show that the total number of loans that ATIL-MC has granted
since its creation is 4 929 and the number of active loans is 1 751. The total loan
portfolio is 5 154 338 MAD and the total amount distributed since the creation is 15
375 359 MAD. The portfolio at risk is 0 % meaning that clients of ATIL-MC
reimburse their loans on time. The financial achievements of ATIL-MC in June 2004
are summarized in the following table:

Table 21: Financial achievements

MAD
Total loan portfolio
Number of active loans
Total number of loans granted
Total amount distributed
Portfolio at risk

June 30, 2004
5 154 338
1 751
4 929
15 375 359
0

Source: www.microfinanceaumaroc.com
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Conclusion
It clearly appears that small micro finance institutions in Morocco play a primordial
role in helping people create or reinforce their enterprises in rural areas. The first
conclusion is related to the share of women in the clients of these associations (women
represent more than 90 % of the clients of these associations). In Morocco, women are
excluded from the economic and social life and this initiative of small micro credit
institutions seems to reintegrate them. Another aspect is the activities financed. The
majority of the mentioned institutions grant loans to people to finance agricultural,
livestock, and handicraft activities. These are the pre-dominant activities in rural areas.
The third conclusion is the proximity of these small microfinance institutions reflected
in their prospective field visits to follow up the evolution of the financed activities.
The last point is related to the fact that these small microfinance institutions prioritize
poor people in granting the loans and providing technical assistance. The percentage of
clients living below the poverty line represents more than 80 % for almost all the
associations.

Table 22: Comparison of the loan portfolio, number of active clients, and the average amount of
loans of the 8 small microfinance institutions:

Association
FONDEP
AIMC
AMSSF-MC
AMOS
FCAMC
INMAA
AL KARAMAMC
ATIL-MC

Loan Portfolio

Clients

123 528 170
7 249 000
91 190 560
5 654 861
8 954 000
13 745 000
29 584 500
15 375 359

Source: www.microfinanceaumaroc.com
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13 559
2 449
8 388
5 154
4 163
3 196
3 315

Loan
Amount
9 110.42
2 959.98
10 871.55
2 150. 85
4 300.69
8 924.43

Date
30/06/2004
30/06/2004
30/06/2004
30/06/2004
31/12/2003
30/06/2004
31/12/2003

1 751

8 780.90

30/06/2004
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I. Introduction
The Microcredit programs, intended to finance the economic activity of individuals
who have low revenues, are new in Morocco. The active organizations in micro credit
are banks and associations (non governmental organizations). Among the Moroccan
banking institutions, “La Banque de Crédit Populaire” (BCP) and “La Caisse
Nationale de Crédit Agricole” (CNCA) were the only banks having significant
experience in the small credit domain and needed some institutional reforms to be
efficient in their ability to provide micro credit loans (Duval, 2001). However, most
micro credit programs were controlled by associations at the beginning. The Micro
Credit domain knew different changes during the last decade contributing to the
growth of the number of Micro credit associations which reached 12 institutions. This
case aims at studying the Oued Srou Association of Microcredit (AMOS), its outreach
and impact on the economic and social situation in the region it covers. A
concentration is made especially over the impact of microcredit on rural women and
their empowerment. The case study is based on information gathered during a
fieldwork in rural areas around Khénifra, by Faiza Amahroq, and the assistance of El
Kbab’s association office established in the rural area.
II. General information About AMOS:
AMOS is the Micro Credit Association of Oued Srou that was created on February
25th, 2000 with a non profit goal and with a legal status of Non Governmental
Organization (NGO). This association is based in the region of Khénifra, in the central
middle Atlas.
Before the existence of AMOS, the Oued Srou Association was among the first to be
created in Morocco in July 10th, 1992 by Dahir n°1-58-376 of Joumada 1, 1378
(November 15th, 1958). The Oued Srou Association ‘AOS’ was created to improve the
environmental, economic, health, infrastructure and educational conditions of this
region’s population. This was done through organizing and supervising development
projects that aim at alleviating rural poverty and promoting the socio-economic
conditions of the rural people in general and rural women in particular. This
association started its microfinance activities twelve months after its creation, which
was in May 1993 with the help of AMSED (the Moroccan Association of Solidarity
and Development).
Khénifra covers an area of 320 000 hectares which represents 15.6% of MéknèsTafilalet region’s territory. This zone includes 3 urban municipalities, 35 rural districts
including El Kbab zone, 13 annexes and 655 small rural villages. According to the last
population census of 2004, the population of Khénifra municipality consists of
511 538 inhabitants, half of which live in rural areas. Khénifra’s population suffers
from low income, isolation, growing demography, overexploitation of resources and
high rate of illiteracy (Monographie de la région Méknès-Tafilalet, 2004). As to the
activities financed by the microcredit in Khénifra, they are divided into four: craftwork
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47.53%, commerce 26.00%, agriculture and animal breeding 23.89%, and service
2.58% (these are 2004 statistics of AMOS by Planet Finance).
AMOS seems to target the rural zones in opposition to other Moroccan associations
that have a majority of active clients coming from urban areas. According to Planet
Finance data, the Association of Micro Credit of Oued Srou intervenes in two major
zones:
• Rural zone with 57.19% coverage, and
• Peripheral zone (semi-rural area) with 42.81% interventionsi.
Women are the predominant clientele of this association representing 98.01% against
1.99% male clientsi.

* Planet Finance Maroc, 2004 (Web site)

i

Planet Finance Maroc, 2004 (Web site)
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1. Structure of AMOS:
Figure 1: Structure of AMOS
Association Micro credit Oued Srou (AMOS)
M. Mohamed CHARAFI (President)
M. Mohamed Oumaycha
Director

M. Aziz M’handi
Coordinator

M. Mohamed Ahlibou
President of the Council

AMOS is active within three provinces that are inside the Méknès-Tafilalet borders:
Khénifra province, El Kbab province and Midelt province. Therefore, the association
has three main agencies in each of these provinces and a total of 15 branches (offices)
listed as follows:
Table 1: Implantation of AMOS in the Region of Méknès -Tafilalet
Agencies
Khénifra Agency
El Kbab Agency
-El Kbab Center
Branches -Aguelmous
-Kerrouchen Center
-Had Bouhssoussen
-Sidi Yahya Ou Saad
-El Borj Center
-Aghbalou
-El Heri Center
-Khénifra Center and suburbs

Midelt Agency
-Midelt Center
-Boumia
-Tounfite
-Itzaer
-Zaida
-Rich

* Data gathered from the headquarters of AMOS in El Kbab

The association has three agencies based in different areas: El Kbab Office in the rural
areas and Khénifra and Midelt agencies are based in urban areas. The association’s
personnel is composed of 22 employees in addition to the President and the
Administrative Council Members. All employees hold B.A degrees from different
disciplines: economy, biology, history, physics, Arabic literature, Islamic studies, etc.
One of the employees is a PhD holder in economics. Their salaries vary between 2000
and 3000 Dhs.
Contact Information:
Mr. Mohamed Charafi,
Address: Rue Oued Sbou Hay Takadoum El Kbab BP 55
City: Khénifra
Tel & Fax: +212 (0) 55 39 43 07
E-mail: aosmck@iam.net.ma
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2. Mission and Objectives:
Mission: AMOS was created to improve the revenues of the low-income
population by financing income-generating activities. This institution aims also to
bring a local solution to problems related to access to financing for the economically
weak populations and to diversify its offer of financial products for the rural area in
particular.
Vision: AMOS intends to mainstream interest in local development issues
among the local community.
Objectives: First, AMOS aims at offering small loans to the active destitute
people who live in the rural and semi-rural areas of this region and who are discarded
from the traditional bank systems. Second, the association aims at providing nonfinancial services to its beneficiaries, such as technical assistance and counselling.
3. Products and Services:
The Micro Credit Association of Oued Srou grants two major products to its clients, in
the Loans’ category:
The Solidarity Group Loans are micro credits (MC) given to a group of
individuals below the age of 60 years old, composed of a minimum of 4 women and a
maximum of 8. The aim behind this product is to secure the repayment of the loan
since each member of the group acts as guarantor of the others. By having each others’
support, the solidarity group members manage more easily to respect their
reimbursement timing which allows them to gain immediate access to the following
loan instalments that vary according to the number of loans they have benefited from.
In case a member of the group fails to repay her loan, three methods are used: a first
warning is given by the credit officer in charge of the district the defaulter lives in,
then a group of officers try to exercise pressure on the woman by listing to her all the
problems she might face if she resists repayment and as a last resort, the association
conducts a legal coercion (reimbursement of the loan, additional charges for late
repayment and attorney fees).
Table 2: Levels of Credit Instalments for Solidarity Group Loans
Levels
Loan Instalments
Duration
Interest Rate
Level 1 750-1500 Dhs
8 months Max 2.20% monthly flat
Level 2 1501-2500 Dhs
8 months Max 2.20% monthly flat
Level 3 2501-3500 Dhs
8 months Max 2.20% monthly flat
Level 4 3501-5000 Dhs
8 months Max 2.20% monthly flat
* Data gathered from the headquarters of AMOS in El Kbab

Savings Rate
1.5% per month
1.5% per month
1.5% per month
1.5% per month

The Individual Loans are new products launched on November 2001 by
AMOS. This loan is offered to old clients of the association who need funds to develop
their respective enterprises or to new clients who have an already established activity.
Individual loans require from the loan contractor to provide guarantees in the form of
estate titles or the commitment of two guarantors who must provide a promissory note.
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People interested in this product may benefit, for free, from a “Business Management”
training conducted by an economist from AMOS personnel members. Besides, the
credit instalments of this loan are higher than the previous one:
Table 3: Levels of Credit Instalments for Individual Loans
Levels
Credit Instalments
Duration
Interest Rates
Level 1
3000-6500 Dhs
8 months Max
2.20%
Level 2
6501-8000 Dhs
8 months Max
2.10%
Level 3
8001-10 000 Dhs
8 months Max
2.00%
Level 4
10 001-13 000 Dhs 8 months Max
1.9%
Level 5
13 001-15 000 Dhs 8 months Max
1.8%
* Data gathered from the headquarters of AMOS in El Kbab

Since November 2001, the repayment cycle of the loan beneficiaries, in the category
of solidarity group loans, starts from the first month following their credit allocation
up to six or eight months. Each client must reimburse, every month, the principal of
the money borrowed divided by 6 or 8 months, plus an interest rate of 2.20% applied
to the total sum of the loan in question. The same conditions work for the category of
individual loans with a difference in the interest rate applied to the total sum of the
loan: the rates of interest diminish corresponding to the increase in the levels of loan
instalments (Table 3).
Savings are forms of guarantee imposed on loan beneficiaries by the institution.
It is a compulsory deposit that constitutes 1.5% of the total sum borrowed (Table 2).
The aim behind this product is protect the association in case of client or solidarity
group default. The total amount of savings is fully returned to the client as soon as
she/he decides to stop using the association’s services.
Other services provided are of social order that aim to improve the socioeconomic situation in the rural areas of Khénifra. These services are offered by AOS,
the Oued Srou Association, which works in close collaboration With AMOS to
conduct some development programmes. Some of AOS’s main development actions
include literacy courses offered to interested women along with knitting and weaving
courses with diplomas delivered. Berber songs about the importance of education and
other have also been recorded in tapes and distributed to people. The laying out of
several schools has also been improved by building toilets and creating gardens.
Several wells have also been dug.
4. Funding:
Since its creation, AMOS received a set of financial aids from both Moroccan and
international donors. The following table lists all the financial aids this microcredit
association received:
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Table 4: Financial Supports Received by AMOS (2002 – 2003)
2002
2003
AMOS Capital
1 470 454.00
2 230 943.00
Exercise Result
470293.00
760 489.00
Delegated funds
1 500 000.00
1 500 000.00
Hassan II
1 479 000.00
1 400 000.00
AMSED
67 635.00
1 479 000.00
CODESPA
FADES
Loans
418 165.00
1 192 673.00
SIDI
150 000.00
150 000.00
Deposits and Caution
268 165.00
1 042 673.00
* Data gathered from the headquarters of AMOS in El Kbab

This capital has enabled the association to enhance its financial performance. AMOS
lent this year a total sum of 5 806 379.00 Dhs and accumulated 1 393 757.00 Dhs of
security. The Ministry of Finance has promulgated a law that requires from
microcredit institutions five-year viability with their own funds starting from their date
of creation. Otherwise, these organizations’ license would be suspended and their
respective funds redistributed by the state to other active associations. This auto
financing phase is difficult for AMOS, for all the above-mentioned donations have
already been distributed and the association is now providing loans only from last
year’s interest rates, which represent 1 500 000.00 Dhs. However, the only solution for
the viability of the institution is to ask for further financial aid from Hassan II fund –
the largest funder – to be disbursed among all Moroccan associations, according to the
president of AMOS.
5. Poverty Assessment:
The majority of the clientele of AMOS comes from the poorest rural areas around
Khénifra. Thus, the poverty can be assessed among the clients by using the average
household revenues. AMOS declares that a household gains on average around 1000
and 1500 Dhs /month, which is a very low amount. Also, since the number of active
borrowers is 5138 clients and the total loan portfolio is 5 806 379.00 Dhs, the average
loan balance per borrower is 1130.08 Dhs. This amount demonstrates the low loan
amounts requested by the clients.
In addition, the number of savers in the association equals the number of borrowers
from the solidarity groups’ category. However, we can’t compute the average savings
balance per saver, since the total savings are not available for analysis.
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III. OUTREACH
In order to evaluate the degree to which AMOS reaches the minority population
(women, poor, illiterate and rural), a survey was conducted in the rural areas of
Khénifra (April 29th - May 7th 2005). The choice of this region was motivated by the
fact that the crashing majority of its women suffer from a high rate of illiteracy and
low income. The fieldwork was conducted with 75 women who live in the peripheral
districts of Khénifra such as Lassiri, Taabite, Lahri, Elmassira El Olya, Ait Khassa,
Thazaret Iaraden, Boudraa, and Adakhsal. This choice of districts was done on
purpose so as to verify to what extent these destitute women who live in isolated areas
and lack some of the main facilities have been helped by microcredit to alleviate their
poverty and that of their families by extension.
Clients below the poverty line are people living on less than US$ 2 / day,
meaning less than 20 Dhs / day. From the sample of women surveyed, 46.67% of the
families live below the poverty line.
This fieldwork has focused exclusively on women borrowers because AMOS
deals most predominantly with women (98.01%). The latter are given preference by
the association because of their seriousness in so far as loan reimbursement is
concerned.
Illiterate Clients in the sample represent 61.33% while 10.67% of women took
literacy courses, 24% stopped at primary school and 4% left at secondary school.
The sample is composed of clients from rural areas and peripheral districts only:
100% rural clients.
Clients starting micro enterprises for the first time are those who started an
activity after contracting micro credit from AMOS. This category represents 12% of
the total sample.
Khénifra municipality is composed of 511 538 inhabitants (according to the last
2004 population census), 50% of which live in the rural areas. The rural population
(241 608 inhabitants) is made up of 43 299 families or houses. As to the urban
population, it is made up of 269 823 inhabitants and 62 008 families. The extent of
outreach is then 43 299 households.
Table 5: AMOS and Morocco’s Outreach Averages for each Minority Category
AMOS (Sample of 75
AMOS**
Country Average
households)*
Percentage Women
1
0.98
0.503ii
Percentage Rural
1
0.90
0.45iii
Percentage Illiterate
0.61
0.76
0.55iv
Percentage Poor
0.47
0.19
* Data gathered from fieldwork
** Data gathered from AMOS

ii

iii
iv

United Nations. Economic and Social Affairs. World Population Prospects: The 2004 Revision. New York 2005.

Haut Commissariat au Plan, 2004.
Monographie de la Région Mekhnès – Tafilalet, 2004.
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Depth of Outreach Indicator (DOI Index) related to the sample of 75 beneficiaries
served by AMOS is 1.39 meaning that the clientele sample served by AMOS is more
rural, poor, female and illiterate than the average of the country.

IV. FINANCIAL SUSTAINABILITY:
To measure the financial sustainability of AMOS, a ratio analysis has been done on the
available financial data (of 2003) gathered from the association.
AMOS should rely on itself, not only on donors to be financially viable and subsidize
its operations:
Operational Self-Sufficiency:
AMOS had a performance of 106.59% in 2003 which implies that the association has
long term provisions and that its costs are not high compared to the income generated.
Financial Self-Sufficiency:
In 2003, the association’s financial self-sufficiency reached 106.17% which
corresponds to the operational self-sufficiency, with the financial costs being low.
Table 6: Financial Sustainability (2003 Data)
Total Income (Dhs)
Subsidies (Dhs)
Operational Costs (Dhs)
Total Provisions (Dhs)
Financial costs (Dhs)
Gross Portfolio Outstanding (Dhs)
Volume Savings
Total Outstanding Loan Balance with at least an instalment
past due (> 90 days) Dhs
Loan Loss Reserve
Portfolio at Risk > 30 days
Total Loan Instalments Past Due (Dhs)
Total Deposits
Reserve Funds
Undistributed Profits (Dhs)
Paid-up Capital
Personnel Expenses (Salary, CNSS) Dhs
Total Assets (Dhs)
All Liabilities with "Market" Price (Dhs)
Operating Expenses (Dhs)
Average Number of Active Borrowers

2003
1 744 254,50
196 500,00
1 446 729,49
5 300,00
5 800,00
584 657,00
475 446,00
584 657,00
424 000,00
868 676,90
8 310 904,00
7 550 416,00
1 446 729,49
4 693

In 2004, AMOS has lent to its members, whose number reached 5138 clients, a total
sum of 5 806 379.00 Dhs. This microcredit association has also accumulated a total
amount of security that equals 1 393 757.00 Dhs. The law promulgated by the Ministry
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of Finance that requires auto financing from microcredit institutions created a
difficulty phase for AMOS since all the above-mentioned donations have already been
distributed. The association is now providing loans only from last year’s interest rates.
Delinquency:
The reimbursement rate of microcredits is very high namely among women. For
example, in 2004 it reached 99.86%. The President of AMOS stated that the
association prefers to deal with women more than men because they are more serious
in terms of repaying their debts.
Portfolio at Risk (PAR):
Since the association grants solidarity group loans among other products with an
almost inexistent delinquency rate among women, the portfolio at risk should be low.
However, AMOS gives individual loans as well and welcomes male loan contractors
among its clients. The portfolio at risk in 2003 represented 0.81.
Interest Rates:
Concerning the interest rates, AMOS uses different strategies depending on the
product tested. For the solidarity group loans, the interest rate (2.20% monthly flat) is
constant for all levels of loan amounts, as specified in the earlier section dealing with
this product. However, in the case of individual loans, the interest rate differs
according the loan amounts’ levels (Table 7). An increase in the level of credit
instalments leads to a decrease in the interest rate.
Table 7: Interest Rates Corresponding to the Levels of Credit Instalments
Credit Instalments
Interest Rates
3000-6500 Dhs
2.20%
6501-8000 Dhs
2.10%
8001-10 000 Dhs
2.00%
10 001-13 000 Dhs
1.9%
13 001-15 000 Dhs
1.8%
* Data gathered from the headquarters of AMOS in El Kbab

Starting from November 2001, a deadline of 6 to 8 months was given to the
beneficiaries to launch their repayment cycle starting from the first month following
their grant. Every client has to start reimbursing, every month, the principal money
borrowed divided by 6 or 8 months, plus interest rates (of 2.20% for solidarity group
loans and from 2.20% to 1.80% for individual loans) applied to the total sum of the
loan in question. A 10 Dhs membership fee is also applied.
Personnel Expense Ratio:
AMOS spends money on its staff salaries, training and transportation costs to different
Khénifra regions in order to search for potential clients. The distribution cost of the
microcredit, according to Mr. Mohamed Charafi, the President of AMOS, is very high.
“We have to look for our clients in the mountains and keep traveling to get the
reimbursements”. “If people spend on traveling to reach us, they will never be able to
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afford the credit”, AMOS President added pointing to the heavy transportation and
personnel efforts’ costs. In addition, the association bears heavy rental costs of its 15
regional offices. However, AMOS has a small personnel expense ratio representing
10.45% over the association’s total assets in 2003.
Table 8: Result of Ratio Analysis (2003)
Operational Self-Sufficiency
Financial Self-Sufficiency
Portfolio at risk (PAR)
Monthly Nominal Interest Rate
Personnel Expense Ratio
Cost Per Borrower
Active borrowers/ Number of Personnel

2003
106,59%
106,17%
0,81
2,20%
10,45%
308,27
204,04

Cost per Borrower:
AMOS spent 308.27 Dhs per borrower in 2003. Since the number of clients increased
to 5138 borrowers in 2004, the cost per borrower is expected to diminish in case the
operating expenses decrease.
Active Borrowers / Number of Personnel:
This ratio represents the level of clients each employee is responsible for. In 2003,
every employee dealt with 204 clients approximately. While the number of borrowers
increased to 5138 clients in 2004, the number of personnel decreased to 22 employees
(instead of 23 in 2003) making each employee deal with a greater number of clients
(234).

V. IMPACT:
A. Impact of Microcredit on Women Income and Household Income by
Extension:
To analyze the impact of Micro credit on the beneficiaries’ income, the revenue yield
was used:
Income Yield = revenues after microcredit – revenue before microcredit
Monthly loans
The aim behind this is to account for the impact of the amount of loans on the monthly
revenues generated after microcredit. Indeed, the research has revealed that 64% of the
sample managed to improve their incomes after microcredit as opposed to the
remaining 36% whose financial yields have not really been enhanced. The reasons
behind this lack of improvement can be explained following three categories:
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• The first category whose revenues after microcredit are hardly superior to their
incomes before they were granted the loans encompasses 4% of the sample,
even though these women benefited from important loan amounts.
Example 1:
Client: 40 years old woman, 6 children,
Activity: craftwork and livestock breeding,
Revenues before MC: 600.00 Dhs,
Revenues after MC: 800.00 Dhs,
Total amount of microcredit: 5500.00 Dhs (458.33 Dhs every month),
Income Yield: (800 – 600) / 458.33 = 0.44.
This low yield is due to the fact that the woman didn’t inject all the credits in her activities.
Besides, she used a portion of these loans to alleviate her children’s school expenses and
those of her disabled daughter. Also, the loans enabled her to improve her family’s staple diet
and allowed them to pay for transportation. So, the woman used part of the instalments as a
social compensation to the economic benefits she could have earned if she had injected the
total loan instalments in her activities.

• The second category includes women whose revenues after microcredit are
lower than their income before they obtained the loans. This group includes 12
women representing 14.67% of the sample three of whom had incomegenerating activities before microcredit, yet ceased them for several reasons.
Example 2:
Client: 52-year-old widow, 6 children,
Total amount of loans: 13 500.00 Dhs in four years (281.25 Dhs/ month),
Retirement pension: 1373.00 Dhs,
Activity before MC: Craftwork,
Revenues before MC: 200.00 Dhs per month,
Revenues after MC: 0.00 Dhs,
Income Yield = - 0.71
This negative yield is due to the fact that this woman used the loan instalments for other
purposes: paid her children’s school fees and other expenses, build her household’s staircase
and tiled the whole place, paid for the installation of water and improved her family’s food
consumption.

Although these credit amounts have not been reflected on the other women’s revenues,
they have been used to enhance their relatives’ income, which is a contribution to the
improvement of the whole household’s revenues. This represents a social
compensation.
Other major reasons for this negative yield can be the small loan amounts the woman
chooses to borrow, the seasonal nature of her activity, multiple indebtedness and the
reduction of the purchasing power caused by the bad agricultural year.
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• The third category represents women whose revenues after microcredit remain
unchanged (17.33% of the sample). These women have not been able to raise
their incomes after microcredit. The reason behind this inefficient financial
performance results from the use of the loan instalments for other purposes than
the development of the woman’s activity (for husband’s activity, water
installation fees or house building). Although these women do not have any
revenues of their own, they have compensated this financial loss with the
overall benefit of the whole family socially and economically.
To test the relationship between women’s revenues and the total household revenues in
the sample, the following variables have been used in the regression analysis that is
presented below.
• Dependent variable: household monthly revenues.
• Variable 1: Women’s monthly revenues.
The following table encompasses the regression analysis results of the above variables:
Table 9: Impact of the Women’s Income on the Household Revenues
SUMMARY OUTPUT
Regression Statistics
Multiple R
0,688406729
R Square
0,473903824
Adjusted R
Square
0,466697027
Standard
Error
2,189740571
Observations
75
ANOVA
df
Regression
Residual
Total

Intercept
Women's
revenues
(1000 Dhs)

Significance
SS
MS
F
F
1 315,3067 315,31 65,7579 8,7824E-12
73 350,0324 4,795
74 665,3391

Standard
Upper Lower Upper
Coefficients
Error
t Stat P-value Lower 95% 95% 95,0% 95,0%
1,528506509 0,38381 3,9825 0,00016 0,76357418 2,2934 0,764 2,2934
1,481624695 0,182711 8,1091 8,8E-12 1,11748258 1,8458 1,117 1,8458

The above results are represented in table 10 and equation 1 below:
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Table 10: Regression Results 1
R²
0.47

Household
Revenues

Intercept
1.53
t-stat: 3.98

Women Revenues
1.48
t-stat: 8.11

Equation 1: Household Revenues = 1.53 + 1.48 * (Women Revenues)
These results demonstrate that women revenues have an impact on the household
income: Any increase or decrease of women revenues by 1 unit results in an increase
or decrease of the household income by 1.48. This analysis shows the existence of
acceptable relationships between the women and household revenues.
To link the revenues after microcredit to the number of loans requested by women and
the revenues generated after microcredit, a regression analysis is done with the
following variables:
• Dependent Variable : Revenues after microcredit,
• Variable 1: Number of loans the microcredit members benefit from,
• Variable 2: Women’s revenues gained before contracting microcredit.
The outputs of these regressions are represented in Table 11 & 12 and Equation 2:
Table 11: Impact on the Revenues after Microcredit
SUMMARY OUTPUT
Regression Statistics
Multiple R
0,554364063
R Square
0,307319515
Adjusted R
Square
0,28807839
Standard
Error
1,175516283
Observations
75
ANOVA
df
Regression
Residual
Total

Intercept
# of loans
Rev. Before
MC (1000
Dhs)
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SS
MS
2 44,14149 22,07
72 99,49237 1,382
74 143,6339

Significance
F
F
15,972 1,8163E-06

Standard
Coefficients
Error t Stat P-value Lower 95%
0,333150372 0,324171 1,028 0,30753 0,31307221
0,193693022 0,090019 2,152 0,03478
0,014244
0,77331405 0,181854 4,252 6,3E-05

Upper Lower Upper
95% 95,0% 95,0%
0,979 -0,313 0,9794
0,373 0,0142 0,3731

0,4107955 1,136 0,4108 1,1358
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Table 12: Regression Results 2
R²
Revenues after
Microcredit (RAMC)

0.31

Intercept
0.33
t-stat: 1.03

Number of
Loans (NL)
0.19
t-stat: 2.15

Revenues before
Microcredit (RBMC)
0.77
t-stat: 4.25

Equation 2: RAMC= 0.33 + 0.9 (NL) + 0.77 (RBMC)
These results mean that the revenues after microcredit are affected by the number of
loans and the revenues before microcredit. Any increase or decrease of the number of
loans by one unit leads to an increase or decrease in revenues after microcredit by
0.19. Any increase or decrease of the revenues before microcredit leads to an increase
or decrease of the revenue after microcredit by 0.77.
The reimbursement rate of microcredits contracted by the sample’s women is very
high. For example, in 2004, it reached 99.86%. AMOS president stated that the
association prefers to deal with women more than men because they are more serious
in terms of repaying their debts. This high repayment rate demonstrates the indirect
impact of micro loans on household income.
B. Impact of Microcredit on Assets:
1- Livestock, Land, Equipment, Jewelry and House:
It is of major importance to know if microcredit has an impact on the ability of women
to invest in capital and in different fixed or movable assets, such as houses, land,
equipment or livestock. Asset ownership plays an important part in strengthening
people’s business activities and providing immediate financings in moments of crisis
or for reinvestment purposes. Therefore, asset ownership represents a kind of security
against the unpredictable circumstances that may ruin the activity of the person who
does not plan for potential activity hazards. Taking control over material assets does
not only stand as an opaque shield against possible crises, but can also lead to the
woman’s empowerment. In order to exercise social power in the household, it is
necessary for the women to have asset ownership.
Within the sample of 75 women, 31% of them have been able to make an investment.
56% of women owning assets invested in livestock, 13.04% invested in land and
another 13.04% in jewelry. People who bought houses represent a rate of 8.70 %, and
those who purchased equipment, such as sewing machines, stand for 8.70% as well
(Table 13).
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Table 13: Beneficiaries Investment after Microcredit
Investments
% of Owners
Jewelry
13.04%
Equipment
8.70%
House
8.70%
Livestock
56.52%
Land
13.04%

Knowing that investment requires extra capital and cumulating extra revenue that the
person wouldn’t use but rather save until assembling the sum of money necessary for
the purchase of an estate, we realize that only few people of this sample have the
potential to save and invest. This unveils the reality that most of AMOS members
hardly manage to make ends meet, let alone save money for future investment.
Assuming the difficulty of saving among this sample and the small potential of these
people to invest, we wonder who these people who have been able to invest are. Most
of the people who have invested in this sample are those who had pre-established
activities before they opted for microcredit (Table 14).
Table 14: Investments of Women with Pre-established Vs. Newly Established Activities
Investments
Pre-established
Newly Established
None
60.00%
10.67%
Jewelry
4.00%
0.00%
Equipment
2.67%
0.00%
House
2.67%
0.00%
Livestock
14.67%
2.67%
Land
1.33%
2,67%

2- Media, New technologies, Electricity, Water and Energy:
The objective is also to investigate to what extent microcredit has allowed its
beneficiaries to improve their access to media and new technologies.
28% of the interviewees have been able to afford buying a TV and also sometimes a
radio or a tape recorder after they started being granted the association’s instalments.
In attempt to link these new acquisitions to revenue, the investigation has shown that
people who can have access to media, have incomes that vary between 1000.00 Dhs
and 3000.00 Dhs. Therefore, accessory needs such as TV or radio can only be
purchased by people who can afford them. To illustrate this argument, we need to
stress the astoundingly different rates of use of media between the people whose
income is below 1000.00 Dhs and those who have higher revenues. While the former
have a rate of accessibility of 13%, the latter reach 36% up to 50%. One can therefore
advance that microcredit has, to some extent, contributed to allowing its members
further ease of access to media (Table 15).
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Other than media, microcredit influences the access to new technologies, such as
computers, internet, printers, satellite dishes, compact disk players (DVDs), videos,
mobile phones and others. The analysis revealed that 38.67% of the sample did indeed
acquire some of these new technologies, namely those related to entertainment. Only
those whose revenues are beyond 1000.00 Dhs have bigger access to these new
technologies (55.56% and 75%). In fact, the more revenue grows the more interest in
the new technologies rises.
Among the primary conditions to decent life is the availability of water, electricity
and energy in the household. Most women belonging to the sample live in rural
districts where water and electricity supplies are not always available, either because
the local authorities have supplied only part of the district or because the interviewee
in question has not yet been able to afford them. The rate of people who managed to
have access to water thanks to microcredit is of 10.67% and those who supplied
themselves with electricity are of 14.67%. As to those who used energy, they represent
8% of the sample.
Relating these supplies with the interviewees’ revenues reveals that those with bigger
revenues have been able to supply themselves with these facilities more than those
with lower incomes (Table 15). If among the higher revenue categories we found out a
lower rate of accessibility to water, it is due to the fact that many households had
access to water and electricity before microcredit.
Table 15: Access to Facilities after Microcredit
Income (Dhs /
New
Month)
Media Technologies Water Electricity Energy
Less than 1000
12,90%
9,68% 12,90%
9,68% 3,23%
1000 to 3000
36,11%
55,56% 11,11%
16,67% 8,33%
3000 and more
50,00%
75,00% 0,00%
25,00% 25,00%
* The percentages represent the rate of women having access to the facility among those
belonging to a certain income margin.

C.

Impact of Microcredit on Education:
1- Education Level of Household Heads, Adults and Children:

The purpose is to demonstrate the importance of the parents’ education in promoting
the household incomes. In other words, the more the parents are educated, the more
they will gain better revenues. Moreover, the more the parents are educated, the more
their household members will benefit from longer years of schooling and hence better
chances of employment and better salaries.
In comparing the revenues of women who are illiterate with those who are literate,
there is no big revenue difference. The literates trespass the illiterates only with 80.00
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Dhs per month. This closeness in revenue is caused by closeness in education.
Representing only 38% of the whole sample, 62% of these literate women halted their
education at the primary school level, 10% have the secondary school level and 27%
took an average of four months of literacy courses. Hence, one may say that the
criterion of literacy here is not at all significant, for the level of education of the
literate women remains very low.
To test the impact of the level of education of parents or heads of the household on the
household revenues, a comparison between literate and illiterate household heads’
income has been made. Families, whose heads are literate, gain average monthly
revenue of 4249.96 Dhs while families whose heads are illiterate gain a monthly
income of 3656.31 Dhs (Table 16).
Table 16: Comparison between Revenues of Literate and Illiterate Family Heads
Family Heads
Illiterate
Literate
Average Revenues
3656,31
4249,96
% of cases in the
sample
64,00%
36,00%

Within the sample, the number of adults is 254 among 441 household members. 48%
of these adults are literate. However, the education level in the household is
represented in Table 17:
Table 17: Level of Education in the Sample’s Households
% of
individuals
at each
%
Level of Education Number of
level
literacy
(Household)
individuals
Illiterate
172
39,00%
39,00%
Below Age of School
39
8,84%
Primary School
181
41,04%
Secondary School
32
7,26%
University
9
2,04%
61,00%
Literacy Courses
8
1,81%

2- Total Amount of Loans’ Relationship with the Educational Level of
Household and Revenues after Microcredit:
This relationship is tested using a regression analysis on the following variables:
• Dependent variable: household monthly revenues.
• Variable 1: the expected revenue after microcredit.
• Variable 2: the average level of education in the household. It represents the
average years of schooling of each member of the family.
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The outputs of these regressions are shown in Table 18 & 19 and Equation 3:
Table 18: Impact of Expected Revenues and Education Level on Loan Amounts
SUMMARY OUTPUT
Regression Statistics
Multiple R
0,50703888
R Square
0,25708843
Adjusted R
Square
0,236452
Standard
Error
3,71347552
Observations
75
ANOVA
df
Regression
Residual
Total

Intercept
Revenues
After MC
(1000 Dhs)
Avg. Level of
education in
Household

SS
MS
2 343,5888 171,794
72 992,8728 13,7899
74 1336,462

Significance
F
F
12,458 2,25806E-05

Standard
Upper Lower Upper
Coefficients Error
t Stat P-value Lower 95% 95% 95,0% 95,0%
3,32529292 0,828854 4,01191 0,00015 1,67300179 4,9776 1,673 4,9776
1,30954777

0,31042 4,21864 7,1E-05 0,690737411 1,9284 0,6907 1,9284

0,3639155 0,150833

2,4127 0,01838 0,063235303 0,6646 0,0632 0,6646

Table 19: Impact on the total amounts of loans
R²
Intercept
Expected Revenues
after Microcredit
(Exp. RAMC)
Total Amount 0.26
3.32
0.7
of Loans
t-stat: 4.01
t-stat: 4.21

Average Level of
Education in the
Household (Avg. LEH)
0.06
t-stat: 2.41

Equation 3: Total Amount of Loans = 3.32 + 0.7 (Exp. RAMC) + 0.06 (Avg.
LEH)
These results mean that the total amount of loans is affected by the expected revenue
after microcredit and the level of education in the household. Any increase of decrease
of the expected revenue after microcredit by one unit leads to an increase or decrease
in the total amounts of loans by 0.7 units. Moreover, any increase or decrease of the
level of education in the household by 1 unit leads to an increase or decease in the total
amounts of loans by 6%.
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D. Impact on Local Community Development:
The first and primary condition to credit eligibility is forming into a ‘solidarity group’
whose members act as guarantors for each other. That is, the beneficiaries have to
constitute a group of at least 4 to 8 people who are required to reimburse each others’
instalment in case of the default one of their peers. This experience does not only
create a moral obligation to honour the reimbursement amounts but also creates a
feeling of belonging to a community with common interests and objectives, among the
group of borrowers.
One of the main objectives of AMOS is to provide non-financial services to its
beneficiaries, such as technical assistance and counselling. Besides, the association’s
vision is to stress interest in local development issues among the local community. In
fact imprisoned by the heavy shackles of poverty, illiteracy and unemployment, the
rural women of Khénifra have no alternative to investment but microcredit.
In addition, before the promulgation of the 2000 law (following the Dahir n°1-99-16
of Chaoual 18th, 1419 supporting the promulgation of the law n°18-97 relating to
microcredit) that limited the microfinance institutions to microcredit activities only,
there was the Oued Srou association that dealt with the microcredit and the social
aspects. This latter association was divided to two independent associations:
1. The Oued Srou Association for Development, Environment and Cooperation
(AOS) and,
2. The Oued Srou Association for Microcredit (AMOS)v.
So, the Oued Srou Association for Development, Environment and Cooperation
organizes itself around five main axes: basic education, sanitary education, economic
promotion, natural resource preservation and local association training. To promote
child schooling namely among girls who suffer from a high rate of illiteracy, the Oued
Srou Association improved the laying out of 25 local schools, by building the
surrounding school walls, building boys and girls restrooms, and planting grass and
trees inside the schools. This makes the place more convenient and encourages parents
to send their girls to school, which most of them refused to do because of lack of
toilets. The association also distributed 15 000 school bags filled with primary school
furniture to encourage families to send their children to school. With the collaboration
of the “Committee for Schooling Support” in Rabat, an Italian NGO for development
of emerging countries “COSPE” and a foodstuff bank in Casablanca, three
accommodation centres for girls have been built and thoroughly equipped to receive
24 girls each. Everything these girls need is taken in charge by AOS: food, lodging,
books, and even remedial courses. Beside these efforts, the association provides
environmental trainings to school professors who, on their turn, deliver courses and
organise extra-school environmental activities. During the years 1999, 2000, and 2001,
functional literacy courses were offered to 35 women classes. The course curriculum
was based on providing literacy courses and getting women familiar with some legal
v

AMOS obtained the permission to exercise on March 31st, 2000 by the Ministry of Economy and Finance,
n°515-00, published in the official bulletin of May 4th, 2000, n° 4792.
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principles such as their rights and duties, and teaching them calculation. However,
only one class is made available since 2002.
Since 1997, this association provides courses in health awareness to women who
benefit from literacy programmes. The association has one person in charge of
prostitute accompaniment to warn them against the dangers of contracting the aids
illness. Courses on sexuality and sexual protection are also provided to high-school
girls and boys in the form of “peer educators”. That is, only a small group of highschool children are trained and made responsible for dispersing sex-related
information to their peers. AOS has a centre of counselling and orientation since 1997
in charge of providing sex-related information and even distributing condoms and
contraceptives. The association is planning to create a listening centre for assaulted
women.
To promote the economic insertion of Khénifra population, AOS, with the financial
support of Co-operation for the Development of Emerging Countries (COSPE), has
created a communication office that is in charge of providing technical information
and training to young entrepreneurs or people who express interest in starting their
own businesses. 120 people have benefited from these training programs. But, this
programme has come to an end as soon as the contract period with COSPE was over.
Similar to other development projects financed by development partners, none of them
is pursued due to financial constraints. Another travelling sewing centre was also
created with the financial assistance of COSPE. This centre used to spend three
months per village at the end of which it delivers sewing diplomas to women (in
embroidery, designing, etc).
In collaboration with other national and international partners, AOS provides training
programmes to other local associations. Trainings in participative approaches and
constructive management of conflicts are also provided by AOS for local association
trainers. This institution has also participated in several seminars and round tables with
other national and international partners.
Other efforts are made by this association to create income-generating activities and
preserve the natural resources and biodiversity of the region. In fact, an experimental
project has been launched in Ait Ali Ou Assou village to encourage sustainable
management of the natural resources of this area. AOS engaged several local families
in the apple tree growing business by financing 50% of these projects and providing
technical training in this field.
To enhance the value of the local culture, the AOS with the collaboration of COSPE is
building an eco-museum where it intends to open a centre of documentation and
expose the local craft work. The association has also distributed a number of tapes
with Berber songs sensitising people as to the importance of literary and spurring them
to be environment friendly. AOS and AMOS share few social activities such as
reserving 100 000.00 Dhs to fighting little girls work. These two interdependent
associations provide loans to mothers free of interest rates to encourage them to start

297

Microfinance: Text and Cases – PART II

income-generating activities that would improve their revenues and hence allow them
to send their girls to school rather than to work.
E. Women’s Empowerment:
The gender-based impact of microcredit needs also to be exposed to demonstrate the
improvement of women’s control over loans and their bargaining position after access
to microcredit. Being members of ‘solidarity groups’ who form prior to benefiting
from the loans, the microcredit beneficiaries manage to not only empower themselves
financially but also socially. In other words, microcredit has both direct and indirect
impacts on its users. For the direct impacts, they are financial in the sense that women
manage to start their own income generating activities or promote their pre-established
enterprises, which most often enables them to become financially autonomous.
As to the indirect impacts of microcredit, they are non-financial and related to all the
benefits that are generated by the improvement of the financial situation of the woman.
These indirect impacts could be related to the improvement of their social status
indoors and outdoors. This social empowerment is engendered by women’s
behavioural changes, which occur as a result of ‘the transfer of new knowledge and
skills, and the development of solidarity among women involved in income-generating
projects. The personal empowerment of microcredit beneficiaries is hence ‘defined as
the ability of women to make decisions in various project activities’ (Maimunah
Ismail, 2001). Women’s empowerment is also embodied by the enhancement of their
participation in decision making in the household. This empowerment is tested among
the present sample of women by assessing their rate of freedom in the household.
The majority of AMOS’s loan contractors are women (98.01%). In the sample of 75
women, 82.67% of them get an effective control of their loan use. So, these women
inject their loan instalments in their personal activities while the other 17.33% of
women don’t exercise control over loan use. They, instead, give their loan amounts to
husbands, male children or other relatives (Table 20).
Table 20: Rate of Women Related to the Kind of Projects using Microcredit
Microcredit used
for Projects
Number of
Percentage of
related to
women
women
Women themselves
62
82,67%
Husbands
9
12,00%
Family
2
2,67%
Children
2
2,67%

The analysis of the 75 women’s responses resulted in the consideration of their
freedom of activity or bargaining position before and after microcredit (Table 21).
These results demonstrated that women got more freedom after their access to
microcredit (MC) since the percentage of freedom after MC increased in relation with
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their freedom before MC except for the freedom to take literacy courses which stayed
stagnant. Besides, the percentage of women who lacked freedom decreased in all
cases. However, the percentage of women who decide mutually with their husbands or
any other relative authority in the house didn’t change much from before microcredit
instalments.
Table 21: Women’s Level of Freedom Before and After Microcredit

Freedom
Before
Concerted After
Before
No
After
Before
Yes
After

Buy
Sell
28,00% 28,00%
30,67% 30,67%
28,00% 25,33%
8,00%
6,67%
44,00% 45,33%
61,33% 61,33%

Freedom
Before
Concerted After
Before
No
After
Before
Yes
After

Go Out/ Household
Contract
Travel
Expenses Savings the Loan
41,33%
22,67% 14,67% 56,00%
46,67%
28,00% 17,33% 56,00%
28,00%
32,00% 28,00% 17,33%
6,67%
10,67% 10,67%
9,33%
30,67%
45,33% 57,33% 26,67%
46,67%
61,33% 72,00% 34,67%

Decide
Decide
about
about
Meals
Equipment
9,33%
34,67%
9,33%
34,67%
13,33%
28,00%
9,33%
13,33%
77,33%
37,33%
81,33%
52,00%

Literacy Children's Visit a
Courses Schooling Doctor Socializing
8,00%
22,67% 32,00%
0,00%
8,00%
22,67% 32,00%
0,00%
78,67%
52,00% 28,00%
66,67%
78,67%
42,67% 20,00%
12,00%
13,33%
25,33% 40,00%
33,33%
13,33%
34,67% 48,00%
88,00%

The presence of microcredit in these women’s lives has tremendously decreased their
submissiveness and empowered them in terms of taking decisions in the household.
These results are very significant since they mean that without economic
empowerment, women cannot challenge gender ideologies that have long been
spinning their environment and hence restricting their social and economic
performances to domestic chores. The above-mentioned findings suggest that the
potential in empowering women lies in the enhancement of their economic situation
and the alleviation of their poverty. These rates imply that loan institutions have
contributed a great deal to enhancing women’s bargaining position.
A sustainable rural development should not ignore the important role of women in
promoting their families revenues. Women’s role in sustainable rural development is
also important as earners in the income-generating activities. Women’s work has an
important impact on reducing poverty, promoting their skills, opening up employment
opportunities for women, and empowering them in terms of status, decision-making
power and self-confidence. Women continue to strive as heads of families responsible
for achieving economic as well as social needs. The above roles of women should be
taken into account when formulating policies and programs towards sustainability in
rural development.
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1. THE REFERENCE CONTEXT: BRIEF DATA ON MOROCCO
Morocco covers an area of more than 450,000 km2 (excluding the disputed
territory of Western Sahara), whose geological configuration is among the most varied
of the entire North Africa: it is verdant and fertile along the coasts, there are rich
forests in the centre-north and then steppes and desert, proceeding towards the south
and the hinterland.
The population, counting approximately 30 million inhabitants, is concentrated in
the main cities - Casablanca, Rabat, Tangeri, Fès and Marrakech - but, despite the
restless migration into the city centres, a substantial part of them, equal to more than
forty per cent, still lives in the isolated rural zones, often in unhealthy and extremely
poor conditions. In fact, it is estimated that, on average, twenty per cent of the
population lives in poverty and that forty four per cent is considered economically
weak. Poverty, which is also present in the suburban areas, is mostly concentrated in
central and north-western rural areas, where often there is no drinking water, electric
power, sewer plants, schools, hospitals and all those services and infrastructures that
make it possible to lead a life in the respect of human rights.
The socio-economic-demographic characteristics of the population are therefore
deeply different, depending on whether the urban or the rural shares are taken into
account. As the data of the table 1 show, people who live in the cities are on average
more educated, healthier and live longer and have more available funds, while most of
the rural people are illiterate and poor.
Table 1: the socio-economic-demographic characteristics of the Moroccan population

(data of

2002)

Demographic indicators
Resident percentage
Percentage below 15 years old
Percentage between 15 and 59 years old
Percentage over 60 years old
Life expectance (years)
Annual growth rate (%)
Fertility index (average number of children per woman)

Urban population
57.5
27
66
7
73
3
2.3

Rural population
42.5
36
56
8
67
0,11
4

Social indicators
Adult illiteracy rate (%)
Primary education rate (%)

Urban population
34
116

Rural population
68
101

Economic indicators
Per capita income (USD)
Unemployment rate (%)
Poverty rate (%)

Urban population
5.300
20
12

Rural population
1.200
6
27

Source: data taken from PNUD (Programme de Développement Durable), Maroc Rapport de developpement
humain, 2003.

Within this deep territorial disparity the position of women is still very critical and
objectively gets worse when poverty and illiteracy increase, as shown in the following
table.
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Table 2: woman’s development in the Arab world
According to an interesting survey carried out by the ESCWA (Economic and Social
Commission for Western Asia) the women of the Arab world, despite the substantial progress
achieved during the last ten years in the fields of education and health, remain the more disadvantaged
from the economic and political point of view at the worldwide level.
The survey, published in 2004, analyses the development of the feminine gender in the Arab
world1 taking into account only health, education, employment and political participation, disregarding
other aspects, such as access to credit, due to a lack of data.
Morocco is different in a negative way, because it is one of the countries where women are less
protected, esteemed and respected, and it is passed only by strongly fundamentalist countries, such as
Yemen and Iraq.
In the field of health, between 1990 and 2000, conditions were generally improved in all Arab
countries, thanks to the investments made by the local governments in the basic social services. This is
witnessed by the drastic reduction in the number of women dying during childbirth and by the increase
in births assisted by qualified staff. However, within the twenty two countries analysed there are still
very deep differences: in Morocco and in Yemen there are the most underdeveloped and worrying
situations.
In the field of education, as well as health, there has been substantial progresses: the average
adult literacy rate passed from 50 to 60%, while that of young people presently fluctuates between 80
and 100% in almost all countries. The difference between girls and boys concerning the type of
educational training is really particular: classical studies for the former, scientific subjects for the
latter. Therefore, the woman’s entry in the work world, especially in decision-making positions, is
further compromised.
In the field of work, the female participation increases when the country’s income level
decreases. Mauritania, Somalia and Morocco are countries where the female workforce is more
present. However, women have the worst-paid jobs, which typically is farm work in the agricultural
oriented countries or employment in the service sector in the Gulf area countries. Their less qualified
professional profile and the historical opposition of families make the female unemployment rate
higher and higher, if compared to the male one.
In the field of political participation, in all Arab countries women have very poor visibility
and representativeness. Surprisingly, Morocco is one of the countries where there is the highest
number of seats in parliament held by women. This data, actually, is not strange at all, taking into
account the fact that female underdevelopment and the clear female marginalization can be ascribed to
the weak social and economic conditions of the country, rather than to the cultural and religious
rigidity.
The international community considers that to recognise women’s rights and to reach equity in
the relations between genders are fundamental steps for the social and economic progress of all
cultures. Governments should be able to stimulate and guide this growth path, preventing
discriminations through their most effective tool: the promulgation of laws protecting the woman’s
private life and her role as a worker, just as for man.
Source: ESCWA (Economic and Social Commission for Western Asia), Where do Arab women stand in the
development process?, 2004.

Although the situation is improving if compared to the last available data that
date back to 1999 and showed in the third table (on average, forty per cent of the
inhabitants of the rural zones have access to drinking water, electricity and health
services), large groups of the weakest population are still extremely slow in the growth
and social and economic development processes. The plan prepared by the government
1

In the above mentioned survey, 22 countries were evaluated: Algeria, Bahrain, Djibouti, Comoros, Egypt, Iraq,
Jordan, Kuwait, Lebanon, Libya, Mauritania, Morocco, Oman, Palestine, Qatar, Saudi Arabia, Somalia, Sudan,
Syria, Tunisia, Arab Emirates and Yemen.
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for the years 2000-2004, aimed at recovering the national economy even through the
reduction of isolation in the disadvantaged areas and the satisfaction of their basic
social needs, should be re-launched, in order to cover the entire national territory.
In the light of the situation described, the human development index (HDI),
which summarises the three main development elements – health, education and living
conditions – in 2002 was equal to 0,620, placing Morocco in 125th position out of the
evaluated 177 countries, just before the worst Arab country (Djibouti, HDI 0,454) in
154th place, but far away from the best Arab country (Bahrain, HDI 0,843), in fortieth
place.
Table 3: accessibility to basic social services
INDICATORS
% of houses with electricity
- urban areas
- rural areas
- national
% of rural villages with a primary school
- rural
Water: % of urban houses with a far less than 200
meters water source and % of rural houses with a
far less than one kilometre water source
- urban
- rural
% of houses with drinking water
- urban
- rural
- national
% of houses with TV
- urban
- rural
- national
% of houses with a parabolic aerial
- urban
- rural
- national
% of houses with rubbish-keeping service
- urban

PAST VALUE
OF
REFERENCE
1990-1991
84.7
11.0
51.5
1990-1991
52.5

MORE
RECENT
VALUE
1998-1999
86.1
15.6
55.9
1997-1998
72.6

1990-1991

1998-1999

74.7
84.9
1990-1991
76.0
42.0
1990-1991
86.2
30.4
58.9
1995
17.4
1.0
10.3
1991
84.8

94.4
82.1
1998-1999
78.4
5.3
48.1
1998-1999
94.3
42.7
72.3
1998-1999
28.8
2.5
17.6
1998-1999
85.1

Source: PNUD (Programme de Développement Durable), Country Fact Sheets, Human Development Report,
2004, pg. 101.

The Moroccan economy, as already mentioned, is undergoing a phase of change:
in fact, Morocco is preparing itself to turn from a mainly agricultural country into a
modern industrial state. Agriculture, services and tourism, mining and manufacturing
industries are the main supports of the Moroccan economy. Agriculture contributes
for all but 20% to the creation of the GDP and employs around 30% of the population.
However, the fact that it depends too much on the weather conditions – during dry
seasons production decreases by up to 50% –the instability of its contribution to the
country’s wealth worsens and the agricultural entrepreneurs’ risk increases. The
services sector represents approximately 50% of the GDP. Within it, tourism, even if
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hardly affected by the events occurred since the nineties up to more recent times,
represents approximately 8% of the GDP and it provides both formal and “informal”
job to half of the population of cities, such as Marrakech and Fès. This would be one
of the most promising sectors, if the peace perspectives and hopes became true. The
industry, which represents approximately one third of the GDP, is mostly made up of
microenterprises, roughly 400,000, among which only 6% employ more than 5
persons. Since the dimensions of the Moroccan industry are very small, the
government has intervened, on the one hand, in order to undertake a modernization
program and it has caused, on the other hand, a good breeding ground for the
microfinance institutions’ activity operating, as expected, in favour of the smallest and
weakest economic initiatives’ and without the assistance of the formal financial
system. However, the modernization and development of the Moroccan industry are
essential in order to gain benefit from the free trade agreement signed with the
European Commission in 2000, which foresees the pulling down of all commercial
barriers within 2012 and a program of considerable foreign investments for the
development of the country’s infrastructures2. In return, further to the access to new
markets, the EU has required the Arab partner to have a more rigorous control of the
continuous migratory flow and the substantial replacement of heroine and cocaine
growing with other agricultural products. Summing up, the following table shows the
main economic variables and their evolution over the last five years.
Table 4: the main economic variables of Morocco
Indicators
Inflation rate
Interest rate on deposits
Interest rate on loans
Spread of the interest rates
Exchange rate (dirham per 1 USD)3
GDP(millions USD)
National debt/GIP

2003
1.17%
3.78%
12.56%
8.78%
8.75
44.491
90.69%

2001
0.62%
5.04%
13.25%
8.21%
11.56
33.901
87.16%

1999
0.68%
6.39%
13.50%
7.11%
10.09
35.249
78.12%

Source: data from World Bank.

2. THE MICROFINANCE SECTOR IN MOROCCO
The first microfinance experiences in Morocco should be dated back to the mid
nineties, but thanks to the international co-operation support and to the local
government itself, the sector has seen an extraordinary growth, enough to become the
biggest and the most representative one of the entire Arab world. It is important to
underline the fact that the microfinance activity, during its first ten years of
development, has coincided with the microcredit activity and that only recently there
2

Within the Morocco-EU commercial agreement, in autumn 1999 the French and the Moroccan Prime Ministers
signed the “ligne PME-PMI” financial protocol foreseeing the allocation of 30. million euros at a special rate, in
favour of the small and medium size North-African enterprises, which are characterized by an heavy undercapitalization and by massive self-financings. Among the potential beneficiaries’ basic conditions, as well as
their small dimension and the use of credit to modernize production, the forced purchasing of goods and services
of French-origin for the production process play a significant role.
3
In 2004 the Moroccan currency weakened and it was exchanged at approximately 10 units per one dollar
(Dirham/USD = 9.95).
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has been need to diversify the offer with new financial products. The Moroccan
microcredit institutions altogether were serving, in 2003, 42% of all active clients of
the Arab world, managing a portfolio of more than 61 million dollars. Such success
can be ascribed to only two institutions, Al Amana and the Zakoura Foundation, which
hold 73% of the market, a percentage which rises up to 90% when the third and most
important actor, the Fondation Banque Populaire, is added. Therefore, the sector,
despite the fact that it is made up of 11 institutions, is really concentrated.
Microcredit in Morocco (see table 5) differs not only for its dimensions, but also for:
its strong orientation towards the poorest population. The depth of its
penetration into the weakest society, measured by the relation between the
average loan on the GDP per capita, is the highest of the entire Arab world,
thanks to concomitant factors: on the one hand, the real needs of an informal
sector contributing to create 25% of the gross internal product and employing
almost half of the non-agricultural workforce and, on the other hand, the
presence of a developed financial system which is open towards most of the
formal production (see table 6), forcing microfinance in this way to concentrate
itself on those who have been “excluded”. Given the type of the served target,
the institutions have chosen to allocate almost exclusively group loans –
individual allocation secured by group guarantee – comprising the average
amount per unit between 100 and 200 dollars. Finally, the female clients
prevail, as they are predominant in the poor and isolated strata of the
population everywhere in the world;
the high concentration in urban areas. The microcredit offer has been
concentrated, from the very beginning, in the suburban areas of the big cities,
in order to mostly finance non-registered entrepreneurial microactivities, acting
in craftsmanship and commerce. On the contrary, it seems that only 3% of the
demand coming from the rural areas is satisfied and only a minimal part of it
supports agriculture.
But why do the microcredit institutions pay so little attention to those areas of
the country where poverty is concentrated and where the agricultural activity is
mostly carried out, still covering 18% of the GDP? The reasons are very clear:
excessive costs and risks for the operators who, by law, must be completely
self-sufficient within the first five years since the start of the activity. In fact, in
1999 the Moroccan government approved a specific law concerning
microcredit, which limits the operation field and influences the institutions’
management strategies and policies (see table 7).
The villages in the mountains are hardly accessible by the main roads, they are
distant and isolated from each other. The agricultural activity is too risky,
because it is at the mercy of rains. As a consequence, running costs and the
insolvency risk connected to rural microcredit programs have not allowed the
institutions to concentrate themselves on these areas, in order to reach, between
1999 and 2004, the primary goal of self-sustainability. Only with a strong
structure and a well-established experience is it possible to gradually increase
the portfolio risk profile, through the customers’ territorial differentiation.
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the complete self-sustainability of its institutions. In order to respect the
binding force of law, the microcredit institutions have oriented themselves
towards the greatest efficiency and the achievement of operative and financial
sustainability. Having started the activity thanks to donations or foreign funds
that lately merged to corporate capital, the excellent results achieved – the
extremely good recovery rates, almost 100%, and the credit officials’ high
average productivity, equal to 230 clients per operator – have allowed the
institutions to finance themselves not only through their own capital and
capitalized income, but also through subsidized rate bank loans.
Table 5: the key figures of the microcredit spread in Morocco
Data
Number of active clients
Loans portfolio (USD)
% of female clients
% of rural clients
Average loan per unit (USD)
Average loan per unit / GIP
Estimated penetration of the served market

2003
300.000
61.000.000
75%
23%
100-200
14%
92%

(on the basis of the national poverty line )

Estimated penetration of the served market

45%

(on the basis of the national poverty line + 20%)

Source: data from UNCDF (United Nations Capital Development Fund), Microfinance in the Arab
States, September 2004.

Table 6: the bank system in Morocco
The Moroccan bank sector was completely reviewed in 1993, when the new banking
law, replacing the old regulation of 1967, was publicised. The revolutionary concept of
universal bank, promoted by the Community Directives at the beginning of the nineties, took
root in the North-African country too, sweeping away the out-of-date subdivision between
“banque commerciales”, authorized to perform short-term (2 years) loan and deposit
operations, and “organismes financiers spécialisés (OFS), specialized in financing the
productive investments. The other relevant aspects of the new law, further to the unification
of the legal context, are the creation of three specific institutions, with different tasks within
the monetary and credit policy, and the adoption of mechanisms and tools, which are typical
of the prudential supervision, aimed at better protecting the final investor.
The bank sector is strongly concentrated. The first three institutions, le Groupe Banques
Polulaires, la Banque Commerciale du Maroc and the Banque Marocaine pour le Commerce
Exteriore held, at the end of 2003, more than 50% of the market. The territorial coverage is
rather weak (one bank counter per 17,000 inhabitants in 2001), because it was concentrated in
the big cities, serving the basic economic activities of the country and those of the well-to-do
private customers. It is estimated that the “bancarization” rate is approximately 20%.
Within the formal financial system, there still is an important sector of consumer credit,
allocating small non-targeted credits having rather quick procedures. However, its target does
not correspond to the one of microfinance, because it is for the medium/low-income, but not
for the poor or economically weak population.
Therefore, it seems that microcredit does not have external competitors: in effect, not
even the traditional banks show any interest in that. A couple of attempts to create some
departments devoted to this activity remained isolated experiences.
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Table 7: the main features of the “Loi n°18-97” concerning microcredit
Morocco and Tunisia are the only Arab countries having a specific regulation
concerning microcredit. Given the general need to enhance this sector and the institutions’
specific need to take the legal status of “Association d’Utilité Publique” allowing them to
make completely tax-free donations, it became operative in 1999.
The main features of the law n° 18-97, reviewed in 2004, article 2, are the following:
- art. 2: microcredits are all those credits allowing economically weak people to 1)
create or develop a production or service activity for their economic growth; 2) to buy, build
or renovate their dwelling; 3) to supply themselves with electrical systems or guarantee the
gas and drinking water supply4.
The loan cannot be over 50,000 Dirham (500 USD);
- art. 3: the microcredit associations can carry out those activities strictly correlated to
the credit activity, such as training and technical assistance, but they cannot collect deposits;
- art. 5. all microcredit associations must be authorized by the Minister of Finance to
carry out the activity;
- art. 6: the associations must reach independence and financial sustainability within the
first five years of activity, submitting an appropriate and secure financial plan together with
their authorization request;
- art. 8: the lowest and highest legal interest level that can be applied to the microcredit
operations is fixed by decree by the Minister of Finance;
- art. 9: the microcredit associations must notify the public of the conditions applied, by
putting them up in all their branches;
- art. 14: it is compulsory to set up an internal control committee, whose task is to
monitor the activity and to draw up an annual report;
- art. 21: the microcredit associations are obliged to become members of the National
Federation of Microcredit associations, whose task is to settle ethical rules and take care of
the internal and external co-operation relations, aimed at promoting the sector’s development
(art. 23).

At the beginning of 2005, the international year of microcredit, the government
launched a new challenge to the Moroccan institutions: to take part in the national
program of “généralisation de l’accès aux services de base”, or rather to contribute to
the realization of the main axis of the recent Moroccan political and economic
strategy. In fact, in order to reach the objective of reducing poverty by at least of fifty
per cent within 2015, set by the Millenium Goal and aimed at modernizing the
country, the government has gathered all public and private actors in order to extend
the access to basic services – drinking water, reclamation and electricity – to the entire
population, even and especially to the suburban and the rural areas. This is an
extremely difficult and hard task: there are several technical difficulties to be faced
when working in problem areas, really far away from the cities and where sometimes
there are already very basic water and electrical systems, and where the financial
commitment required for establishing the public and private infrastructures is really
heavy. Finally, it is also important not to forget the psychological, social and economic
aspects of the main beneficiaries of the initiative, the weakest and poorest population,
located in degraded and very isolated areas. In fact, an awareness campaign must be
4

The text of the article corresponds to the last version, modified in 2004.
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carried out extremely carefully and in respect of the local usages and customs.
Moreover personalized and subsidized payment tools and conditions must be provided.
But since their ability to reimburse is not granted, the access to basic services should
come with the possibility to develop economic activities able to make profits and to
improve the beneficiaries’ family income.
In the light of what has been said so far, how should the microfinance institutions
intervene? How can they take part in the planning and the implementation of this
ambitious development project?
Their role is very important, since they represent the link between the “official”
civil society, here represented by the government and the enterprises that will carry out
the works, and the main beneficiaries of the program, who live in completely informal
social and financial contexts. In fact, thanks to their more than decennial experience in
the field of microcredit, they have established relations of acquaintance and mutual
trust with the target population and they have taken root in the weakest areas of the
country. In order to assure the population’s approval, which is essential for its cooperation during the infrastructures construction and its availability to bear the costs of
the services delivered, the microcredit institutions are called to act on different levels:
to offer information services, in order to show to the beneficiaries the national
program for the access to basic services and possible financing methods;
to propose new specific microcredit products, in order to allow the weakest
beneficiaries to receive the advance of the financing in cash, required from each
potential user for the implementation of the branches of the sewer plants, water
and electrical systems, further to other loans, if necessary, in order to meet the
deadline set by the program;
to extend the traditional microfinancing offer for the entrepreneurial
activity, to all those who will access to basic services. The fact that the growth
or the creation of profitable economic activities are crucial elements for
supporting a more integrated and stable development of the involved territories
has already been highlighted. The same program offers the possibility to create
new entrepreneurial activities in close contact with those enterprises supplying
the basic services. Due to the geographical dispersion of the populations that
will be reached soon, the running costs of the relations with the consumers
would be extremely high, such that it is straight away preferred to create
synergies between the supplier and some local entrepreneurial realities, dealing
with the periodic distribution of the bills and with the collection of payments.
3. EVALUATING THE IMPACT OF MICROCREDIT IN MOROCCO
In 2004, on the eve of the international year of microcredit, the Minister of
Finance and the National Federation of Microcredit Associations entrusted Planet
Finance with an impact survey, in order to evaluate the consequence of its own
operation on the clients’ socio-economic conditions and to better understand their new
needs, after ten years since the start of the activity. The survey, carried out along with
the Economic Sciences Faculty of the University of Fès, analysed a sample of 1287
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people, clients of the eleven microcredit institutions acting in Morocco, located in
seven different regions.
The sample’s characteristics are as follows:
majority of female sex (68%);
average age (39 years old);
low education level (44% of the interviewees are not able to read, but 89%
are perfectly able to count);
semi-extended family (on average 1.8 children and 3.7 adults);
very poor economic conditions (average expenditure per capita equal to 475
dinars per month, or rather 1,7 USD/day);
microactivities mostly carried out in the sector of commerce and
handicraft/industry5 (commerce 44%, handicraft industry 39%, services
10%, agriculture 6%);
The sample was subdivided in three groups, according to the seniority of their credit
relation with the institution. Therefore, the following groups were identified:
-

senior clients (more than 3 years of seniority);
medium clients (between 6 months and 3 years of seniority);
young clients (less than 3 months of seniority).

The variable “seniority of the relation” and the client’s initial poverty stage, are
those elements having the highest influence on the positive impact of microcredit on
the beneficiary’s life standard and on his entrepreneurial activity.
The survey, carried out using both the quantitative and the qualitative methods,
evaluated the impact of microcredit on three levels:
1) on the economic activity, in order to verify the post-financing changes on
sales, profits, investments, numbers of employees, access to the markets,
activity diversification;
2) on the family, in order to measure income, consumer expenses, personal
property, education;
3) on the individual, in order to know his/her perception of the change for
concerning autonomy, self-esteem, health, education of the children.
The more significant results, according to the subdivision identified by the
researchers, are as follows.
1) The impact of microcredit on the economic activity.
The results of the survey demonstrate that microcredit allows its beneficiaries to
significantly improve the economic results of the microentreprises, especially in those
5

On average, because of the type of the surrounding environment and of the activity carried out, the production
process is developed within small communities. The final products, which have a daily or weekly life circle, are
generally sold on the client’s premises (40%), or at the market (26%) or on the neighbours’ premises (24%).
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cases in which the stability and the duration of the credit relation are such as to allow
to gather the revenues of the investments realized.
The senior clients’ profits, in fact, are 38% higher than the new clients’ ones, 1800
Dinars per month compared to 1300 Dh, as well as the investments, almost all devoted
to the purchase of raw materials at the expense of equipment and other durable goods,
that are 36% higher than the newly entered clients’ ones. Furthermore, after the first
year, the profits already increase by 4,4% and the investments by 5,5%: these results
undergo an exponential growth in only three years.
Furthermore, it seems that microcredit has a positive impact on the microenterprises’
employment possibilities but, since only a fourth of the sample hires employees, this
evaluation can only be partial.
Finally, a serious weakness comes out: microcredit doesn’t finance the starting of an
entrepreneurial activity, if not marginally (5% of the cases). It is rather addressed to
the development and the consolidation of already existing enterprises, partly betraying
the spirit of its founder Prof. Yunus, but above all taking away from the poor people an
irreplaceable social and economic redemption tool.
2) The impact of microcredit on the family.
The increase of the microenterprise’s profits is reflected on the income of the
family and on consumer growth, according to the positive correlation described above.
The longer the credit relationship, the higher the increase in profits, which, in turn,
leads to a higher contribution to the family income and consumer expenditures. In
numbers, the senior clients contribute to the familiar ménage with 54% against the
young clients’ 43%, thus financing a consumer growth which is three times higher.
Furthermore, the duration of the relation becomes the primary condition for improving
the dwelling conditions. The first economic extra-resources produced by the
microenterprise are spent on its working capital and on the family’s primary needs. In
time, any further profit can be used to meet the expenses for renovating their dwelling
or for buying those premises where the economic activity is carried out.
However, it seems that microcredit has a weak impact on its beneficiaries’ property
growth, even though it increases their saving ability. In fact, if only one year of
participation to the program increases, on average, the saving level of the 3,9%, less
than 10% of the sample realizes that their own property has increased, if wealth is
measured by the purchase of durable goods.
3) The impact of microcredit on the individual.
The third dimension of the impact analysis, that is the individual one, consists of
measuring the perception of the benefits coming from the involvement in microcredit
programs. In particular, clients have been asked to provide an evaluation of a series of
“material” indicators – nourishment, education, health and superfluous things – and of
“immaterial” indicators – autonomy, respect from their children and husbands,
conflicts and peace – .
The results are very heterogeneous, depending on the dimension under investigation,
but on the whole they are satisfactory, even if they are significantly influenced by
three characteristics of the client: the degree of poverty, the lack of education and the
fact they are women.
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Most of the clients (68%) declare they have improved their nourishment, while less
than half of them have felt a positive impact on their health (37%) and education
(36%). A minority (16%) having, without any doubt, the highest income, could even
increase the availability of superfluous goods and services.
So, if the evaluation of the “material” indicators seems to be quite moderate, the
satisfaction percentages rise if the “immaterial” indicators are taken into account. 68%
of the clients feeling their autonomy to be stronger will become 80-90%, if the sample
is limited to women only. Thus, the attainment of more peace in the family, stated by
57% of the sample, reaches greater proportions, if men are excluded. Lastly, the
impact of microcredit on the partner’s and children’s esteem, respect and regard is
positive, but still small.
Giving a final opinion on the impact of microcredit in Morocco in the light of the
results presented, it seems possible to confirm the conviction of several experts and
operators concerning the effectiveness of microcredit as a developing tool and in the
fight against poverty. The first strong signals of its effectiveness can be found in the
improved economic conditions and in the increased autonomy of those people who had
benefited by microfinancings. Financial resources and more freedom to act are what
push the economic, individual and social development of the single person and of the
entire community. It is not surprising to see that the first benefits are related to the
individual sphere, to the satisfaction of the primary needs, such as nourishment and
dwelling, and the immaterial needs, such as self-esteem and self-strengthening. Only
later and over longer periods, the positive impact of microcredit can involve the
education and the health spheres, for which individual effort is not enough if public
structures and services are weak or inexistent.
The Planet Finance’s survey, after having reviewed the various impactmeasuring indicators, ends up with an interesting analysis of the microcredit
demand, in order to provide the Moroccan National Federation of Microcredit
Associations, who had requested it, precious information about the clients’ different
needs and the new market opportunities.
Those interviewed declared to be entirely satisfied with the relation with the
institution, but criticized the technical conditions of the financings offered. The total
amount is too low, the loan duration is too short, the expiry dates for the instalment
payments are too close and the interest rates are slightly high: these are the reasons
why the Moroccan beneficiaries are disappointed. In particular, the first three elements
are often the reasons why clients leave the group and request more microcredits to
other institutions. In fact, the cross indebtedness is very frequent (32%) and it is
formally uncontrolled, since there is not a credit risk management devoted to this
purpose. The interest rate is, on the contrary, the less critical variable: in fact, its
relation with the total amount is rising, showing that the clients would be ready to pay
higher rates if the amount of the financing increases. However, starting from levels
around 20% the curve starts to flatten out, meaning that there is no availability to bear
a higher loan cost, even for more substantial total amounts.
The structure of the ideal credit, emerging from preferences expressed by the
interviewees, is as follows:
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long period:
instalments:
collateral:
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:

5700 dirham;
18%
12 months
monthly
group guarantee

It is worth noticing a considerable, even if moderate preference for different
kinds of guarantees: assets, guarantors or preventive savings.
In fact, the survey highlighted two unexpected facts: the microentrepreneurs’
saving ability, who on average are able to put aside 559 dirham, and the use of other
types of financial services, such as the bank account (21%), the saving books (20%)
and the tontine6 practice (22%). Therefore, the saving intensity and the search for
financial services different from credit underline the importance of product
diversification and of the regulation revision. In effect, with the abolition of the
prohibition to collect public savings, the Moroccan institutions could exploit this
substantial source of financing for the development of new kinds of guarantees and
could expand the volumes of their own activity, including the range of products. Once
more, the survey shows a high demand for loans for housing, satisfied by the
amendment made in 2004 to the text of the law, and for the consumer credit, which
cannot yet be satisfied by the microcredit institutions.

4. THE ZAKOURA FOUNDATION’S EXPERIENCE
The Zakoura Foundation, founded in 1995 by a Moroccan private citizen, is a
non-profit organization, whose mission is to fight poverty and to develop the sense of
public liability, through two tools: microcredit and education. In 1999 Zakoura was
split into two institutions:
Zakoura Micro Crédit finances the creation and the development of small
entrepreneurial projects, developed among the more disadvantaged strata of the
urban and rural population, giving priority to those women who do not have
access to any public assistance services or to the traditional sources of
financing;
Zakoura Éducation promotes education of children, adult literacy and young
people’s professional training7.
6

The tontine can be defined as a revolving savings and credit association. In fact, it consists of the creation of a
fund, made up of the savings of a group of people, generally belonging to the same family, community or
village, and used in turn by the group members to finance their projects. It is organized with a strong community
spirit, and it has solvency rates at 100%.
7
Some figures make it possible to understand the broadness and the importance of the activity carried out by the
Foundation struggling against the poverty and the isolation of the weakest segments of the population during the
five years of its activity: 6.270 students have attended school courses and more than half of them succeeded in
settling in the national school system; 27,520 adults, among whom 99% are women, have taken advantage of
literacy programs; 2,487 young people have learned a job thanks to professional training courses; 2,762 women
have attended health education programs, taking advantage of medical check-ups and vaccinations for their
children.
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Zakoura Micro Crédit, or simply Zakoura8, is the first Moroccan microcredit
institution for the number of clients it serves and the second one for the loans portfolio
amount, preceded by the leader, its only real competitor: Al Amana. Actually, the two
associations have divided the market between themselves, minimizing the overlapping
areas: Zakoura is more oriented towards the needs of the poorest people, both in urban
and suburban centres and in the rural areas, while Al Amana serves intermediate level
“unbankable” clients, only those living in the cities and their environs, offering them
more substantial financings (see table 8).
Table 8: comparison between the two leaders of the Moroccan market (data of 2003)
Data
Number of clients
Percentage of women clients
Loans portfolio (millions USD)
Number of employees
Number of clients per credit officer
Type of micro financings
Average loan size
(average group loan size)

Zakoura
159.900
96%
15.900
472
316
94% group loans
6% individual loans
170 USD
(100 USD)

Al Amana
88.850
60%
17.700
415
380
90% group loans
10% individual loans
300 USD
(180 USD)

Source: PLANET RATING, Zakoura Rating Report, 2004 e Al Almana Rating Reports, 2003.

The Zakoura Foundation’s typical client is female (96%, whom 20% of them are
widowed or divorced and have more than six children), illiterate (72%) and poor, with a
monthly average income equal to approximately 150 USD for a five-person household, or
rather 1 USD per person per day.
The financed microentreprises place themselves mostly in the commercial sector, that is
an activity which, thanks to the particularly short production cycle, leads to the creation of
value in a short period of time and to reimburse the debt on time. However, the rural credits,
within the loans portfolio, are gaining more and more importance: the data of 2004 show that
27% of the financings have been granted in favour of agricultural activities (see table 9).
The institution’s development plans follow two guiding principles: further expansion of
the structure, doubling the clients’ number, and investments aiming at increasing its presence
in the more disadvantaged rural areas of Morocco. These goals are ambitious, but not
impossible, given the wide area of the chosen target and the almost total lack of competitors
interested in operating outside urban centres.

8

Since the present paper is focused on the analysis of the Foundation’s experience in the field of microcredit, the
name Zakoura will be used with reference to the Zakoura Micro Crédit, for the sake of brevity.
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Table 9: distribution of loans portfolio per financed sectors and geographic area (data of 2004)
Distribution of loan portfolio per activity sector

handicraft
10%

other activities
7%

commerce
agriculture

agriculture
27%

commerce
56%

handicraft
other activities

Distribution of loan portfolio
per geographic area

rural area
44%

urban area
56%

urban area
rural area

Source: FOUNDATION ZAKOURA CREDIT, Présentation institutionnelle, Avril 2005.

The main financial product offered by the institution which meets the needs of
the described customers is the group loan, a form of individual financing secured by
collective guarantee, destined to the creation and the development of small
entrepreneurial activities. Having formed a group of five members, belonging to
different families and committed to different economic activities, the loan is
subdivided among all members, who are committed to mutually guaranteeing its
punctual and total reimbursement. The product has the following technical
characteristics:
-

size:
it is progressive from 500 to 5,000 dirham (50 and 500 dollars);
duration:
23 or 35 weeks;
interest rate: 2% weekly, which corresponds to an effective annual rate of
approximately 49%;
instalment: weekly9.

The granting of the loan is based on the preliminary analysis not only of the
microentrepreneurs’ economic situation, but also of the group’s solidity. After having
9

Each week, when the loan is granted and every time the following instalments are paid, the institution
organises free courses of business management and social awareness about topics such as health, hygiene,
women’s rights, education of the children, aiming at contributing to the personal growth of its own clients.
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verified the validity of the guarantee, given the context and the low amount, it is rather
simple to evaluate the clients’ solvency: the credit agent gathers information about the
microenterprises’ current and forecasted income, the type of personal property they
possess, the family composition and its life conditions.
If, during the data collection, it emerges that the potential client is at the same time in
debt towards another microcredit institution, he will be automatically rejected. This
case can occur where microcredit is very much present, such as in Fès, where there are
five institutions. Moreover, at a national level Zakoura has the better coverage and has
a well-established good reputation, so much that often the contact is made thanks to
the potential client’s initiative and not through the institution’s marketing operations.
Its five regional agencies in Tangeris, Fès, Casablanca, Marrakech and Agadir, further
to the Casablanca premises, make it possible to control all the territory, from northwest to centre and south.
The second financial product, in order of introduction, is the individual
“microenterprise” loan, conceived in 1996, but spread in 2003, destined to the
creation of formal microenterprises and to the satisfaction of the group loan senior
clients’ demand, having different and more substantial financing needs. The structure
of the product having a variable total amount between 5,000 and 25,000 dirham (500
and 2,500 USD), an expiry of 12, 18 or 24 months, that can be refunded on a monthly
basis at an annual effective interest rate of 18% and any guarantee request, has been
met with an outstanding success, especially among the old beneficiaries of the group
loans, for which the low amount of the group credits were strongly limiting the
microenterprise’s possibility of growth. At the end of 2004, however, the individual
“microenterprise” loans represented less than 3% of the portfolio, a percentage that
will not rise, according to the Zakoura’s expansion strategies in new extremely
disadvantaged rural markets.
Finally, at the beginning of 2004, the Foundation launched five new products,
that are still in the trial and development phase, but destined to reach significant
figures, especially if the national program aimed at giving access to basic services in
the rural areas will be realized. In fact, some of these products are linked to the
programme. The others come from the new opportunities that the regulation reform
offers to the microcredit institutions, some others are offered by Zakoura’s specific
strategic plans. In detail, they are loans for:
electrification through solar energy, devoted to the rural population wishing
to provide their houses or firms with a photovoltaic electric system;
drinking water and electricity, aimed at creating private connections to the
national plants for drinking water and electric power in the urban and suburban
areas of Casablanca, Agadir and Taroudant;
the housing, that can be used for renovating, for building in rural areas, for
buying council houses, becoming part of the wider national plan to fight
unhealthy housing;
rural tourism, proposed to improve the rural inhabitants’ income through the
financing of small tourist initiatives, such as fitting out a part of the housing to
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host tourists, organizing excursions or buying a donkey and a cart for the
transportation of visitors;
farming, having the technical characteristics appropriate to the times of the
activity such as, for example, very low instalments during the animals’
fattening weeks and much higher instalments when the sales take place. This is
the only type of loan, among the new products in the list, that is allocated to
group guaranteed groups.
The following table shows a summary of the characteristics and conditions of all
financial products included in Zakoura’s portfolio.
Table 10: Zakoura Foundation’s products (data of 2004)
Characteristics

Group loans

Type
Loan size (MAD) 10
Effective interest rate
Periodic instalment
Long term range
Collateral
% on the total portfolio
(June 2004)

Group loan
500 – 5.000
approx. 49%
weekly
23-35 weeks
group guarantee
96,4%

Characteristics

Loans for solar
energy
individual
5.000 – 9.000
approx. 21%

Type
Loan size (MAD)
Effective interest rate
Periodic instalment
Long term range
Guarantee
% on the total portfolio
(June 2004)

monthly
12-48 months
co-guarantor
0,2%

Microenterprise
loans
individual
5.000 – 20.000
approx. 18%
monthly
9-24 months
co-guarantor
2,7%

Loans for rural
tourism
Group loan
5.000 – 20.000
approx. 21%
monthly
4-36 months
group guarantee
0,6%

Loans for drinking
water - electricity
individual
1.000 – 10.000
approx. 21% or
31% on the basis of
the loan amount
monthly
9-36 months
co-guarantor
0,1%

Loans for housing
individual
2.000–30.000
approx. 12% or
18% on the basis of
the loan amount
monthly
6-60 months
co-guarantor
-

Having investigated the defined dimension, using the common English term
outreach, that is the poverty level, and excluding the institution’s target clients, the
analysis is carried out according to the classical method, summarized in the graph
showing the “triangle of microcredit”. The three vertexes of the triangle correspond to
the three key aspects of a program or to an institution: outreach, sustainability and
impact. A separate paragraph will be devoted to this last aspect, as has been done for
the impact analysis of the entire sector, while here some remarks about the financial
performances will follow.
Zakoura has a medium-big size, highly decentralized structure: out of 531
employees, at the end of 2004, only 38 of them were located in the central
headquarters. Having 63 agencies in five regions, it has organized the decision-making
process of the credit allocation, giving full trust and autonomy to every single branch,
10

1 MAD, one Dirham corresponds approximately to a tenth of a dollar (MAD/USD = 10)
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co-ordinated and supervised by the regional agent. The staff’s extreme closeness to the
served clients, particularly in the rural areas, and the excellent background assured by
internal training courses for the credit operators or at the more valued international
institutions for those people with higher responsibilities, contribute to assuring the
extremely good quality of the portfolio that Zakoura can boast. At the end of 2004, the
recovery rate was equal to 99.72%, while the PAR›1, that is the indicator measuring
the loans amount on the total portfolio for which the reimbursement is delayed for
more than one day, it is lower 1%. Its extremely good quality has not been altered at
all by the rapid increase of the loans portfolio, on average equal to 50% during the last
four years.
High yield rates and low running costs characterise the profitability of the credit
activity and the general institution. In fact, the portfolio yield rates remain very high,
even if they are decreasing (44% in 2002, 39% in 2003), because of the introduction of
the individual loans for the microenterprise, whose effective interest rate is much
lower than the one of the group loans. On the contrary, the operational costs have
progressively reduced from 40% in 2001 to 27,5% in 2003, thanks to the staff’s good
productivity and to its size growth allowing to exploit economies of scale. The
expansion plans in the rural areas and the development of the new types of loans
should have a negative effect on profitability and slightly increase the portfolio risk
profile.
Therefore, Zakoura is a stable and profitable institution, completely self-sufficient and
with an extremely good reputation on the market (see table 11): these characteristics
have allowed it to diversify its financing sources, receiving commercial loans granted
by the Moroccan banks and, during the last year, by the European Investment Bank,
that has allocated more than four million euros to support the microfinance sector in
Morocco.
Table 11: profitability and self-sustainability
Indicators
ROE
Debts /share capital
Operative self-sufficiency
Financial self-sufficiency

Dec. 2001
3,7%
27,5%
110,5%
104,4%

Dec. 2002
9,3%
43,9%
126,3%
120,0%

Dec. 2003
13,1%
61,6%
134,5%
123,6%

Oct. 2004
26,5%
98,2%
172,6%
156,5%

Source: PLANET RATING, Zakoura Rating Report, 2004.

5. EVALUATING THE IMPACT OF ZAKOURA’S ACTIVITY
The Zakoura Micro Crédit’s activity has been subjected to a specific impact
analysis in 2000, in the framework of a UNCDF program, the United Nation Capital
Development Fund, named MicroStart. It is interesting to notice how the results of this
survey, although carried out four years before the Planet Finance’s survey about the
entire sector of the Moroccan microcredit11, emphasise very similar, if not the same,
strengths and weaknesses.
11

The direct and accurate comparison between the two impact surveys has been compromised, in the Planet
Finance’s survey, by the lack of separate data for each institution. However, the comparison between the
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Also in this case, the impact analysis was carried out on three levels:
1) on the microenterprise;
2) on the family;
3) on the individual;
using a sample of 417 persons, including 190 of whom clients of the institution, 108
non-clients and 119 former clients, located in three different regions of Morocco, Fès,
Kenitra and Tetouan. The sample involves only women, among which:
44% are under thirty years old;
70% are illiterate;
71% are married women;
25% are the only ones earning an income in the family;
55% are working in small commercial and production activities.
The main results of the survey for each of the three levels investigated are as
follows:
1) The impact on the microenterprise.
The benefits of microcredit on the microentrepreneurs’ economic activity are
very clear: Zakoura’s clients, if compared to non-clients, are able to make higher
profits and use these profits for developing and, in some cases, diversifying the
activity. Those interviewed declared that the increase of the circulating capital, the
enlargement of the working space, the opening of new stores, the reduction of the unit
costs thanks to economies of scale resulting from greater volumes and the increase of
personal property, are the positive effects of microfinancings. Some comparative data
between clients and non-clients allow us to better understand this phenomenon: on
average, clients’ businesses have sales higher by 17%, if compared to the non-client’s
ones, and have profits that are 19%. higher. The difference between sales and profits is
even more significant, if we consider that the participation to Zakoura’s microcredit
programs allows 14% of its clients (compared to less than 3% of non-clients) to start a
second activity, whose sales and profits are respectively 58% and 43% higher than
those of non clients.
Finally, Zakuora’s beneficiaries seem to be much more clever and “professional”
at managing the microenterprise, thanks to the training courses and to the technical
assistance that the institution has added to the allocation of loans.
2) The impact on the family.
The increase of the microenterprises’ profits has positive effects on the
microentrepreneur’s family. 51% of the clients, in comparison to 25% non- clients, say
they have increased the family income but, even though nourishment remains the
primary need felt by the sample, only the 35% of the microcredit beneficiaries declares
to have improved their diet from a qualitative and quantitative point of view. It is
Zakoura’s specific situation and the entire sector’s general situation is important all the same, given the
Foundation’s extreme concentration and its relative importance.
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difficult to explain this data, even and especially because 92% of Zakoura’s clients
affirm they have bought high value personal property, such as TV sets, bicycles,
refrigerators, mobile phones. In order to provide valid justifications, it would be
necessary to have further information about the duration of the credit relation and
about how they have been broken down by income bracket, as long as there will be no
need to turn to possible surveying errors or false and distorting declarations.
Finally, taking part into microcredit programs seems to have positive, but not
relevant effects on the improvement of the housing conditions and on the children’s
education.
3) The impact on the individual.
The last level of the analysis consists of evaluating the effects of microcredit on
every single beneficiary’s individual development. The results are without doubt
positive: they not only emphasise an increase of the personal income of Zakoura’s
clients in comparison to the non-clients, but also the acquisition of better professional
skills and more decision-making autonomy.
In general, the impact of microcredit on the Zakoura Foundation client seems to
be positive, taking into account the fact that the analysis covers a relatively short
period of activity and it precedes the institution’s expansion and consolidation phase,
started in 2000. Even if its results are partially less clear, the survey is in line with the
analysis carried out four years later: microcredit is an excellent tool for social and
economic development. The weaker the client’s basic conditions, the longer the use of
microfinancing. Willpower and patience are necessary to get benefits sufficient to
redeem the individual in all his/her aspects, the economic and the human ones: time
will favour those, who will persevere in the daily struggle showing the greatest belief
and the greatest commitment.
The satisfaction of Zakoura’s clients is the highest, confirming the utility and the
effectiveness of microcredit for those who have been excluded from the formal
financial and social system. The reasons for satisfaction can be found in the access to a
source of capital, in the support by the group guarantee and in the interest rates which
are lower than those applied by other loans institutions, microcredit institutions and
usurers. Even 75% of the former clients would recommend this experience to friends
and relatives, even without the changes suggested by the sample itself. Actually, the
analysis of the demand points out some critical and unsatisfactory aspects of the
products offered. The clients ask for higher financings and more flexibility while
defining the technical characteristics of the loans, since the production cycle and the
consequent ability to reimburse them have completely different phases, depending on
the financial activity. The small size of the loans and their extremely expensive cost
are the two main reasons for clients leaving the program.
Zakoura, over the following four years, took into account all suggestions
indicated by the sample, adopting particular conditions for the rural loans, cutting
down the expenses and, more recently, diversifying the product range.
There is still a last worrying and unsolved data (confirmed by the analysis of
Planet Finance): more than 70% of the sample is exposed to crisis and unexpected
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events without the means to face them, but the illegitimate use of microcredit. In half
of the cases, the small entrepreneur is struck by health problems.
It is therefore necessary to offer insurance tools and to show how to make savings, the
only available means for gathering financial resources in case of difficult situations. In
this context, an agreement between Zakoura and the Moroccan Post has been signed,
aimed at favouring the opening of saving books by the institution’s clients.
In fact, Zakoura, even if it believes it is necessary to show the beneficiaries how
to make savings and to use them as a security reserve fund, doesn’t wish to make any
change to the law and the abolition of the prohibition to collect public savings. It
believes it doesn’t have the appropriate structure, knowledge and skills to carry out a
“job” which is completely different from the loans disbursement. Furthermore, the low
amount of savings estimated deters investments in this possible new initiative.
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1. PRESENTATION DE L’INSTITUTION
FONDEP est une association sans but lucratif régie par le dahir du 15 novembre
1958 (complété par celui du 10 avril 1973). Elle a été établie en 1996 par initiative
d’un professionnel, M. Mouatassim Belghazi (actuel Président de l’institution), et a
entamé ses premières activités de micro-crédit en 1997.
Le 10 mars 2000, après l’adoption du nouveau cadre juridique sur le microcrédit (loi n.18/97 promulguée le 5 février 1999), la gouvernance de FONDEP a
constitué l’association FONDEP Micro-crédit, qui est totalement consacrée aux
activités de micro-finance et fait partie de la FNAM (Fédération National des
Associations de Micro-crédit). Pour la réalisation des activités non-financières
(alphabétisation, formation, promotion sociale, etc.) on a créé une seconde
organisation: FONDEP Développement.
Données Générales (December 2004)

• Nom de l’institution: Fondation pour le Développement local et le Partenariat –
FONDEP Micro-crédit.
• Adresse: 17, rue Cadi Sanhaji, Pinède – Souissi II – Rabat 10.000 – Maroc.
• Tél: +212 (0) 37.75.48.09
• Site web: www.fondep.org
• E-mail: contact@fondep.com
• Année d’établissement: 1/1/1996.
• Statut légal: organisation non gouvernementale, à but non lucratif.
• Région: le Maroc.
• Structure:
- Assemblée Générale (AG). L'AG de la Fondation, qui se réunissent
annuellement, est composée de seize membres. Elle désigne un Conseil
d'Administration (CA) chargé de la mise en oeuvre des programmes et des
projets arrêtés par l'Assemblée.
- Conseil d'Administration (CA). Le CA, formé de six membres avec
différents profils professionnels, est élu par l'AG de la Fondation pour une
période de trois années et il est chargé de la mise en œuvre, de la gestion et
du suivi des projets réalisés par la Fondation conformément à son objet
social.
Le CA élabore et soumet à l'AG: le plan d'action; les rapports moraux et
financiers; toute proposition de modification des Statuts, de création de
commissions ou de modification des procédures de gestion administratives
et financières. Il se rencontre tous les six mois et des comptes-rendus
formels sont tenus pour chaque rencontre.
Le CA, par ailleurs, reçoit les actes d'examens et d'études préalablement
élaborés par le Comité de Gouvernance et de Pilotage.
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Membres du CA
Moutassim
BELGHAZI

Fonction
Président

Mustapha
AMAHZOUNE
Nour-Eddine
HIJRI
Mohammed
BELGHAZI
Jaouad
ALAMI
MASMOUDI
Abdelmalek
MOUFEDDAL

Auditeur
Conseiller
Conseiller
Conseiller
Conseiller

Background et profession actuelle
Expert en Sciences d’Information et en
Management d’Entreprises.
Administrateur de Sociétés
Expert Comptable
Economiste. Inspecteur Régional
d’Education
Professeur Universitaire – Chercheur
Directeur du Département Projets
Spéciaux et Accompagnement des
Programmes
Cadre Supérieur de l’Administration
Publique

Comité de Gouvernance et de Pilotage. Le Comité de Gouvernance et de
Pilotage, constitué par des représentants du CA et des principaux
départements, est une plate-forme de coordination permanente entre le CA,
le Président et les structures opérationnelles. Il s’agit donc d’une structure
qui assiste et oriente le CA ainsi que l’ensemble des structures de la
FONDEP Micro-crédit tout comme elle contribue à la mise en œuvre des
programmes. Le Comité procède aussi à l’examen et à l’étude préalables, en
préparation des questions et thèmes à débattre au sein du CA.
Le Comité de Gouvernance et de Pilotage, dans la gestion de son calendrier
d’activité, est saisi en réunion préparatoire suivie d’une réunion
délibératoire.

• Nombre d’agences régionales: 24 (28 à Juin 2005)
• Nombre d’agents de crédit: 112
• Nombre total de personnel: 137
Nombre
Dec. 2004
Agences régionales
24
Personnel total
137
- Agents de crédit
112
- Autre personnel (au siège)
25

Dec. 2003
12
93
70
23

Dec. 2002
12
61
42
19
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La mission
La mission de FONDEP est de favoriser le développement économique et social
au profit des populations les plus vulnérables excluses du marché du travail et du
financement.
Le marché cible est représenté par les pauvres (notamment les femmes) en milieu rural
et, seulement très récemment, urbain.
Dans le but de contribuer à la lutte contre la pauvreté et à l’émergence
d’initiatives productives individuelles et collectives, FONDEP finance des microprojets générateurs de revenus et des projets d’amélioration des conditions d’habitat et
d’accès aux services essentiels.
Le positionnement sur le marché
FONDEP se positionne sur le marché de la micro-finance marocaine comme «la
grande des petites» ou «la petite des grandes»: elle figure parmi les premières quatre
institutions de micro-crédit au Maroc mais sa présence est encore réduite par rapport
aux trois principaux concurrents (4,5% du marché en termes d’encours et 5,1% en
termes de nombre de clients actifs).
Les principales institutions de micro-crédit au Maroc
Nombre de clients
Nom
Encoure de crédit
actifs
(euro)
Al Amana
FBPMC
Zakoura
FONDEP

36.450.000
18.080.000
15.940.000
2.880.000

160.000
70.000
175.000
20.485

Montant moyen des
crédit en cours
(euro)
228
258
91
141

Source: MICROFINANZA RATING, FONDEP Rating, Février 2005, pag. 8.

La taille des prêts octroyés par FONDEP est relativement petite, surtout par
rapport à Al Amana et FBPMC; ce qui se doit essentiellement à son intervention en
milieu rural.
En effet, le concurrent le plus direct de FONDEP est la Fondation Zakoura, en
considération des produits offerts et de la population cible desservie (Zakoura
s’adresse de plus en plus aux populations rurales, qui ont longtemps été le domaine
d’intervention classique de FONDEP).
Toutefois l’orientation initiale de FONDEP vers les populations de faible
revenu surtout en milieu rural, bien qu’elle occupe encore un poids important, au cours
de l’année 2004 a été corrigée: actuellement cette institution, qui est engagée dans un
processus de croissance soutenue, vise à une composition plus équilibrée du
portefeuille entre crédit rural et urbain.
Les produits offerts
FONDEP offre des produits de crédit aux populations à faible revenu ne
disposant pas de garanties réelles (elle n’offre pas de crédits aux salariés).
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La majorité des crédits est utilisée pour la constitution de fonds de roulement au
bénéfice surtout des entreprises déjà opératoires dans les secteurs du commerce, de
l’artisanat et des services, tandis que peu de crédits sont destinés aux «start-up» et aux
activités strictement agricoles (considérés trop risqués par la gouvernance de
FONDEP1).
La structure du portefeuille (au 30 Juin 2004)

Secteurs
Commerce
Artisanat
Agriculture
Services

% de l’encours
total
40%
35%
17% (*)
8%

(Source: www.microfinanceaumaroc.com)
(*) Au 30 Juin 2005 le pourcentage des activités strictement agricole financées par FONDEP est
diminué à 9% (fonte: Directeur P.I. de FONDEP, M. OTMANI).

L’offre de crédit est basée sur des prêts solidaires (82% de l’encours) de euro
90-150 en moyenne et individuels (18%) de euro 500 en moyenne. La durée moyenne
des prêts est de 6 mois et la périodicité du paiement de l’intérêt et du capital est de
règle mensuelle.
Actuellement l’offre de crédit de FONDEP compte 8 produits officiels, qui
peuvent toutefois être reconduits à 4 catégories principales2: Mutuel ICP (qui devrait
disparaître pour laisser la place à trois sous-produits: Crédit Mutuel 11 quinzaines,
Crédit Mutuel 18 semaines
Le Crédit Mutuel est le produit traditionnel et principal de FONDEP, c’est-àdire la formule de micro-crédit solidaire la plus répandue et la plus adaptée aux
premiers demandeurs puisqu’elle les engage à suivre une formation en groupe sur les
fondements du micro-crédit, tels la caution solidaire, le suivi des activités et les
techniques élémentaires de gestion.
Facil ICP est le produit qui s’adresse à la population la plus démunie, c’est-àdire la population avec un capital inférieur à MAD 1.000 et un revenu par jour de
moins de MAD 25. Le poids de ce produit sur le portefeuille total de FONDEP est
minime (il ne représente que 1% dans le total d’emprunteurs actifs).
Salaf Tika, lancé en 2003 surtout pour faire face à la concurrence, est le crédit
individuel par excellence; il vise deux types de clientèle: les anciens clients de groupes
solidaires qui ont évolué et qui nécessitent de crédit plus importants pour financer la
croissance de leurs entreprises et les nouveaux clients qui jouent d’une bonne
réputation, d’un parrainage (c’est-à-dire d’une garantie morale de la part d’un tiers pas
nécessairement salarié) et qui mènent une activité économique stable. Le montant
maximum qui peut être octroyé est d’environ Euro1.500.

1

FONDEP ne dispose pas de couverture d’assurance et/ou de garanties sectorielles spécifiques.
«La FONDEP vise à offrir une gamme assez vaste de produits de crédit aux clients; cependant, certains
produits se différencient les uns des autres uniquement pour la durée du prêt» (MICROFINANZA RATING, op. cit.,
p. 28).
2

328

CASE 9

FONDEP Micro-crédit: Fondation pour le Développement Local et le Partenariat

Les principaux produits de crèdit de FONDEP

Devise du crédit
Méthodologie de crédit
Genre d’intérêt
Taux d’intérêt moyen
(%)
Commissions
Montant min. de crédit
(EUR)
Montant max. de crédit
(EUR)
Montant moyen. de crédit
(EUR)
Terme minimum (mois)
Terme maximum (mois)
Terme moyen (mois)
Périodicité du paiement
de l’intérêt
Périodicité du paiement
du capital
Période de grâce
Type de garantie

MUTUEL
ICP

MUTUEL
ARTISAN

FACIL ICP

SALAF
TIKA

MAD
groupe
flat
30%

MAD
groupe
flat
24%

MAD
groupe
flat
38,31%

MAD
individuel
flat
30%

20 dirham

20 dirham

3%

45

45

pas de
commission
90

271

885

885

90

1.400

70

145

90

460

4
6
5
mensuelle

3
9
6
mensuelle

4
4
4
hebdomadaire

3
12
9
mensuelle

mensuelle

mensuelle

hebdomadaire

mensuelle

aucune
groupe
solidaire

aucune
groupe
solidaire

aucune
groupe
solidaire

aucune
parrainage

(Source: MICROFINANZA RATING, op. cit., p. 14.)

Enfin, au début de l’année 2005, grâce aux modifications récemment apportées
à loi sur le micro-crédit, FONDEP aussi, comme toutes les autres institutions de
micro-finance (IMF) de taille au Maroc, a lancé un nouveau programme concernant
l’habitat qui comprend trois produits: Crédit Habitat Acquisition (montant maximum
MAD 30.000); Crédit Rénovation (montant compris de MAD 4.000 à 15.000) et
Crédit Construction (montant compris de MAD 8.000 à 20.000). La durée, pour tous
les trois produits, est entre 9 et 24 mois.
FONDEP fournit aussi des services non-financiers pour répondre aux besoins
des ses clients et augmenter les chances de réussite de leurs micro-projets. Ces appuis
conseil comprennent:
-

la formation en création de micro-entreprises, en gestion de micro-projets et en
alphabétisation fonctionnelle;
l’assistance technique aux porteurs de projets;
l’appui organisationnel aux comités dirigeants des coopératives ou des unités de
production;
l’analyse et la recherche de solutions durables dans le but de mobiliser les
potentialités régionales.
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FONDEP n’offre pas de produits d’investissement, parce que la loi ne permet
pas aux institutions de micro-crédit de faire la collecte de l’épargne.
Les procédures pour l’émission des prêts
(A)

Prets de groupe

La méthodologie mise à jour par FONDEP pour l’émission des prêts de groupe
prévoit plusieurs étapes:
1) tout d’abord, il y a une phase de prospection et sensibilisation auprès de clients
potentiels ainsi que de groupes ou associations;
2) une deuxième étape, plus approfondie, concerne l’accueil et la formation du/des
bénéficiaires;
3) puis, il s’agit d’accompagner et favoriser la constitution du groupe solidaire
dans les meilleures conditions et avec une connaissance précise des règles de
fonctionnement exigées;
4) ensuite, l’agent de crédit réalise l’enquête de moralité et solvabilité des
bénéficiaires potentiels;
5) enfin, dans les deux jours qui suivent la constitution du groupe solidaire, la
séance du comité de crédit doit avoir lieu. Le comité de crédit est constitué au
niveau de chaque agence et l’approbation doit être unanime (avec la
participation de tous les agents de crédit, du caissier et du chef d’agence et/ou
du coordonnateur régional). Par contre, les prêts au-dessus de MAD 10.000 ont
besoin d’une approbation formelle au niveau central.
En général, tout le processus allant de la formation du groupe solidaire au comité
de crédit ne dépasse pas le délai de 10 jours.
(B) Prets individuels
La procédure d’octroi des prêts individuels est totalement différente. Dans ce cas,
le dossier doit être transmis au siège pour être étudié et validé par le Département
Micro-crédit et Chargé du Réseau (DMCR).
Tant pour le crédit solidaire que pour le crédit individuel, l’évaluation de la
capacité de remboursement du client est basée sur une analyse du fonds de roulement
et des flux de trésorerie générés par l’activité économique à financer et la bonne
réputation du client. L’analyse est répétée pour chaque cycle de prêt.
La méthodologie des prêts de groupe
Les principales règles de fonctionnement des prêts solidaires octroyés par
FONDEP peuvent être résumées dans les points suivants:
• les prêts sont basés sur des groupes solidaires d’au moins 4 personnes et un
maximum de 10 personnes (en moyenne 5);
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• l’octroi des prêts aux membres d’une même famille n’est pas interdit, si les
activités entreprises sont différentes;
• le montant du crédit est déboursé au groupe et non pas aux singles membres tour à
tour (FONDEP n’applique pas la méthodologie «Grameen»);
• la périodicité du paiement de l’intérêt et du remboursement du capital est en
général mensuelle et le montant de l’échéance est calculé de cette façon:
Montant du prêt (C): 1.200 dirham
Terme: 6 mois
Taux d’intérêt mensuel: 2,5%
⇒ Montant du remboursement mensuel du capital: 1.200 / 6 = 200 dirham
⇒ Montant du paiement mensuel des intérêts: 1.200 x 2,5% = 30 dirham
⇒ Montant de l’échéance mensuel: 200 + 30 = 230 dirham
⇒ Montant total: 230 x 6 = 1.380 dirham
⇒ Taux d’intérêt annuel (en régime de capitalisation simple):
[(1.380 – 1.200) / 1.200] x 6/12 = 30%

• pour faciliter la solidarité de groupe, FONDEP a changé la politique d’octroi en
limitant la différence des montants des prêts au sein d’un groupe (un prêt ne peut
pas dépasser deux fois le montant d’un autre prêt);
• les activités de suivi prévoient des visites au moins une fois par mois;
• le suivi est obligatoire et conditionne l’accès à un nouveau crédit, toutefois au
moment du remboursement la présence nécessaire d’un seul membre du groupe est
prévue;
• contrairement aux politiques plus strictes d’autres IMF marocaines, FONDEP est
aussi plus flexible sur les retards et elle les encadre par un système de pénalités.
Cela parce que souvent les clients de FONDEP n’habitent pas dans la ville de
l’agence et ils y descendent seulement le jour de marché; donc, pour répondre à
cette contrainte, la Fondation leur accorde cinq jours de retard sans pénalité, puis
les pénalités commencent, selon une grille par montant et nombre de jours en
retard3.
2. EVALUATION DE L’ACTIVITE
L’évaluation traditionnelle d’une institution de micro-finance se base, en principe,
sur l’analyse de trois aspects fondamentaux de sa activité:
-

3

les atteintes (ou «outreach»);
la solidité financière;
l’impact.

D’ordinaire la pénalité est de 5% par jour de retard.
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Les atteintes
Il est très important d’analyser le niveau sur la base duquel les IMF atteignent
un segment de la population qui ne peut pas participer au système financier
traditionnel (c’est-à-dire: pauvres, femmes, illettrés, clients ruraux).
Malheureusement il n’est pas facile d’avoir toujours à disposition tous les
renseignements nécessaires pour mener cette analyse en profondeur.
Pour ce qui concerne FONDEP, les données fournies par The MIX MARKET,
Microfinanza Rating et l’institution même à l’occasion de notre visite en Juin 2005
nous permettent de formuler les remarques suivantes:
A) CLIENTS AU DESSOUS DU SEUIL DE PAUVRETE (%) (où le seuil de
pauvreté est définie comme la population vivant avec moins de 1 $ par jour):
% de clients pauvres

2004
86,00%

2003
87,00%

2002
89,00%

2001
90,00%

B) FEMMES EMPRUNTEUSES (%) (nombre des femmes emprunteuses / nombre
des emprunteurs actifs):
% de femmes
emprunteuses

2004
65,70%

2003
82,00%

2002
86,00%

2001
88,00%

C) CLIENTS ILLETTRES (%) (nombre des emprunteurs illettrés / nombre des
emprunteurs actifs ):
% de clients illettrés

Juin 2005
80,00%

D) CLIENTS RURAUX (%) (% de crédit agricole sur le total du portefeuille actif):
% crédit agricole

Juin 2005
9,00%

E) CLIENTS CREANT DES MICROENTREPRISES POUR LA PREMIERE FOIS
(%) (% de clients qui accèdent à des services financiers auprès de l’institution et qui
créent une micro entreprise pour la première fois):
% de clients pour la
première fois

2004
30,00%

2003
15,00%

2002
35,00%

2001
20,00%

En résumé, FONDEP offre ses services financiers à une population sans aucun
doute pauvre et illettrée. La clientèle féminine représente encore une nette majorité de
la population desservie, même s’il faut dire que son incidence est en diminution
continue dans les dernières années.
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De plus, il faut remarquer que le poids actuel du crédit agricole sur le total du
portefeuille actif est très bas tandis que le pourcentage des clients créant des micro
entreprises pour la première fois n’est pas très élevé.
Toutefois, le montant moyen du crédit octroyé, encore assez réduit, permet à
FONDEP d’afficher un très bon indicateur en terme de profondeur de l’atteinte (ou
«outreach in depth»): 13% du PIB per capita.

Crédit octroyé moyen sur PIB p.c.

OUTREACH
INDICATORS

2004
13,00%

2003
11,00%

2002
7,00%

31/12/04

31/12/03

31/12/02

31/12/01

136

93

61

46

20,485

15,422

24,845

6,950

Average Loan Balance per
Borrower (US$)

192

99

42

67

Loans below US$300 (%)

85.50%

95.00%

98.00%

98.00%

Woman Borrowers (%)

65.70%

82.00%

86.00%

88.00%

n/a

7.52%

3.55%

5.63%

86 %

87 %

89 %

90 %

Clients in bottom half of
the population below the
poverty line (%)

n/a

n/a

n/a

n/a

Clients in households
earning less than US$1/day
per household member (%)

n/a

n/a

n/a

n/a

30.00 %

15.00 %

35.00 %

20.00 %

Outreach Indicators
Number of Personnel
Loan
Number of Active
Borrowers

Average Loan Balance per
Borrower/ GNI per
Capita (%)
Depth of Outreach
Clients below poverty line
(%)

Clients starting
microenterprise for the
first time (%)

Source: THE MIX MARKET (http://www.mixmarket.org/en/demand/demand.show.profile.asp?token=&ett=861#).
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La solidité financière
FONDEP a entamé un processus de maturation institutionnelle qui est en train
de le porter vers une complète auto-suffisance financière et un contrôle plus important
de sa croissance.
Les valeurs résumées ci-dessus confirment cette opinion.
(A) STRUCTURE FINANCIERE
EURO
Actif total
Portefeuille en cours brut
Dettes en forme de prêts
Fonds propres
- capital d’apport
- donations
- réserves
Ratio dettes/capital

Dec. 2004
4.703.546
2.878.916
1.826.908
2.828.570
35.693
2.513.311
279.566
0,7

Dec. 2003
1.680.306
1.165.572
482.193
1.172.205
35.490
1.068.565
68.151
0.4

Dec. 2002
1.101.394
954.027
421.812
666.259
36.899
669.299
39.939
0.7

Dec. 2001
840.141
525.249
185.120
639.048
39.193
650.998
51.143
0,3

(Source: MICROFINANZA RATING, op. cit.)

En Décembre 2004 la grosse différence entre actif total et portefeuille est due
principalement de subventions déjà engagées par les bailleurs de fonds et encore à
recevoir, destinées à fonds de micro-crédit.
En effet, au cours de l’année 2004 le portefeuille de FONDEP a connu une
croissance très importante (+145%) et cette croissance a été financée avec des
donations (octroyées par la Fondation Mohammed V, le Fonds Arabe de
Développement Economique et Social et des institutions espagnoles: Agence
Espagnole de Coopération Internationale – AECI – via Fundacion CEAR; Junta de
Andalucia et Mairie de Madrid), des financements à taux subventionnés compris entre
0% et 2% (octroyés par l’Agence pour la Promotion et le Développement du Nord du
Royaume, l’Agence du Développement Social et la Fondation Mohammed V) et des
emprunts commerciaux à taux flat (7,5%) ou variable (euribor 12 mois + 2,5%)
octroyés par Alterfin, la Société Générale Marocaine des Banques – SGBM et la
Banque Populaire.
Pour les années à venir, compte tenu que le ratio dettes/capital est très bas,
FONDEP peut utiliser son réseau de bonnes relations avec le système bancaire
national et les investisseurs internationaux pour augmenter, sans problèmes, le levier
financier.
Enfin, il faut rappeler que FONDEP ne collecte pas d’épargne parce que la loi
marocaine sur le micro-crédit ne le permet pas. Cependant, au cas où la loi autoriserait
cette activité pour les IMF, FONDEP est déjà opérationnellement prête à collecter des
dépôts pour financer la croissance de son portefeuille à un coût plus bas (le taux de
dépôt de durée moyenne à 1 an était, en Décembre 2004, de 3,48%, contre un taux de
prêt moyen à 8,5%).
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(B) QUALITE DU PORTEFEUILLE DE PRETS
Caractéristiques du portefeuille
Croissance du portefeuille brut
Crédit octroyé moyen (EUR)
Terme moyen (mois)
Taux de désertion
PAR 1
PAR 30
Taux de retard (>1 jour)
Portefeuille restructuré
Dotation aux provisions / portefeuille
brut
Taux de dépense pour provisions
Taux de couverture du risque =
provision / PAR (>30 jours)
Taux d’abandon de créances

2004
145,6%
162
6
34,0%
0,95%
0,63%
0,59%
0,02%
0,2%

2003
27,0%
134
4-6
n.d.
n.d.
n.d.
1,48%
0,0%
0,4%

2002
92,9%
82
4-6
n.d.
n.d.
n.d.
0,62%
1,2%
0,2%

0,0%
27,6%

0,3%
n.d.

0,1%
n.d.

0,002%

0,1%

0,0%

(Source: MICROFINANZA RATING, op. cit.)

Par rapport à la politique de suivi et contrôle de la qualité du portefeuille, il faut
souligner que FONDEP ne fait pas encore une élaboration systématique et
automatique de l’indicateur PAR (portefeuille à risque) et que la Fondation présente un
taux de couverture du risque trop bas (au-dessous de 30%).
D’autre part, les indicateurs de qualité du portefeuille sont très satisfaisants: les
taux du portefeuille à risque et du portefeuille en retard sont au-dessous de 1% et
l’analyse du portefeuille actif par agence confirme une bonne distribution, avec une
concentration maximum de 12%; en outre, l’institution présente un très bon
positionnement sur le marché quant aux produits offerts.
(C) PERFORMANCES OPERATIONNELLES ET FINANCIERES
Indicateurs financières
Rendement de fonds propres (ROE)
Rendement de fonds propres ajusté (AROE)
Rendement de l’actif (ROA)
Rendement de l’actif ajusté (AROA)
Rendement du portefeuille
Autosuffisance opérationnelle (OSS)
Autosuffisance financière (FSS)
Productivité du personnel (emprunteurs)
Productivité agents de crédit (emprunteurs)
Ratio de charges d’exploitation
Ratio de coûts financières
Ratio de coûts de financement
Ratio de coûts de provision
(Source: MICROFINANZA RATING, op. cit.)

2004
6,1%
1,0%
3,8%
0,6%
39,2%
113,7%
99,4%
150
183
33,7%
0,9%
1,6%
0,0%

2003
0,4%
-4,1%
0,2%
-2,7%
49,5%
100,6%
93,2%
166
220
48,1%
0,5%
1,3%
0,3%

2002
1,3%
n.d.
0,9%
-1,7%
53,5%
99,5%
93,6%
407
592
51,5%
2,3%
5,6%
0,1%
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Les indicateurs opérationnels et financiers de FONDEP, en général, se sont
améliorés au cours de l’année 2004, grâce aux économies d’échelle obtenues en
conséquence du processus de forte croissance engagé par la Fondation.
En effet, FONDEP est soutenable d’un point de vue opérationnelle. Cependant,
l’institution n’a pas encore pleinement atteint une solide autonomie financière et cela
est dû essentiellement au niveau de la marge d’exploitation qui est encore trop basse
par rapport aux standards du secteur. Pour améliorer cette marge, FONDEP doit
réduire les charges opérationnelles et, en le même temps, augmenter la productivité.
L’impact
L’évaluation de l’activité des institutions de micro-finance doit considérer leur
capacité de perdurer et de se développer comme toutes institutions aussi bien que les
effets des services qu’elles allouent, c’est-à-dire les impacts qu’elles génèrent sur la
vie de leurs bénéficiaires (les pauvres).
C’est dans cette optique qu’on va reporter les conclusions relatives à l’analyse
des résultats d’un étude d’impact mené sur la population rurale de la province de
Taounate (à nord de Fés). Il s’agit de la première étude disponible relative à l’impact
des micro-crédits octroyés par FONDEP sur les conditions de vie de ses clients.
Impact du micro-crédit sur la population de Taounate – Conclusions
A . Impact du système de crédit:
a . La clientèle touchée et la place des pauvres:
Le taux de pénétration semble assez bon sur Taounate mais il semblerait qu’il puisse encore
être amélioré par un travail de sensibilisation et de prospection dans les communes rurales
voisines. (…).
La clientèle touchée par l’IMF reste, dans la zone de Taounate, pauvre. (…).
La part des très pauvres parmi les nouveaux clients est la catégorie la moins représentée avec
15,38% des ménages de l’échantillon, contre 50% de ménages ayant un score moyen et
34,62% de ménages totalisant un score supérieur à 1000.
Reste à comprendre à quoi imputer la sous représentation des ménages les plus pauvres:
s’excluent-ils d’eux mêmes ou les services proposés par l’institution leur sont-ils
inaccessibles ou inadaptés?
b . Les femmes et le crédit et les pratiques de prête-noms:
La FONDEP a la volonté de servir en priorité les femmes afin de les encourager à mener une
activité lucrative. De ce fait, elle s’interdit de dépasser les 14% d’hommes parmi les effectifs
de ces bénéficiaires. Afin de contourner cette contrainte, certaines femmes souscrivent des
crédits sur leur nom et reversent les montants à leur mari qui les utilise pour financer sa
propre activité. Ces cas sont cependant très limités et si l’on peut considérer cette stratégie
comme un contournement de la règle, on doit reconnaître que les bénéfices produits par ce
financement risquent de profiter au ménage dans son ensemble. L’impact reste donc positif.
Ainsi, dans la grande majorité des situations rencontrées, l’accès aux micro-crédits a permis
à des femmes de créer ou de développer leur propre activité dont les revenus profitent à ellesmêmes et à l’ensemble du ménage. Accéder à une certaine indépendance financière est
indiscutablement un gage d’émancipation et un gain de confiance en soi.
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c . L’appréciation du système par la clientèle:
Sans aucune exception, les bénéficiaires enquêtés ont tous affirmé d’être pleinement satisfaits
par les prestations offertes par la FONDEP. (…).
Quelques bénéficiaires se sont toutefois risqués à quelques commentaires: la plupart portait
sur les difficultés qu’ils pouvaient rencontrer au sein de leur groupe solidaire, quelques uns
sur le taux d’intérêt et d’autres sur les échéances de remboursement. Ceux là, appartenant
aux ménages les plus pauvres, déclaraient rencontrer parfois des difficultés pour rembourser
mensuellement des sommes qu’ils jugent importantes par rapport à leur revenu. Ils
suggéraient alors la possibilité de rembourser chaque semaine ou chaque deux semaines.
(….)
B . L’impact micro-économique du crédit:
a . Les formes d’utilisation du crédit et les effets:
On peut dresser trois types d’utilisation des crédits ayant chacun des effets spécifiques sur
l’activité. On remarque grâce aux résultats de l’étude de terrain que l’utilisation des crédits
varie en fonction du niveau socio-économique des ménages.
Une des formes d’utilisation des crédits pourrait s’intituler crédits commerciaux car leur
fonction est d’augmenter le fonds de roulement de l’activité. Ce type d’utilisation s’opère
pour développer une activité existante et est généralement pratiqué par les ménages moyens
ou aisés par rapport à l‘échantillon. Cela peut se traduire par l’augmentation du troupeau,
du stock de marchandises ou de matière première,… L’investissement est peu risqué et
produit un impact positif et rapide.
Une autre forme d’utilisation est l’investissement qui va permettre de démarrer une activité.
Il peut s’agir d’une machine à coudre pour un artisan, de matériel de coiffure pour un
prestataire de services,… Des ménages de toutes catégories peuvent s’essayer à ce type
d’utilisation même si l’intensité de l’activité initiée varie en fonction d’un niveau économique
croissant.
Certains ménages des catégories moyennes et supérieure reconnaissent avoir utilisé les
montants des crédits pour faire face aux frais occasionnés par les études supérieures d’un de
leurs enfants. L’emploi initial d’un crédit peut donc n’avoir aucune relation avec la source
future du remboursement. Cette remarque relativise les cas d’affectation du crédit à des
dépenses dites non-productives mais, que l’on peut pourtant considérer comme des
investissements à long terme.
Les ménages dans les situations les plus précaires auraient tendance à faire de leurs
emprunts des crédits de trésorerie que l’on pourrait assimiler à des crédits de consommation.
Ces ménages ne bénéficient pas d’entrée d’argent régulière et doivent parfois faire face à des
dépenses ponctuelles prévisibles ou non qui nécessitent une sortie d’argent importante par
rapport aux revenus qu’ils peuvent générer. La prise de crédit leur garantit de disposer à
chaque instant d’une somme d’argent minimum et de pouvoir ainsi mieux supporter les
périodes de soudure entre deux revenus. Ces ménages en situation très précaire sont les plus
vulnérables aux aléas de la vie. C’est pour cela que si les crédits ne leur permettent pas
forcément d’investir massivement et par là d’augmenter leurs revenus, ils leur permettent au
moins de se maintenir dans leur condition de pauvreté et de résister à la misère qui les
menace. L’impact des micro-crédits s’il n’est pas directement visible sur l’activité et pourtant
bien réel et salutaire.
b . L’appréciation de l’impact économique par les emprunteurs:
Les avis sont encore une fois partagés selon la catégorie socio-économique des bénéficiaires
même si tous reconnaissent au moins avoir perçu une petite amélioration de leur condition de
vie à la suite de leur souscription au système de crédits.
De manière générale on peut dire que les femmes déclarent plus que les hommes avoir perçu
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une amélioration de leurs conditions de vie et que le niveau d’appréciation s’accentue en
fonction de l’age des bénéficiaires, de leur niveau de revenu. Ceux qui déclarent avoir
ressenti les améliorations les plus fortes sont les personnes âgées dont le ménage totalise un
score supérieur à 1000 points. Ceux qui au contraire se montrent les plus pessimistes sont les
hommes jeunes les plus pauvres. Le niveau d’instruction renforce encore ce sentiment auprès
de cette population.
On constate facilement au cours des entretiens qu‘une grande part des bénéficiaires enquêtés
partage ce sentiment accompagné de fatalisme. Ils n’ont pas de perspective d’avenir ni de
projet sérieux . Cet environment de pensée, sans cesse ressassé est loin de stimuler l’activité
de ces bénéficiaires qui parlent plus volontiers d‘immigration que de s‘investir dans une
région où tout leur semble perdu d‘avance.
CONCLUSION GENERALE DE L’ETUDE
Le recours aux micro-crédits s’avère être le plus rentable pour les ménages détenteurs d’un
minimum de capitaux économiques puis culturels.
Mesurer la pauvreté est très relatif et s’avère inapproprié. Il est bien plus heuristique de
s’attacher à comprendre ce qu’est qu’être pauvre et encore plus ce que signifie se ressentir
comme pauvre: l’appréciation de sa pauvreté n’étant valable que par rapport à son
environnent.
Le micro-crédit en tant qu’instrument de lutte contre la pauvreté s’avère efficace auprès des
ménages pauvres sur le long terme mais ne semble que rarement pouvoir sortir les ménages
bénéficiaires de la grande pauvreté. Cet instrument a cependant le mérite dans cette
configuration d’éviter à ces ménages d’être précipités vers la misère.
Le micro-crédit a donc un rôle de facilitateur dans des situations difficiles et d’accélérateur
dans un environnement favorable. En tant qu’outil financier, il permet plus la concrétisation
de projets qu’il ne provoque leur émergence.
Si le micro-crédit a fait la preuve de son impact positif sur l’activité et la vie de ses
bénéficiaires, il ne peut en aucun cas régler les problèmes macro-économiques qui minent le
moral de ceux qui s’efforcent de produire du revenu et nuisent à l’utilisation optimum de ce
service financier et social.
(Source: Anne DE REKENEIRE NOUINA, Etude économique, Impact du micro-crédit sur la
population de Taounate, 2004, pp. 38-42.)
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3. BENCHMARKING

(Source: MICROFINANZA RATING, op. cit., p. 4.)
Note: Tous les chiffres se réfèrent à la base de données du MicroBanking Bullettin (MBB), mise à jour
à Juillet 2003

Les chiffres indiqués permettent de remarquer ce qui suit:
•
•

•
•

•

•

le montant de l’encours de crédit est en ligne avec celui du groupe de pairs de l’institution
(Afrique du Nord et Moyen Orient);
le prêt en cours moyen est moins élevé pour FONDEP que pour les autres catégories de
benchmarking (mais similaire à la catégorie Afrique du Nord et Moyen Orient), ce qui est
dû surtout à une politique de crédit dédié a des personnes économiquement faibles dont la
plus part du portefeuille est constitué par des prêts de groupe;
le PAR 30 est généralement plus bas pour FONDEP que pour les autres groupes de pairs;
le rendement ajusté sur fonds propres est clairement inférieur au niveau des groupes de
statut légal et méthodologie (seulement IMFs autonomes financièrement). La performance
de FONDEP est nettement plus forte du groupe de pairs pour l’Afrique du Nord et Moyen
Orient (taille moyenne) qui, d’ailleurs, inclut les institutions financièrement viables aussi
bien que celles qui ne le sont pas encore;
le rapport dettes/fonds propres est plus élevé que celui du groupe de pairs pour l’Afrique
du Nord et Moyen Orient (taille moyenne), mais beaucoup plus bas que les autres groups
de pairs, en confirmant la marge disponible pour incrémenter le levier financier de la
FONDEP;
le niveau des charges d’exploitation sur l’encours des crédits est plus bas que celui du
groupe de pairs pour l’Afrique du Nord et Moyen Orient (taille moyenne), et clairement
plus élevé par rapport a la méthodologie individuelle ainsi que de groupe. De tout façon il
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•

y a une claire tendance a la réduction du ratio de charge opérationnelle avec la
croissance du portefeuille de la FONDEP;
la productivité des agents de crédit reste au dessous de celle de toute autre catégorie,
indiquant une performance qui peut être améliorée, surtout dans une institution dont une
partie importante du portefeuille est constitué par des prêts de groupe.

Source: MICROFINANZA RATING, op. cit., p. 4.

4. OBJECTIFS STRATEGIQUES ET EVOLUTIONS FUTURES
En considération du fait que le marché potentiel de la micro-finance au Maroc
est encore assez vaste mais la taille de FONDEP est trop petite par rapport aux trois
principaux concurrents (Al Amana, FBP MC et Zakoura), à partir de l’année 2004 la
Fondation s’est engagée dans un processus de croissance soutenue qui devrait la
conduire à desservir, en 2009, entre 10 et 15% du marché, c’est-à-dire presque
125.000 clients actifs.

Source: MICROFINANZA RATING, op. cit., p. 25.

Par conséquent, il faut s’attendre à un profil plus élevé du risque de portefeuille
ainsi qu’à une réduction du rendement (la compétition croissance impliquera une
réduction des taux d’intérêt et des commissions).
Toutefois, il faut s’attendre aussi à une augmentation de la productivité
moyenne des agents de crédit et donc à une amélioration de taille pour ce qui concerne
la rentabilité et l’autonomie de l’institution.
En outre, avec l’introduction du produit «Crédit Habitat», la valeur moyenne,
ainsi que la durée moyenne des prêts octroyés augmenteront graduellement dans les
années à venir.
Enfin, grâce à la politique de diversification de portefeuille urbain/rural (les
charges opérationnelles sont plus réduites en milieu urbain) et aux bénéfices des
économies d’échelle, on prévoit une bonne amélioration de la marge d’exploitation.
Ce processus de forte croissance sera financé avec des emprunts commerciaux
et semi-commerciaux, tant nationaux (Société Générale Marocaine des Banques,
Banque Populaire et Fondation MED V) que internationaux (BEI, Alterfin, Grameen
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Foundation), et, à un degré inférieur, avec des donations de source principalement
espagnole (AECI pour le biais de la Foundacion CEAR).
5. CONCLUSIONS
En février 2005 la Fondation FONDEP a reçu la notation finale «BBB» par
Microfinanza Rating4 avec cette opinion finale: «FONDEP s’est engagée dans un
processus de croissance soutenue; en fonction de ceci, elle a renforcé, en particulier en
2003 et 2004, son système opérationnel et renouvelé part de l’équipe de direction. En
général, l’institution se trouve bien outillée, tant au niveau opérationnel que
stratégique, pour gérer cette délicate phase évolutive que l’on juge essentielle dans un
contexte compétitif où les concurrents directs ont une taille décidément plus grande.
Les principaux aspects à améliorer concernent: la fonction de direction générale,
actuellement assignée par intérim; l’incidence des charges d’exploitation qui est
encore élevée; un système d’information et gestion à compléter»5.
L’auteure de la présente étude ne peut qu’être d’accord avec cette opinion.
Néanmoins, puisque l’objet de ce cas d’étude est premièrement celui d’analyser
l’expérience de la Fondation dans le secteur du micro-crédit et sa viabilité, le moment
est arrivé de souligner certaines particularités que l’activité de FONDEP présente par
rapport aux expériences de beaucoup d’autres IMF.
On fait allusion, en particulier, aux aspects suivants, tous relatifs à la méthodologie
des prêts solidaires:
a) la possibilité d’octroyer des prêts à des groupes trop nombreux (jusqu’à dix
personnes);
b) la possibilité d’octroyer des prêts aux membres d’une même famille (quand de
règle cette possibilité est interdite par les autres IMF);
c) la périodicité mensuelle (et non hebdomadaire) du paiement de l’intérêt et du
remboursement du capital;
d) la présence nécessaire d’un seul membre du groupe au remboursement (et non pas
de tous);
e) la diversification excessive des produits financiers (au moins au niveau de la
présentation).
En effet, s’il est vrai que ces particularités peuvent représenter, pour FONDEP, des
avantages comparatifs pour fidéliser sa clientèle et, en même temps, lui permettre de
réduire les charges d’exploitation, il est également vrai que - comme la méthodologie
classique du micro-crédit nous l’apprend - ces aspects exercent une influence négative
sur le profil de risque du portefeuille.
4

«Microfinanza Rating est une division de Microfinanza srl, en étant l'une des agences de rating de micro
finance les plus actives. Elle comptes ses clients actifs dans plusieurs pays de l'Europe Orientale et des Balkanes,
de l'Asie Centrale et du Caucase, de l'Afrique, de l'Amérique Latine et des Caraïbes. Par le biais de Microfinanza
Srl, Microfinanza Rating est une agence de notation agréé au sein du Fonds de Notation et Evaluation de
BID/CGAP (www.ratingfund.org), qui s'engage dans l'amélioration des standards de qualité de ratings
professionnels de microfinance et met à disposition des IMFs des financements partiels pour accéder aux
services de rating et/ou d'évaluation auprès des agences qualifiées» (www.microfinanzarating.com).
A ce propos il faut noter que FONDEP a décidé de remplacer la société Planet Rating (utilisée pour le rating
2002) avec Microfinanza Rating pour des raisons surtout de discrétion, puisque Planet Rating se trouve
maintenant à opérer en situation de monopole.
5
MICROFINANZA RATING, op. cit., p. 3.

341

Microfinance: Text and Cases – PART II

BIBLIOGRAPHIE
DE REKENEIRE NOUINA ANNE, Etude économique: Impact du micro-crédit sur la
population de Taounate, 2004.
FONDEP, Présentation de la FONDEP, 2005.
KPMG, FONDEP Micro-Crédit – Rapport d’audit, exercise 2004, Février 2005.
MICROFINANZA RATING, FONDEP Rating 2004, Février 2005.
PLANET FINANCE, Evaluation de l’impact du micro crédit au Maroc, 2004.
PLANET RATING, FONDEP Rating 2002, Juin 2002.
PNUD, Maroc: Rapport de développement humain, Juillet 2003.

SITES INTERNET
CGAP, The Consultative Group to Assist the Poor, www.cgap.org
FONDEP, www.fondep.org
MICROFINANCE AU MAROC, www.microfinanceaumaroc.com
MICROFINANCE – THE MIX MARKET, www.mixmarket.org
PLANET FINANCE, www.planetfinance.org
TANMIA, Le portail du développement au Maroc, www.tanmia.ma

342

CASE 10: PALESTINE
Micro Credit Institution:
Caritas Jerusalem “The Holy Land”
FADI KATTAN and ISSA GHRAYEB

343

Microfinance: Text and Cases – PART II

Background Information
This case study describes a Micro Credit Institution located in Jerusalem – Palestine.
Caritas Jerusalem (C.J) was established in 1967 in the Holy Land. Caritas Jerusalem
is a Palestinian humanitarian and developmental organization that represents the
Socio-pastoral Services of the Catholic Church in the Holy Land. It was founded to
respond to the emergency situation in the aftermath of the six days war, where the
Israel occupied the West Bank and Gaza Strip and thereby hundreds of Palestinian
cities and towns. It is a Church related Non governmental Organization.
CJ is a member of Caritas Internationals (CI). CI is a confederation of
more than 162 separate Caritas organizations operating in more than 200
countries and territories worldwide. As a confederation member, CJ works
toward the realization of the vision of CI, which is: A Civilization of Love.
Caritas works without regard to creed, race, gender, or ethnicity, and is one of the
world’s largest humanitarian networks.
Organization Structure
Figure 1.1 represents an organization structure for the CJ that is currently in place.
The main office is in Jerusalem; in addition the premises of the different local
churches within the different areas that are used as sub-offices for repayment
collection and meeting with possible beneficiaries during the outreach activities.
Moreover, Caritas Clinics are used as sub-offices as well.
Institution’s mission:
To alleviate poverty and promote human development and social justice, witnessing to
the Christian faith and Gospel values.
It is a world:
1. which reflects the Reign of God, where justice, peace, truth, freedom and
2.
3.
4.
5.
6.
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solidarity prevail
In which the dignity of the human person, made in the image of God, is
paramount
In which exclusion, discrimination, violence, intolerance and dehumanizing
poverty are no more present
Where the goods of the earth are shared by all.
Where all creation is cherished and held in trust for the common good of future
generations
Where all people, especially the poorest, the marginalized and the oppressed,
find hope and are empowered to come to the fullness of their humanity as part
of a global community.
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Figure 1.1 – Organization Structure
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Number of staff
Two credit officers are employed in the Credit department along with a part time
accountant. The credit officers are responsible for granting individual loans. In
addition to extending individual loans, the institution provides for individual training,
follow-up and accompaniment.
The main funding sources are the other members of the Caritas Confederation.
AVERAGE LOAN TERMS
An individual requesting financial assistance through Caritas Jerusalem’s Credit
Department must provide all the necessary documents according to the adopted “ Loan
application mechanism “ i.e. submit a written request explaining his/her social and
economic situation and his need for the loan. Two qualified guarantors with steady
sources of income must be presented to complete the application, in addition to a
guarantee for deduction at source in case of default.
A Caritas Loan officer conducts a field investigation to confirm the purpose and need
for the proposed loan and helps determine project feasibility. He also investigates the
background and character of the potential borrower. The credit report and
recommendations of the loan officer provide the basis for discussion of the application
by the seven - member loan reviewing committee (LRC).
The loan fund committee discusses the application and a decision is normally made
within four weeks of receipt of an application. The applicant is informed either by
phone or in writing the decision of the Loan Reviewing Committee.
Each applicant must pay 6-7% non-refundable Administrative fee depending on the
approved loan amount. This up-front administrative fee is divided into two parts:
1. Covering the operational expenses of the program.
2. One percent is capitalized in the same fund and is considered as the community
contribution. As of 2003, a decision was taken by the L.R.C to add the 1% to
the loan reserve fund. Moreover, in 2005, $10 application fee will be charged
only for approved loans.
Depending on approved amount of the loan (approved by the Loan Reviewing
Committee), the administrative fees, grace period, and repayment period is
determined as per the following schedule:
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Nominal
Interest Rate
(Administrativ
Loan Amount
e Fees – Paid
upfront)
$2,000 - 4,999
6%
$5,000 - 9,999
6%
$10,000 and over 7%

Effective
Interest Rate

7.9%
6.3%
5.2%

Grace period

Repayment
Period

2 Months
2 Months
3 Months

20 Months
25 Months
35 Months

Payments are due at the beginning of each month as indicated on the promissory
notes and the Loan Agreement.
The beneficiary and guarantors must normally sign 20-35 promissory notes, each due
at the beginning of a month.
Methods used to asses the poverty level of clients:
Different rapid assessment methods are used to assess the poverty level of the clients
like the visual indicators of poverty (the residential quality), and simple unstructured
questionnaires. The loan officers and the administration of the institution feel that
such methods are simple, practical and low cost.
This assessment is used prior to considering the applicant for a loan, and five – six
months after the disbursement of the loan.
In addition, a clear screening criteria set by the Loan Reviewing Committee is used in
the selection of beneficiaries.
Average Loan Balance per Borrower
As indicated by the mission of the institution, the Caritas loan office extends
individual loans without carrying any savings from the population. The funds used are
collected from various sources mainly the members of the confederation in the world.
Therefore, no savings accounts are carried by the institution.
The Caritas Jerusalem credit office extends credit for a variety of reasons including
income generating projects, housing, emergency and educational oriented. A
distribution showing the average of these loans is shown in table 1.1, which shows the
average loan balance per borrower in each of the last six years:
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Table 1.1 – Average Loan Balance for each of the last six years

Year

Income
Generating

Housing

Emergency

Educational

1999
2000
2001
2002
2003
2004
Average for all years

$2,322.2
$2,092.5
$2,073.4
$2,261.9
$2,305.8
$2,332.4
$2,231.37

$1,683.9
$1,672.2
$1,701.4
$1,902.3
$1,745.7
$1,846.2
$1,758.62

$2,012.1
$1,698.4
$1,830.7
$1,929.0
$2,099.0
$1,706.8
$1,879.36

$1,629.8
$1,588.6
$1,382.8
$1,513.9
$1,075.1
$1,523.3
$1,452.26

Average
for
all
Loans
$1,912.0
$1,763.0
$1,747.1
$1,901.8
$1,806.4
$1,852.2
$1,830.40

Borrower Distribution
Although the records of the institution does not provide enough information that helps
the determine the poverty line of the borrowers and the beneficiaries, it still consists
some detailed information about the groups targeted by the loans. It is noticeable that
there no illiterate borrower among the beneficiaries of the institution. Table 1.2 below,
shows the distribution of beneficiaries by sex, while table 1.3 shows the distribution of
beneficiaries by place of residence; that is Rural or Urban.
Table 1.2 – Distribution of Beneficiaries by gender (F = Female; M = Male)
1999
#

Loan Type
INCOME
GENERATING
HOUSING
LOANS
EMERGENCY
LOANS
EDUCATIONA
L LOANS

%

HOUSING
LOANS
EMERGENCY
LOANS
EDUCATIONAL

LOANS
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#

2001

%

#

%

F

M

F

M

F

M

F

M

F

M

F

M

CURRENT

16

84

16%

84%

9

37

20%

80%

0

9

0%

100%

CUMULATIVE

45

231

16%

84%

48

223

18%

82%

30

221

12%

88%

CURRENT

21

62

25%

75%

14

36

28%

72%

6

20

23%

77%

CUMULATIVE

31

170

15%

85%

39

156

20%

80%

37

140

21%

79%

CURRENT

5

22

19%

81%

4

7

36%

64%

2

10

17%

83%

CUMULATIVE

15

63

19%

81%

15

59

20%

80%

13

63

17%

83%

CURRENT

5

10

33%

67%

3

6

33%

67%

1

5

17%

83%

CUMULATIVE

10

22

31%

69%

11

22

33%

67%

9

23

28%

72%

2002
%

#

INCOME
GENERATING

2000

2003
%

#

2004
%

#

F

M

F

M

F

M

F

M

F

M

F

M

CURRENT

3

23

12%

88%

2

20

9%

91%

1

19

5%

95%

CUMULATIVE

35

225

13%

87%

36

231

13%

87%

34

220

13%

87%

CURRENT

4

26

13%

87%

10

28

26%

74%

11

38

22%

78%

CUMULATIVE

32

145

18%

82%

32

161

17%

83%

35

165

18%

83%

CURRENT

2

7

22%

78%

0

8

0%

100%

2

3

40%

60%

CUMULATIVE

16

66

20%

80%

12

60

17%

83%

14

64

18%

82%

CURRENT

2

4

33%

67%

1

1

50%

50%

3

1

75%

25%

CUMULATIVE

11

24

31%

69%

10

31

24%

76%

11

18

38%

62%
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Table 1.3 – Distribution of Beneficiaries by Area (R = Rural, U = Urban)
1999
#

Type of Loan
INCOME
GENERATING
HOUSING
LOANS
EMERGENCY
LOANS
EDUCATIONAL
LOANS

2000
%

#

EMERGENCY
LOANS
EDUCATIONAL
LOANS

#

%

U

R

U

R

U

R

U

R

U

R

U

CURRENT

22

78

22%

78%

16

30

35%

65%

7

14

33%

67%

CUMULATIVE

56

220

20%

80%

40

231

15%

85%

45

206

18%

82%

CURRENT

24

59

29%

71%

19

31

38%

62%

5

21

19%

81%

CUMULATIVE

76

125

38%

62%

85

110

44%

56%

79

98

45%

55%

CURRENT

18

9

67%

33%

2

9

18%

82%

0

12

0%

100%

CUMULATIVE

4

74

5%

95%

6

68

8%

92%

4

72

5%

95%

CURRENT

2

13

13%

87%

0

9

0%

100%

0

6

0%

100%

CUMULATIVE

3

29

9%

91%

3

30

9%

91%

2

30

6%

94%

2003

#

HOUSING
LOANS

%

R

2002

INCOME
GENERATING

2001

%

2004

#

%

#

%

R

U

R

U

R

U

R

U

R

U

R

U

CURRENT

9

17

35%

65%

5

17

23%

77%

4

16

20%

80%

CUMULATIVE

42

218

16%

84%

44

223

16%

84%

45

209

18%

82%

CURRENT

9

21

30%

70%

8

30

21%

79%

16

33

33%

67%

CUMULATIVE

69

108

39%

61%

71

122

37%

63%

74

126

37%

63%

CURRENT

0

9

0%

100%

2

6

25%

75%

0

5

0%

100%

CUMULATIVE

4

78

5%

95%

5

67

7%

93%

5

73

6%

94%

CURRENT

2

3

40%

60%

1

1

50%

50%

1

3

25%

75%

CUMULATIVE

3

32

9%

91%

2

39

5%

95%

3

26

10%

90%

Out of the income generating loans, a high percentage was dedicated in the past for the
formation of new small businesses. Table 1.4 summarizes the percentage of those
starting their enterprises for the first time as a result of receiving the loan.
Table 1.4 – Clients starting micro enterprises for the first time

Year in which the loan is Percentage of Income Generating Loans used
granted
for starting a new business
86.96%
1999
88.56%
2000
87.65%
2001
94.23%
2002
74.91%
2003
82.68%
2004
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As previously mentioned, and as described in the appendix of this case study, the
political environment is a major factor that affects the collection of the loans. In the
years after 2000, it is noticed that there is a decline in both the operational and
financial self-sufficiency due to a decline in revenues. This is true although the
number of active loans remained in the same range as it used to be before the year
2000. Table 1.5 shows the number of active loans in the last six years followed by
Tables 1.6 and 1.7 that summarize both the operational self-sufficiency and financial
self-sufficiency respectively.

Table 1.5 – Number of active loans

Year

Number of total Active loans

1999
2000
2001
2002
2003
2004
Average

587
573
536
554
573
561
564

Interest
Revenue
BANK

1%

Subsides

Operational
Costs

Total
Provisions

1999
2000
2001
2002
2003
2004

$40,348
$23,995
$13,522
$16,343
$15,105
$16,250

$10,722
$23,806
$7,595
$5,124
$4,942
$3,917

$8,050
$4,772
$2,604
$3,219
$0
$0

$0
$2,721
$0
$0
$0
$0

$36,495
$33,695
$38,425
$39,351
$39,074
$39,173

$0
$0
$0
$0
$2,941
$3,250
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SelfSufficiency

Year

Revenue

Table 1.6 – Operational Self-sufficiency

139.94%
133.79%
54.96%
54.55%
47.71%
47.54%
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Subsides

Operationa
l Costs

Total
Provisions

$10,722
$23,806
$7,595
$5,124
$4,942
$3,917

$8,050
$4,772
$2,604
$3,219
$0
$0

$0
$2,721
$0
$0
$0
$0

$36,495
$33,695
$38,425
$39,351
$39,074
$39,173

$0
$0
$0
$0
$2,941
$3,250

$100
$100
$100
$100
$100
$100

Financial
SelfSufficiency

1%

$40,348
$23,995
$13,522
$16,343
$15,105
$16,250

Financial
Costs *

Interest
Revenue
BANK

1999
2000
2001
2002
2003
2004

Revenue

Table 1.7 – Financial Self-sufficiency

139.55%
133.39%
54.82%
54.41%
47.60%
47.43%

Revenue, as it appears in both of tables 1.6 and 1.7, refers to the 5% charged to loan
balances outstanding. While interest revenue refers to the interest credited to the
accounts of Caritas on deposits of excess funds in local banks. In year 2003, the
administration decided to start using 1% of the amounts collected to cover bad debts.
Before that date, the 1% used to be capitalized and paid out in new loans as a
revolving fund.
As for the operational costs, table 1.8 summarizes the costs of running this operation at
caritas offices in Jerusalem.
Table 1.8 – Operational costs

Salaries
1999
2000
2001
2002
2003
2004

31,395.00
31,395.00
34,125.00
37,537.50
37,537.50
37,537.50

Other
expenses
4,300.00
1,300.00
1,000.00
800.00
800.00
800.00

Vehicle
Expenses
800.00
1,000.00
3,300.00
1,013.00
736.00
835.00

TOTAL
36,495.00
33,695.00
38,425.00
39,350.50
39,073.50
39,172.50

The current political situation, and the deteriorating economic environment in the
country, is adding to the burden which is reflected in the higher rate of portfolio at risk
in the years of the second uprising, and an increase in the rate of arrears and past due
debts at the same time. This is shown in the following two tables (tables 1.9 and 1.10)
Table 1.9 – Portfolio at risk

1999
2000
2001
2002
2003
2004

Income
Generating
6.97%
12.90%
20.72%
21.57%
21.63%
22.50%

Housing
6.06%
10.03%
15.90%
17.42%
17.74%
16.03%

Emergency
7.22%
12.01%
17.35%
19.84%
22.90%
25.63%

Educational
5.00%
7.85%
15.54%
18.93%
22.51%
20.42%

Average
6.31%
10.70%
17.38%
19.44%
21.19%
21.15%
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Table 1.10 – Arrears Rate

1999
2000
2001
2002
2003
2004

Income
Generating Housing Emergency

Educational Average

8.72%
13.40%
18.83%
23.20%
22.65%
20.95%

0.00%
0.00%
3.20%
14.38%
13.31%
11.61%

6.74%
9.59%
12.72%
15.96%
14.64%
12.91%

9.16%
10.14%
17.07%
24.49%
24.39%
22.77%

6.16%
8.28%
12.96%
19.51%
18.75%
17.06%

In order to give the reader some insight into the activities of the Caritas, following is a
description of three different beneficiaries. It is noticed from the visits to the various
case sites that the political situation and the instability and uncertainty in the
surrounding environment are major factor that deprive small businesses from growth
and expansion. The three loans briefly described below were given in different
political stages. Some insight about the effect of the political situation on the activities
of the Caritas is given to the reader after the end of the case studies.
Case study # 1
Olive wood handicraft:
The Palestinian Handicraft industry has been in existence for many generations. While
most of the production was distributed in souvenir stores in the local market to be sold
to tourists and pilgrims, very little attention was given to the export potential of the
sector.
BENEFICIARY PROFILE
Location
Martial status
Age / Gender
Education
Dependent Family members
Other dependents
Main source of Income
Other sources of Income
Standard of Living

Beit Sahour.
Married.
34 years / Male.
High School.
Four children and the spouse.
Elderly mother.
The olive wood and mother of Pearl Handicrafts
workshop.
Waiter at the Greek Catholic Patriarchate earning
$ 400 a month
Good.
Owned House.

PROJECT INFORMATION / PRIOR TO LOAN
Location
Beit Sahour
Project / Production
Olive wood and mother of Pearl handicrafts.
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$ 3,500
On Going / Support / Production..

The objective of the loan was to purchase 50 kilograms of pure mother of pearl to be
used in producing handicrafts. This investment was done in preparation for the
expected Jubilee.
LOAN TERMS
Approved
Repayment Period
Grace period
Administrative fees
Date of loan disbursement

US $ 3,000
20 Months.
2 months.
6%
October 1999 (prior to the eruption of the second
intifada)

IMPACT OF THE LOAN / COMMENTS
During the first half of the year 2000, the monthly net income of the
workshop has increased from 3,000 NIS (approximately $730) to over $920.
The marketing possibilities expanded and distribution channels crossed the
boarders of the Bethlehem area to cover Nazareth and Jerusalem.
The workshop offered a part time employment opportunity.
The loan was settled in full despite the outbreak of the Intifada (second
uprising). Nevertheless, after a follow-up visit to the applicant during 2002 the
workshop was found closed as the applicant used up his capital. The applicant is
now working on daily basses at another big olivewood workshop in Bethlehem.
Today, and according to estimates from the Palestinian Federation of
Chambers of Commerce, nearly 70% of olive wood production goes to the local
market, while the remaining 30% is exported internationally through Israeli
Agents, directly by some of the large producers, and through personal selling in
churches and malls in various countries.

Case study # 2
Plastic Jewelry boxes Workshop.
BENEFICIARY PROFILE
Location
Ramallah / West Bank.
Martial status
Married.
Age / Gender
39 Years / Male.
Education
Primary School.
Dependent Family
Five children and the spouse.
members
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Other dependents
Main source of Income
Other sources of Income
Standard of Living

Elderly mother.
Plastic Jewelry boxes Workshop.
None
Good.
House owned.

PROJECT INFORMATION / PRIOR TO LOAN
Location
Al-Bireh / Ramallah Industrial Area.
Project
Plastic workshop.
Capital
US $ 32,000
Type of project
On Going / Support / Production..
Objectives of the loan:
The loan was intended to be used to purchase three plastic moulds in order to
increase the diversity of plastic boxes produced (to meet the increased market
demand).
To compete with the imported jewelry plastic boxes.
LOAN TERMS
Approved
Repayment Period
Grace period
Administrative fees
Date of loan
disbursement

$ 4,000
20 Months
2 Months.
6 %.
November 1999 (prior to the eruption of the second
intifada)

IMPACT OF THE LOAN / COMMENTS
The loan is still being paid – Arrears 20% - the loan was rescheduled twice.
Fierce competition is faced from the imported Plastic Jewelry boxes from
China.
The applicant is still working to satisfy customer specific orders.
No growth in the quantities produced.
Approximately 50% of the capacity is utilized.
The businesses experienced direct and indirect loss of inventory, raw material
and finished products as a result of direct Israeli gun fire during the Israeli
military incursions to the city.
Case study # 3
Furniture Store and Exhibition:
BENEFICIARY PROFILE
Location
Bethlehem.
Martial status
Single.
Age / Gender:
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Education
Dependent
Family
members
Other dependents
Main source of Income
Other sources of Income
Standard of Living
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University degree in Business.
None
Brother and elderly parents.
The business.
None
Medium.

PROJECT INFORMATION / PRIOR TO LOAN
Location
Bethlehem.
Project
Selling furniture.
Capital
US $15,000
Type of project
On Going / Support / commercial..
Date of loan disbursement 14/5/2003
Objectives of the loan:
1. Finishing the redecoration of the exhibition premises.
2. Purchase of furniture stock.
LOAN TERMS
Approved
Repayment Period
Grace period
Administrative fees
Date of loan
disbursement

US $10,000
35 months.
3 months.
7%
14/5/2003

IMPACT OF THE LOAN / COMMENTS
Loan repayments are on schedule.
The applicant expanded the area of the exhibition to include another 100 Square
meters to the already existing 150 square meters.
Two employment opportunities –salespersons- were created after the loan was
disbursed, while earlier the applicant was doing everything by himself.
The applicant enrolled in two management-skills courses at a training institution
in Bethlehem focusing on marketing
The project is improving the financial situation of the applicant.
The beneficiary was also successful in getting quantities of the furniture stock at
cheaper prices from different sources, and reinvesting the profits in project
expansion.
In many instances the applicant faced difficulties in cash liquidity due to problems
in collection. This situation is mainly attributed to the legal and regulatory
environment in the area.
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Appendix
To understand the previous discussion:
I would like to put forward some of the challenges/difficulties that the Credit
Program at Caritas Jerusalem faces on a daily basis during its operations in the
West Bank:
OPERATIONAL ENVIRONMENT:
♦ Increased pauperization of the Palestinian population due to political-socioeconomic situation.
♦ Economic decline has affected all social strata in Palestine. New emerging
strata called “ The new poor ”.
♦ The unemployment rate has reached approximately 22.3% in the West
Bank, and 36.8% in Gaza Strip in the 3 quarter of 2004)
♦ The poverty rate has reached 37% in the West Bank and Gaza Strip 64%.
Source of the information:Palestinian Central Bureau of Statistics, Press Release on
Labor Force Survey Results (July – September 2004)Disengagement, the Palestinian
Economy and the Settlements- The World Bank, June 23, 2004
Caritas Jerusalem operations were affected severely due to:
MOBILITY AND CHECKPOINTS:
♦ Closing off Palestinian areas from one another where getting in or out became
quite difficult and sometimes impossible.
♦ The time lost to reach our destination by waiting at the Checkpoints or
even using the long Pass by roads made especially to facilitate the
movement of Israeli settlers.
.
Bethlehem is only 10 Km from Jerusalem and in normal circumstances it used to
take us maximum 15 minutes. Today it takes us if we are lucky between 30-45
minutes and in the way back it takes between 1-2 hours as the car is checked
thoroughly by the soldiers at the checkpoint because we are entering Jerusalem –
Israel.
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NORTHER PARTS OF THE WEST BANK
To enter the northern
parts of the West Bank
for instance the town of
Zababdeh- Jenin) we
need always to get a
permit from the Israeli
Army - of course after
giving them all the tiny
details about the number
Zababdeh
of the car’s plate, who is
the driver and who are
the passengers … etc.
They
issue
the
permission.
In many cases after a
long drive, we reach the
checkpoint
at
the
entrance of Jenin and we
already
have
the
permission, the soldiers
would not permit us in
without specifying any
reason but Security.
.
This problem of course makes it continuously difficult for us to visit our beneficiaries
to evaluate and collect the repayment. Also it makes it even impossible for our clients
to leave their villages to repay and receive new loans.
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The separation wall causes even more difficulties for our beneficiaries and the
Palestinians as a whole to trade with other cities and villages. Long periods of curfew
and the continuous attacks caused many of the beneficiaries to lose their businesses in
the process and in some cases the loss of family members during the Incursions. Of
course the human cost of suffering from conflicts is immeasurable and the economic
costs extremely high.
This meant that Caritas Jerusalem had to intensify its outreach activities and that
in turn increased the security risks to the staff from both the Israeli and the
Palestinian side. Accordingly we had to develop a kind of security measures
specifically during the field visits to collect the repayments - i.e. when anyone in the
community is able to know, when and where the repayments will take place -. This
might create the threat of robbery, injury, or even murder to the employees. Bearing in
mind that we are operating in a conflict area where weapons are available, guns, and
grenades. in addition to demobilized police force and militias who have been trained to
use arms and are not getting their salaries, and if they get it can barely buy them food.
Thus; the staff is encouraged to be continuously aware, and not to fall into patterns of
behavior. Use of churches or offices near Police stations, for instance in Bethlehem we
go to the Parish Priest Office inside the Nativity Square, in Ramallah near the Bank
where we directly deposit the collected repayments, and setting varying days of the
week for both loan disbursement and repayment collections
To overcome the loss sense of purpose experienced by the beneficiaries who lost
their businesses, we try our best to support them in order to maintain a sense of control
and purpose. We even try to give them the feeling that the current conditions will
eventually improve; and that failure to honor loan obligations will hinder the
beneficiary ability to secure new loans in the future.
The repayments of many beneficiaries who could not repay because either their
businesses had stopped operating or had been literally destroyed were rescheduled and
/ or splitting the amount of the promissory note to be paid in two halves. This meant
extra burden on the staff that had to carefully follow-up on the repayments for each of
beneficiary.
It is worth mentioning that when asking some of the beneficiaries why they are
not paying back. The answer was the desire of borrowers to save cash for future
economic uncertainty or simply because the Intifada is a good excuse to skip
payments.
Nevertheless, Caritas emphasized re-payment and collection and were very tough on
clients who had the money to repay. Despite the fact that recovering old and new
loans will become increasingly difficult if the violence in the West Bank and Gaza
increases in intensity.
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Today as a result of the situation, we at Caritas have created a write offs subsidy fund
for loans that can never be collected because of death or destruction of business due to
the situation.
ANGRY POPULATION
In our daily work we had to deal with angry applicants who’s applications were
refused because at Caritas we tend to move away from potential beneficiaries
dependent on Israel for their businesses to those more geared towards the local
economy. We are also tougher in our selection and screening procedures.
Unfortunately, we are trying nowadays and are preparing ourselves to cope in the
future to deal with a Palestinian generation that is growing up in a culture of armed
warfare and violence.
Another issue we are facing with our beneficiaries is the mixing they have between the
grant and credit concept. This is due to the humanitarian programs operating in the
West bank and Gaza.
ASSESSING THE IMPACT OF LOANS:
"Hey, mister, what are you looking for under that light?"
"My keys."
"Why, did you lose them there?"
"No, I lost them across the street."
"Then why don't you look for them across the street?"
"Because the light's better over here."
It's an old joke, but it exactly tells the story of the current state of the practice related
to impact measurement of loans to the beneficiaries in Palestine. The micro credit
movements exist to alleviate poverty. However, due to the current situation it is
extremely difficult to measure that, accordingly we cannot tell whether our clients
become less poor due to the services we provide.
NO LAW ENFORCEMENT:
No effective regulatory or judicial system also hinders our work.
SUSTAINABILITY
The Intifada has impacted the financial standing of the program in the period, though
the extent of the damage and the time it will take to recover are still unclear. Our
belief is that portfolio will recover if political calm is maintained, though they could
experience long-term effects if the conflict continues into 2005.
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PALESTINE AND ITS BACKGROUND
THE LOCATION:
The location of Palestine, in the middle of the Arab world and a long the
eastern coast of the Mediterranean Sea, made it a coveted place for colonizers
and occupiers. It was occupied by British in 1917 and remained under British
Administration until 1948. And Israel Administration until Oslo Accord in
1993.
THE ECONOMY:
The economic activity of West Bank and the Gaza strip became a hostage
of Israeli security and political considerations after the establishment of the
state of Israel in 1948, and the Palestinian economy an appendage of Israeli
economy. This led to a notable deterioration in infrastructure, services, and the
functioning of national institutions.
THE AREA AND POPULATION:
The total area of the West Bank and the Gaza Strip is 6.207 km2, of which
5.842 are in the West Bank and 365 in the Gaza strip. The population is
approximately 4.077.981, of which 2.568.149 are in the West Bank and
1.509.832 in the Gaza Strip as of 2005.
Table 1. Projected Population at the End Year by Region, 1997-2005

Years
1997
1998
1999
2000
2001
2002
2003
2004
2005
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Palestinian Territory
2.840.268
2.958.578
3.084.880
3.224.504
3.381.751
3.559.999
3.721.543
3.897.702
4.077.981

West Bank
1.822.717
1.895.254
1.972.283
2.057.145
2.152.501
2.260.596
2.356.810
2.461.637
2.568.149

Gaza Strip
1.017.551
1.063.324
1.112.597
1.167.359
1.229.250
1.299.403
1.364.733
1.436.065
1.509.832
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MAP OF PALESTINE:
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LABOR FORCE:
Table 2. Unemployment rate by sex and years of Schooling (%), 1998-2002

Years of
Schooling
and Sex
Males
0
1-6
7-9
10-12
13+
Total
Females
0
1-6
7-9
10-12
13+
Total Both
Sexes
0
1-6
7-9
10-12
13+
Total

1998

1999

2000

2001

2002

10.0
16.3
15.0
15.0
10.9

9.3
13.4
12.4
11.7
8.8

11.9
17.6
15.9
14.7
9.3

22.4
33.8
31.1
28.9
14.1

29.2
41.3
38.9
34.9
17.5

14.4

11.6

14.4

27.3

33.5

2.3
4.7
10.5
16.5
23.5

1.1
3.2
6.3
11.6
21.9

0.3
3.2
7.8
8.0
21.9

0.7
5.2
8.7
7.7
22.2

2.2
7.6
12.7
18.2
22.5

15.2

13.0

12.3

14.1

17.1

6.9
15.2
14.7
15.1
14.1
14.4

5.4
12.2
11.9
11.7
12.5
11.8

5.7
16.0
15.3
14.0
12.8
14.1

12.2
31.1
29.8
27.4
16.3
25.2

17.4
37.9
37.3
33.6
18.9
31.3

Table 3. Percent Distribution of Population Aged 15 Years and Over by Labor Force status and
Region, 2002.

Region
Palestinian
Territory
West Bank
Gaza Strip
Palestinian
Territory
West Bank
Gaza Strip
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Labor
Force

Out side
labor
force

Total

Employment

Unemployment

Total

38.1

61.9

100

68.7

31.3

100

40.0
60.0
100
71.8
28.2
34.5
65.5
100
62.0
38.0
Unemployed (According to the Relaxed Definition)

100
100

44.6

55.4

100

58.8

41.2

100

46.3
41.2

53.7
58.8

100
100

61.9
51.9

38.1
48.1

100
100
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Unemployed (According to the ILO Standards):
Unemployed persons are those individuals (15 years and over) who did not work at
all during the reference week, and were not absent from a job and were available for
work and actively seeking a job during the reference week. Persons who work in Israel
and were absent from work due to closer are considered unemployed, and also those
persons never work and not looking for work but waiting to return back to their works in
Israel and settlements.
Unemployed (According to Relaxed Definition):
The number of unemployed persons was calculated under the definition by adding
to unemployed persons according to the ILO standards, those persons outside labor
force because they were frustrated.
Education:
Table 4. Higher Education Indicators, 1997/1998-2001/2002
Scholastic Years
Indicator
1997/1998 1998/1999 1999/2000 2000/2001
University Students
Males
29.546
33.548
35.696
40.220
Females
22.881
27.298
30.354
35.359
Both sexes
52.427
60.846
66.050
75.579
University Graduates
Males
3.328
4.449
4.717
5.408
Females
2.995
3.931
3.587
5.386
Both sexes
6.323
8.380
8.304
10.794
Teaching Staff at Universities
Males
1.489
1.579
1.666
2.045
Females
235
215
238
294
Both sexes
1.724
1.794
1.904
2.339
Community College Students

2001/2002
43.844
39.564
83.408
1.817
250
2.067

(**)

Males
Females
Both sexes
Community College
Graduates
Males
Females
Both sexes
Teaching Staff at Community
*
Colleges( )
Males
Females
Both sexes

1.949
2.350
4.299

2.533
2.903
5.436

2.388
2.769
5.157

2.129
2.835
4.964

2.399
2.914
5.313

798
1.167
1.965s

722
1.058
1.780

797
1.207
2.004

1.140
1.204
2.344

-

175
80
255

240
89
329

269
113
382

286
106
392

311
128
439

( **) data on community college students for the scholastic year 1997/1998 does not include second year students at An-Najah
community College, nor students at Kalandia Community College
data on Universities for the Scholastic year 2001/2002, does not include palestinian Technical college Tulkarm, Al-da'awa
Islamic college and Ibn Sina Nursing college data.
(*) Full Time Only.
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FOREIGN NGOS IN PALESTINE:
The number of non-governmental organizations (NGOs) globally is
increasing on such a scale that very few people would have imagined. Their
role historically was seen filling gaps at the grassroots level. The increase in
number, size and financial status is at such level where in several emergencies
of the late 1980's and early 1990s, short term money available to NGOs –
mostly to international NGOs- exceeded even that of the UN. It is estimated
that NGOs collectively spend an estimated $ 9-10 billion annually.
This phenomenal increase in NGOs activities worldwide has also been a
subject of debate in the Occupied Palestinian Territories (OPTs). The United
Nations Development Programme (UNDP) estimates that the overall flow of
recorded external assistance to the OPT in 1992 was around $ 174 million.
While the World Bank argues that this figure is an under estimation since
contributions from Arab. Islamic solidarity Groups and previously from PLO is
not included in the calculation. NENGOOT estimates the contribution of
European NGOs at approximately $30.5 millions.
NGOs both local and foreign need to go back to their principal function of
promoting development activities for the benefit of the poor and disadvantaged
people within the society "not to give them fish, but to teach them how to fish".

1. PALESTINIAN BUSINESS WOMAN'S ASSOCIATION (ASALA):
INTRODUCTION:
Asala has been active providing loans to woman since 1997 when it was
first established under the name of the center for woman's economic projects
(CWEP). In January 2001 it was registered with the Palestinian Business
woman's Association (ASALA).
ASALA WEST BANK OFFICE
P.O BOX 2316 Ramallah
Telefax: +970-2-2400432/3
E-mail: asala@palnet.com

ASALA GAZA STRIP OFFICE
P.O Box 5099
Telefax: +970-8-2827165
E-mail: asala-g@palnet.com

GOALS AND OBJECTIVES:
The main goal of Asala is to empower Palestinian women entrepreneurs
through providing them with flexible loans and counseling services to start or
expand their businesses.
ASALA PRODUCT:
Asala has two loan programs:
1- Micro lending program.
2- Small lending program.
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1- Micro Lending Program (Group and Individual Loans)
a. Target Client description
Based on Asala's current clients and market study, a typical microbusiness owner can be described as follows:
Micro Business Entrepreneurs
Characteristics
• Low-income (monthly family income of $700 or less) women.
• Not in debt to any other credit institution.
• Knowledgeable about their activity.
• Business assets in the range of $100-$2000 and generally employ one
to two people.
•
Financing
• Primarily need Working Capital financing in the range of $125-$1000
(Group Lending).
• For larger micro-businesses can use Asset Acquisition financing in the
range of $1000-$5000 (Individuals).
• The large majority of micro entrepreneurs can not access bank
financing due to lack of collateral guarantors and/or bank procedures
and requirements.
b. Micro business group loan
The Asala Micro business group product is based on best practices for
solidarity group lending.
Table 5. Group loan

Loan Sizes
Purpose
Loan Terms
Guarantee
Repayment
frequency
Service
Charges and
Fees
Savings
Special
Features

Group Loan
$125-$1.000 in Gaza, $200-$1.200 in WB
Working capital or small asset acquisition
4-12 Months (group choice depending on loan sizes and purposes)
Group guarantee provided by groups of 5-15 clients (average 8
clients)
Monthly (whole group pays together at monthly meeting)
2% monthly service charge and 1% fee at disbursement.
Required savings of 10% of the loan amount.
Open to start-ups; low initial loan size has been chosen in
particular to encourage start-ups.
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This type of product has been successfully introduced by the Grameen Bank in
Bangladesh, Uganda Microfinance Union in Uganda and Card Bank in the Philippines.
As long as repayment is successfully completed by the group, another loan will be
disbursed. The size of the loan increases gradually.
c. Micro-business Individual leading
Clients who demonstrate superior credit- worthiness are eligible for individual
products. Two separate individual loans are available- Opportunity and asset
Acquisition loans.
Table 6. Loan products

MICROBUSINESS
INDIVIDUAL
LOANS

Eligibility

purpose
Loan Sizes
Loan Terms
Guarantee
Repayment
Frequency
Service Charges
savings
special Features

•
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OPPORTUNITY
LOANS
• After 2 cycles of ontime repayment, no
arrears& high
attendance in the
group.
• Can be taken in
addition to group[
loan.
working capital for
seasonal demands or
other opportunities
$250- $500
1-6 months
Contract witnessed by
lawyer; 1 guarantor
Monthly
1.5% monthly service
charge and 2% fee on
disbursement.
No extra savings
requirements
Available within two
weeks of request

ASSET ACQUISITION LOANS
•
•

After four cycles of on-time
repayment, no arrears, and
high attendance.
Client must have finishes
group loan before this loan is
taken.

Asset Acquisition

$ 1.000- $ 5.000
1-2 years
Notary Deed; Contract witnessed
by lawyer; 1-2 Guarantors
Monthly
1-1.5 % service charge per month
and 2% fees on disbursement.
No extra savings requirements.
Short Business Plan (developed
with Asala). Available within 3- 4
weeks

In the West Bank, Clients with a demonstrated credit history and large potential
can access the asset Acquisition loan passing through the group product if they
bring two guarantors.
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2. Small Lending Program (Individual Loans).
a. Product description.
The individual loan product is designed for women entrepreneurs who want to be
or expand a small enterprise in sectors such as manufacturing, trade, services, and
agriculture. Loans are for productive purposes such as working capital, the purchase of
fixed assets or improvements in the business site. Loan terms are as follows:
• Loan amounts from $5.500- 20.000 in USD.
• 12- 36 month loan term with monthly payments.
• Grace period of one to six months depending on type and status of business.
• Two guarantors are required to sign notary deeds in order to guarantee
repayments.
• Flat interest rate of 6.15% per annum and 2% of loan amount commission upon
loan disbursal.
b. Small Business Entrepreneur Characteristics
Small business entrepreneurs range from low (monthly family income of
NIS 2000) to middle income (monthly family income of NIS 3.000-6.000)
women. They have a secondary school or university education, are married, and
have small families (up to four children). They generally have some business or
professional experience prior to applying for loan financing. In many cases, the
business serves as (has the potential to serve as) the primary source of income
for the family. Their businesses focus on the trade, production and service
sectors and need financing to improve their business site, buy fixed assets or in
some cases as working capital. Financing for the majority of these businesses is
in the range $5.000-$10.000, while some, mostly professionals can use loans
from $10.000-$20.000. These entrepreneurs can sometimes access bank
financing (25%) since they may already have capital assets or can find
guarantors, but do not due to mistrust of banks or lack of confidence in the
profitability of their businesses (due to a lack of business planning skills).
c. Delivery
Asala provides its individual lending product through project
development officers (PDO) based in branch offices in the West Bank and
Gaza. PDOs meet potential clients through field visits, client visits to their
office, and during information sessions about the individual loan product held
in local associations or community centers.
d. Methodology
To obtain an individual loan, the applicant must fill out an initial loan
application with the loan officer. If the client meets basic criteria, the PDO
visits the business and completes a primary loan application that includes a
profit and loss statement for the applicant. Afterwards, the loan officer conducts
a credit and market analysis for the project to ensure that client can effectively
use the loan and complete repayments once the application and analysis are
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completed, the PDO forwards the file to the loan application committee (LAC).
The LAC reviews applications every 15-30 days. If accepted, the applicant
opens a bank account (for the loan transfer) and with the guarantors signs the
loan contract. Repayments are made into the bank account of Asala on a
monthly basis.
Results out put
(Individual and Group- Lending) in West Bank and Gaza Strip.
The results of the program:
• The value of loans disbursed by end of December 2002: $ 847,358 ( cumulative
since Jan 2001).
• The number of active loans by the end of December 2002: 1233 Women Loan.
• The value of active loans at the end of December 2002: $ 223.764.
• Number of Solidarity groups at the end of December 2002: 174 Group.
(Individual Lending) in the west Bank and Gaza Strip.
The results of the program:
• The value of loans disbursed by end of December 2002: $2.389,012 ( cumulative
since 1997).
• The number of active loans at the end December 2002: 202.
• The value of active loans at the end of December 2002: $739,074.
Sources of Fund:
1- 2001 Oxfam-Quebec” Funded by Netherlands Government” ( For small and
Micro Lending).
22001 CEA ( Doe Micro Lending).
3- 2001 Welfare (For Small Lending).
4- 2002 Australian Aid (For Micro Lending)
5- 2003 Codespa/ Spain” Funded by EU” ( Program Running Costs).
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ORGANIZATIONAL CHART:

Board of Directors

Executive Director

Secretary

Secretary

GAZA Branch
Manager

Financial Manager (based in
WB)

Admin Finance Assistant
Program
Coordinator
Micro- lending

Finance
Assistant

Program Coordinator Microlending

Loan Officers
Middle Gaza.

Loan Officers North
Gaza

Program Coordinator
Small- lending

Loan Officers North WB
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2. ARAB CENTER FOR AGRICULTURAL DEVELOPMENT (ACAD)
INTRODUCTION
ACAD, the Arab Center for Agricultural Development is a Palestinian non- profit
non- governmental organization that has been officially registered in Jerusalem since
1993, and also registered by Palestinian National Authority since 2001 according to
Palestinian Law. ACAD is specialized in Micro-Credit and offers Business Support
Services to the poor and low-income Palestinian Producers.
ACAD WESTBANK OFFICE
Ramallah, Palestine
E-mail: acad@palnet.com

ACAD GAZA STEP OFFICE
GAZA, Palestine
E- mail: acadgaza@p-i-.com

Branches & Offices:
ACAD provide services for small & poor producers through 4 field branches &
offices (Gaza, Nebulas, Jericho, and Ramallah) in addition to its headquarter in
Ramallah.
MISSION, GOALS AND OBJECTIVE:
ACAD MISSION:
ACAD is a development institution established to encourage micro
entrepreneurship through small income generating activities among the poor and lowincome individuals. ACAD provides financial and business support service
concentrating on rural and /or high poverty rate in Palestinian areas that are particularly
affected by the difficult political situation. Economic independence and consequently
food security for the poor and disadvantaged, is an effective tools toward empowerment
and active participation in the economic, social and political spheres of life on Palestine.
ACAD GOALS AND OBJECTIVE
• Promotion of Self- sustaining employment- and income- generating projects in
the Palestinian poor and low- income rural and urban communities.
• Expanding geographical access of financial resources.
• Graduating poor and small- scale producers into capital lending Markets, by
shifting the balance of power towards those needing credit.
• Mobilizing Saving.
• Empowering poor communities.
Target Group:
ACAD's target group includes low-income Palestinian in rural & urban areas who
are willing to develop their small projects in order to improve their standard of living
and income. Our target group also includes the poor who are willing to get out from the
poverty cycle, through integrating in economic investment activities.
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ACAD PRODUCTS
ACAD provides financial credit services to small- scale and poor Palestinian
producers in the Palestinian Territories through three kinds of credit products:
• Working Capital Loans: This program aims to provide existing projects with
the required liquid money to cover the running expenses and costs in order to
continue the production cycle of the project. These expenses consist of workers
salaries, rents, fodder and seeds, medicines and fertilizers, transportation and
fuel, packaging, marketing, etc.
• Capital Investment Loans: Encourage small private investment in Palestine,
and convert savings to productive investment ACAD provides loans covering
75% of total investment required by the new project, or developing existing
projects, in order to invest it as fixed assets, such as purchasing green houses,
tunnels irrigation systems, machinery, equipment, building facilities, etc.
• Enhancing Productive Cooperatives & Creating Credit and saving Funds:
This project was launched in 2002 in order to encourage small and poor farmers
in the poorest rural areas to establish specialized agricultural productive
cooperatives and creating cooperative saving and credit funds (CCSF). The main
objectives of these CCSF, s could be summarized by:
- Consolidate principle of saving by poor and small farmers.
- Establish permanent funding sources for agricultural income generation
projects based on the saving of the farmers themselves.
- Raise the level of farmer’s participation in the development process
through the management of saving and credit funds.
- Consolidate farmers’ productive communities and raise the spirit of
cooperation among them.
• ACAD Business Support Services:
- Training Activities: ACAD provides well- experienced producers with
theoretical and practical training courses, on different agricultural topics
such as: the rationalization of chemical use in agriculture, projects
management, promotion strategy, pricing strategy, and marketing.
Professional experts and organizations conduct these training sessions.
•
•

Organizing & Capacity Building:
Encouraging beneficiaries to establish institution to defend their rights.
Technical assistant to productive cooperatives, and to cooperative credit and
saving funds.
- Policy Dialogue: ACAD conducts face- to- face dialogue and discussion
sessions between the poor and low-income producers and decision makers
regarding economical national policies and strategies. The aim of these
activities is empowering the poor towards influencing national policies.

ACAD Networking & Membership:
• ACAD is an active member of the Palestinian Non-Governmental Organization
Network (PNGO), which includes the most active NGO’s in Palestine.
• ACAD is chairing the steering committee of the Palestinian small and Microfinance Network, which includes financial institutions and banks.
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•
•
•

ACAD is a member of the Palestinian Higher Agricultural Coordination Body,
which is a joint body consisting of non-governmental organizations functioning
in the field of agriculture and the Palestinian Ministry of Agriculture.
ACAD is a member of the Micro-finance African Institution Network(MAIN),
which includes 40 financial organizations in Africa and the Middle East.
ACAD is a member of the Micro-credit Summit Campaign Council of NonGovernmental Organizations, which is working to ensure that 100 million of the
world’s poorest families, especially the women of those families, are receiving
credit for self-employment and other financial and business services by the year
2005.

ACAD Future Plans:
• ACAD’s main goal is to render financial services to the largest possible number
of poor and limited income individuals in various economical sectors, in all
Palestinian regions, in towns and the countryside, and to men and women a like.
• ACAD is working to implement sectoral and product diversification policy.
Diversification is a very important element seen by ACAD's management to
reach operational and financial sustainability as a necessary step to create a
permanent financial institution targeting the poor and low income in rural and
urban areas, with the two main financial services of credit and saving.
• ACAD is seeking to encourage poor and low-income individuals to save as a
permanent financial source for microfinance.

3. UNITED NATIONS RELIEF AND WORKS AGENCY (UNRWA)
INTRODUCTION
The Microfinance and Micro enterprise program (MMP) has come a long way
since it started credit operations in 1991, which began in response to the first intifada
and Gulf War. Its early mission was to create employment through capital investment
loans in existing businesses and start-ups. This resulted in specializing in small and
medium-scale enterprise (SME) lending that restricted the scope, scale and outreach of
the programmer, which was only able to provide a few hundred loans each year due to
the limited market for such loans in an economy dominated by micro enterprise.
The programmer changed its vision from SME development to microfinance
intermediation in 1994 when it introduced informal sector lending in Gaza through the
establishment of a new solidarity group- lending (SGL) product which targeted women
micro entrepreneurs. With this development the programmer was able to expand its
outreach and deepen its ability to reach to the poorest micro enterprises. The success of
this new working capital product encouraged the programmer to develop a further micro
enterprise credit (MEC) product to serve the needs of men- owned micro enterprises
operating in both the formal and informal sectors of the economy. This was first
launched in Gaza in 1996, the West Bank in 1998 and in Jordan and Syria in 2003. It
now forms the core business activity of the programmer.
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Uniquely, the programmer evolved and grew with no external financing of
institutional development or capacity building. This was accomplished in-house through
studying the work and experience of the world’s leading microfinance institutions. But
enhanced by training key staff in the world’s foremost microfinance training
programmer in Boulder, USA.
By studying and learning from the experiences of others the programmer was able
to transform its institutional procedures in conformity with the new standards and best
practices of the emerging microfinance industry that were being formalized by
institutions such as the Consultative Group for Assistance to the Poor (CGAP) and
USAID.
UNRWA MISSION STATEMENT:
The Microfinance and Microenterprise Programmer (MMP) endeavours to
improve the quality of life of small business owners and microentreprenceur, sustain
jobs, decreases unemployment, reduce poverty, empower women and provide incomegenerating opportunities to Palestinian refugees, and other proximate poor and marginal
groups through the provision of credit. As the programmer strives to provide sustainable
credit in a cost-effective manner, it concentrates its financial services in poorer urban
areas, which are centers of commercial and industrial activity with a highly localized
density of Palestinian refugees.
These microenterprise owners and their employees earn their living from a diverse
range of economic activities in trade, services and industry. Many of the businesses are
informal and unregistered with government, municipal, trade or tax authority offices.
Many of the owners are sole- proprietors who work alone or fun their business with the
assistance of family-workers. Those that do employ workers most often recruit then
from the poorest sectors of the community, which many informal microenterprise
owners are themselves poor, eking out a living from themselves and their families on the
margins of the economy.
UNRWA LOAN PRODUCTS
As the microfinance and microenterprise programmer evolved, it has used Gaza as
its product testing ground. This highly urbanized community, where poverty is ever
endemic, is an ideal environment for designing and developing various financial
products to serve the needs of the poorest, especially the Palestinian refugees that form
the majority of the population of 1.3 million.
An early lesson from this region was that building sustainable, self- sufficient
microfinance on a single-product basis was quite restrictive and did not cater sufficiently
to the needs of clients. Thus, diversification of products soon became a key objective to
maximize outreach, serve a wide variety of clients and ensure self-sufficiency.
The programmer now offers three business and a consumer loan product:
• Microenterprise credit- short- term working capital loans to microenterprises.
• Solidarity group lending- group- guaranteed working capital loans for women.
• Small- scale enterprise loans- longer- term investment capital loans to formal
small- scale businesses.
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•

Consumer lending- short- term loans to working class families for household
assets, services and emergency needs. Future development will include the
development of housing microfinance for refugees.

INTIFADA IMPACT
During 2001 and 2002 the outreach of the programmer was arrested following the
outbreak of the intifada. The subsequent economic repression that accompanied
increased security measures had a devastating effect on the local business community as
most private sector businesses laid off workers, many went bankrupt and most reduced
capacity in the face of falling sales. This led to a plunge in demand for credit as
businesses contracted and tried to mitigate further risk. It was also accompanied by
increasing portfolio arrears as a large number of clients found it difficult to honour their
debts and were unable to collect debts from customers. As a result, disbursements fell to
less than 9.000 loans valued at just US$7.10 million in 2001.
The economic breakdown reached a critical dimension in 2002. following the
regime of reinvasion, closure and curfew that followed military operation” Defensive
Shield”. This resulted in an almost total collapse of lending in the West Bank, when the
programmer was able to product just a few hundred loans while employees were
regularly unable to reach their workplaces and clients businesses were often under
curfew and siege. During this period, Gaza was the main source of loans. Outreach at
this point, fell to a 5- year low, when disbursements feel to fewer than 7.500 loans worth
just US$5.16 million.
A series of significant operational adjustments were made to avert these everincreasing risks. Thus, the programmer halted small-scale enterprise lending in the west
bank and reduced the portfolio of this product in Gaza. It restricted lending of its
consumer loan product to a few hundred loans each year, while it improved lending to
the expanding informal sector that had sprung up in street markets and urban
conurbations as the poor struggled to cope with losses work and income. To improve its
income recovery, the programmer created a specialize collection office where credit
extension agents were redeployed to recover debt from loans that were written off
during this period.
UNRWA OUTREACH:
While the previous two years were marked by portfolio decline and economic
crisis, 2003 was marked by and auspicious reversal of fortune. Despite the ongoing
strife and continuing repression of markets and business activity on the West Bank and
Gaza, the programmer recovered its outreach capacity and surpassed its previous
outreach highpoint when it disbursed 12,324 loans valued at US$8.74 million.
Moreover, it began to implement a regionalization plan to expand its operations into
Jordan and the Syrian Arab Republic.
The recovery of outreach was driven by the growing retail of its two
microenterprise products (SGL and MEC loans) in Gaza, but it was also accompanied
by a rapid extension of the microenterprise product in the West Bank as the programmer
began to recover from the contraction of previous years. However, despite this
reconsolidation of the portfolio, its value reached only 64 percent of its previous
highpoint. More positively, the programmer has maintained its place as the leading
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microfinance practitioner in the West Bank and Gaza as it continued to outperform its
market competitors.
The new stream of lending from credit operations in Jordan and the Syrian Arab
Republic helped this situation, but it was too little to have a major affect.
SUSTAINABLE MICROFINANCE:
As microenterprise lending became central to its financial intermediation in the
mid- 1990s. UNRWA’s microfinance and microenterprise programmer has been at the
forefront of developing sustainable microfinance in the occupied Palestinian territories.
It has adopted its operations to the standards being set by the microfinance industry
through CGAP, USAID and others. Despite working with the poorest in the business
community, between 1997 and 2000 the programmer was operationally self- sufficient,
covering the costs of its credit operations from the fees and interest it charged on loans.
However, the outbreak of the intifada damaged this record as the programmer
faced an extraordinary financial crisis created by the war-torn condition facing the
Palestinian business community. As its client’s were buffeted by economic breakdown
and a market contraction that was unprecedented since the war of 1948, the programmer
incurred an enormous provisioning requirement of US$ 1.35 million in 2001 and US$
1.14 million in 2002. These funds had to be set aside due to increased risks in the
programmer. At the same time, the outstanding portfolio withered and revenues shrank
accordingly, while operational expenses remained constant. Through this 2- year period,
operational sustainability fell to just 11 percent in 2001 and sinking to a mere eight
percent in 2002. at this time the programmer needed to make up its revenue shortfall
through short- term de-capitalisations of its loan funds to meet its operating expenses.
No business can survive for long under such inimical conditions. So in 2003, the
programmer galvanized its resources to combat this fatal state of affairs even as strife
continued. Most successfully the new collection office recovered US$ 0.84 million from
written off loans. By the end of the year the programmer realized a significant recovery
when it posted an operational sustainability ration of 87 percent. Once adjustments are
made against the start-up and investments to the launch of the regionalization in Syria
and Jordan, operational sustainability in the West Bank and Gaza arrives at 92 percent
95 percent in Gaza and 86 percent in the West Bank.
Although the programmer was still unable to accomplish full operational
sustainability during the year. It was able to surmount the more significant obstacles to
its financial performance.
FUTURE PROSPECTS:
Few microfinance institutions have experienced the daunting task of preserving
self- sufficient microfinance under the regime of economic repression and prolonged
political violence which afflicted the programmer over the first 39 months of the
intifada. While working under re-invasion, curfew and siege, staff showed a remarkable
resilience which allowed the programmer to finish this period with its operational
capacity enhanced, although financially bruised. While its assets have been squeezed,
the programmer has gone into 2004 in much better health than it entered 2003. if the
current performance continues the programmer will once again realize full operational
sustainability at the end of 2004.
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However, ad long as the conflict in the West Bank and Gaza continues and
agreement eludes the peacemakers, the future of the programmer remains marked by
political uncertainty and economic risks. While and escalation of the conflict could drive
the programmer in West Bank and Gaza bank to the poor performance levels of 2002,
and significant return to peace building will energize the programmes’s recovery.
There is no such uncertainty in Jordan and the Syrian Arab Republic where both
the political and economic environment is conducive to success. This year solid
foundations for the future growth of the programmer were laid in Jordan and the Syrian
Arab Republic. If the programmer can secure the loan capital it needs to meet its market
potential, then it will grow quite rapidly over the next half decade.
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Institutional Profile:
Palestine for Credit and Development (FATEN), is an independent, Palestinian not for
profit corporation fully dedicated to providing micro-finance services. It emerged out
of a micro-finance program; the Group Guaranteed Lending and Savings (GGLS)
program, launched in Palestine by Save the Children (US) in January 1995. FATEN
was registered under no. 563124478 of the Commerce and Shareholder Companies
Registry in July 1998 and became fully responsible for the management of the whole
program on the 1st of March 1999.
(FATEN) is an Arabic name for women, which means most beautiful. The name was
decided following the founders meeting in Ramallah at the early stages of FATEN
formation.
FATEN’s management:
Following series of meetings in early 90’s between FATEN assembly, FATEN board
members were chosen in free and democratic election in 1995 in Cyprus under the
auspice of save the children.
Board members constitute a broad spectrum of Palestinian society from west bank and
Gaza (see table 1 below) the board members make the responsibility for the operations
of FATEN
Table (1) FATEN board members

Name

Profession

Status

Salah Abdel Shafi

Director of Gaza Center for Mental Health Chairman
Program
Heyam Qa’aqour
Lawyer - Women Center for Legal Aid & Member
Counseling - Hebron
Hussam
Abu Operations Analyst - World Bank / Gaza
Member
Daqqa
Mohammed
Al- Lawyer – Khan Yunis / Gaza
Member
Saqa
Nae’la Ayesh
Director of Woman’s Affair Center – Gaza Member
Nasr Abdel Karim Lecturer in the School of Finance & Member
Management – Bier Ziet University.
Nebras Bssieso
Director of Palestinian Development Fund - Member
Gaza
Samir Abuznaid
Former Dean of the School of Finance & Member
Management – VP for Academic affairs
Hebron University
Samir Abdullah
Director of ABC Consultancy Firm - Member
Ramallah

Vision:
FATEN envisions a poverty free Palestine, in which every family is assured sustained
access to dignified means to generate enough income to meet their needs.
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Mission:
FATEN is working under the mission strengthening the economic base of the
Palestinian micro-entrepreneurs, particularly women through providing sustainable
high-quality financial services suited to their needs.
Objectives:
The objectives of FATEN are:
• To provide Palestinian – entrepreneurs with sustained
access to financial services.
• To offer divers credit products and other financial services.
• To combine cost-efficient methodologies with exemplary client services.
• To become financially sustainable institution.
Values and Principles
Values are what we believe in. A value is what we believe is right or wrong. Values
serve as foundation for ethical behavior in business. Underlying values are
unarticulated ethical beliefs that provide a foundation for ethical behavior in a firm.
Values:
The values of FATEN are:
Accountability: FATEN is accountable for the wise and effective use of funds
contributed by several donors who are committed to facilitate the provision of
financial services to the poor. Above all, FATEN is accountable to the clients it serves.
Commitment: FATEN is committed to providing access to financial services to the
poor; to achieving financial sustainability and to supporting the goal of the Micro
credit Summit.
Collaboration: FATEN achieves results at every level through cooperation with its
local and international partners and donors, clients and their families & communities,
and with fellow staff. FATEN is committed to contribute to the establishment of
Micro-finance networks at the Palestinian and Arab levels.
Excellence: The highest quality in vision, strategy, programs, staff collaboration and
cooperation, management systems and client response; all characterize FATEN’S
work.
Innovation: FATEN strives for types of guarantees, programs and systems that are
creative and reflect the best thinking of the international community on poverty
lending and financial services to the poor.
Trust: FATEN strives to create an institution where the word credit means trust.
FATEN made borrowing simple and available based on trust.
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FATEN Principles
A principle is a statement that identify the philosophical guidelines for all the
organizational activities (Smith, Buckling, 2005)
The following principles guide FATEN operations:
Business-like operation: Although FATEN has a social objective; its operating
approach is businesslike. This first principle imbues all facets of FATEN operations
and underlies virtually all other guiding principles for FATEN.
Sustainability: FATEN aims to establish itself as a permanent source of financial
services to micro-entrepreneurs who are unable to access credit through formal
channels. To achieve permanence, FATEN has to be self-sustaining and to cover all of
its operational and financial costs. The aim is to be self –sufficient so as to be client
oriented rather than donor oriented.
Partnership with clients: FATEN operates on the principle that low-income
entrepreneurs are experienced in their areas of work. They know how to use credit, are
capable of paying positive real rates of interest on their loans. They also want to be
treated as business partners rather than as beneficiaries of paternalistic assistance.
Responsible lending: FATEN believes that” there are no bad clients. There are only
bad loans. ”The idea is therefore not to blame the clientele for poor performance, but
rather to focus on internal accountability and responsibility.
Focused Services: FATEN follows a minimalist approach. It specializes in providing
easily accessible credit.
Scale: FATEN believes that to make a real positive change in Palestine, it is not
enough to have a couple of hundreds of clients but to reach all of those thousands of
micro-entrepreneurs in Palestine who do not have access to credit.
Focus on Women: FATEN is focusing its lending operations on female microentrepreneurs as: women are the majority of poor, who have been traditionally
excluded from formal sources of credit. Banks appear frightening and largely
irrelevant to their needs.
Macro and micro environment
Year 2003 was the turning point for the survival of FATEN. Since the eruption of the
second Palestinian Intifada on the 28th of September 2000, FATEN’s performance
indicators were declining1 and reached critical levels that threatened FATEN’s ability
to continue serving the poor. But with extraordinary efforts by all FATEN staff,
FATEN approximately tripled its outstanding portfolio by the end of FY 2003 while
maintaining its high standards of quality.
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The achievements of FY 2003 were a result of the strategies and plans FATEN
developed in FY 2002 during which thorough analysis and assessment was done for
the lessons learned on the previous years of doing Microfinance under a war situation.
The Israeli incursions and closures carry on against the Palestinians, and the situation
worsened even further as the construction of the separation wall accelerated,
increasing the Palestinian anguish2. The war against Iraq was another factor that
affected the daily lives of Palestinians during 2003.
Thirty-nine months have passed since the onset of the Second Palestinian Intifada
during which FATEN tried many strategies to survive in order to continue serving the
poor. FATEN was expected to reach financial sustainability within one year as the
second Palestinian Intifada erupted on the 28th of September 2000.
FATEN Operations were affected severely due to:
1. Closing off Palestinian areas from one another where getting in or out became
quite difficult and sometimes impossible.
2. Preventing the flow of products into or out of the Palestinian Territories.
3. Long periods of curfew destroyed many business activities like cultivation or
bird and animal rising.
4. Daily bombings and continuous attacks destroyed many of FATEN’s clients
and staff houses and some of the clients lost their businesses in the process.
5. Some of FATEN’s clients and staff lost family members on the daily Israeli
incursions and a number of FATEN’s clients where killed.
6. The separation wall causes even more difficulties for Palestinians to reach their
land to cultivate it or to travel or to trade with other cities and in many cases the
children need to go through the gates3 of the separation wall to reach their
schools.
7. Due to the complete closure of many Palestinian areas, employees were not
able to reach the clients or the clients were not able to reach FATEN offices to
receive a new loan or to reach the banks to deposit their payments.
Since the intensification of the conflict and the reoccupation of the West Bank in the
spring of 2002, movement within the West Bank has been subject to restrictions.
Traffic between eight designated zones of the West Bank and into and out of major
towns and cities within these zones is controlled by as many as 140 military
checkpoints. Passage through checkpoints is governed by permits issued by the
Israelis, and these are very difficult to obtain. Circumvention of checkpoints is
prevented or made very difficult by 200 unmanned roadblocks (concrete or earth),
which cut off alternative access roads.
The checkpoints/permit system has greatly reduced mobility in the West Bank and
during periods of intensified security, pedestrian and vehicle access to the main roads
between affected towns and villages in the WB is essentially prohibited to
Palestinians.
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Gaza, which has not been reoccupied, is also subject to restrictions on movement
between three designated zones, with passage between ones controlled by 25-30
checkpoints.
Movement of goods within the WB is similarly affected by the “back-to-back” system
according to which goods must be disembarked and reloaded into other vehicles on the
other side of the checkpoint, raising transactions costs considerable.
The re-occupation of the WB has also involved the much more widespread application
of curfews. All the major towns and cities in the WB, with the exception of Jericho,
have been subject to extensive curfews between 40 percent and 75 percent of the time
since the summer of 2002. After reaching a peak of some 900,000 people (some 40
percent of the population of the WB) under curfew during June/July 2002, the number
under curfew settled to an average of about 500,000 during the remainder of 2002.
Since April 2003 the situation has further improved with an average population of
200,000 to 250,000 under curfew. These curfews are usually 24-hour curfews and can
run continuously for months on end, with only occasional two to three hour break
every few days to enable residents to shop for food and perform other necessary tasks.
Curfews have prevented workers from getting to their jobs, dislocation production and
shutting down markets. In the old city of Hebron, for example, where curfews have
been in force for much of the time since the beginning of the Intifada, the once
thriving market is completely closed.
The economic effect of closures, checkpoints and curfews appears to vary depending
on the nature of the economic activity while the affect on big companies
comparatively less compared to midsize companies since midsize companies depends
more on the internal market of WB/Gaza are likely to have fared relatively poorly.
Transporting good within the WB, or from the West Bank to Gaza (or the other way
around) involves much higher transactions costs, if all possible. The distribution of
agricultural produce has been similarly affected by the restricted market access, while
production has been adversely affected by the difficulties for workers and owners to
get out of their towns to tend vines, fruit and olive trees. More worrying for the future,
however, is the construction of the “separation wall” that is planned to run 360
kilometers along and within the western border of the West Bank. The first phase of its
construction (leveling and digging trenches) began in the summer of 2002 and extends
about a third of the way down from the north of the West Bank. Some five kilometers
of the wall itself has now been erected. Land on either side of the wall, varying from
30 to 100 meters has also been requisitioned from Palestinian farmers for additional
barrier, trenches and fences. The land involved, from which tens of thousands of olive
and fruit trees have already been uprooted, is some of the most productive in the West
Bank. The wall will also cover or cut off some of the best water allocation between the
Israelis and the Palestinians.
The Palestinian economy is completely dependent on Israel since the outbreak of the
second Palestinian Intifada. The unemployment rate reached approximately 60% while
before Intifada it was around 12%. One important factor that contributed to the
dramatic rise in unemployment is the huge decline in the number of Palestinians
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working in Israel. In 1999, the last full year before the Intifada, a daily average of
135,000 Palestinians worked in Israel or the settlements.
This number continues to increase through the third quarter of 2000, the eve of the
Intifada, when it reached a peak of 146,000. Since then, access to the Israeli labor
market has been severely restricted, reaching the lowest point in the second quarter of
2002 when the Israeli army began “Operation Defensive Shield”, reoccupying the
main cities in the West Bank and imposing widespread curfews. In the second quarter
of 2002 only 33,0004 Palestinians worked in Israel. In 2003, these numbers improved
somewhat but never reached pre-Intifada levels.
FATEN’s competitors
There are several micro finance lending institutions in the west bank and Gaza.
Major competitors serving women include ACAD and ASALA. See table 2 for a
SWOT analysis for the three entities:
Table (2) SWOT Analysis of the three entities:

Strengths

ACAD

ASALA

FATEN

•
•
•
•

•

best practice
group &micro
loan product
high personnel
productivity
efficient
allocation of
assets
aggressive
Low profitability
Low yield on
small loans
Poor asset quality
on small loans
Lack capital,
liquidity
MIS

•

growth in Gaza
group lending in
west bank
merger

•

Capital
Liquidity
Rural experience
Reputation

•
•

Weakness

•
•
•
•
•
•
•
•

Opportunities

•
•
•

Low profitability
Low yield
Poor asset
quality
High losses
Lack micro
experience
Eligibility
requirements
Slow
disbursement
Controls
Continued EU
funding
SIDI funding
merger

•
•
•
•
•
•

•
•
•

•
•
•
•
•
•
•
•
•
•

•
•
•

best practice group
&micro loan
product
Capital
Liquidity
Infrastructure
Crisis strategy to
preserve assets
MIS
Low profitability
Low productivity
Declining yield
High overhead
Defensive

medium-term
USAID support
new product
development
infrastructure
merger
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Threats

•
•
•
•
•

restricted access •
to clients
trouble with legal •
collection
competition
•
focus on
development
projects
saturation of
guarantee market

restricted access
to clients
lack access to
additional funds
competition

•
•
•
•

limited access to
clients
competition
saturation of
guarantee market
no long-term
funding

A merge study was conducted by an international consultant in the year 2003 to
analyze the strength and weakness of these three institutions to propose merging.
No decision has been made yet to the merge process.
FATEN’s Financial Products:
During the year 2003 , FATEN issued 3544 loans . this is equivalent to 120% of loans
issued in year 2002. the amount disbursed during 2003 was 2,302,370 US$ .
Group Guaranteed Lending and Savings (GGLS) :
This was the first and currently is the main product of FATEN. The methodology of
the GGLS is based on the principles of successful micro-finance and group-based
lending programs around the world. Groups of at least three women are given small
(150 Jordanian Dinar), individual, 24-week loans of working capital to expand their
businesses. Each group guarantees the repayment of the individual members, so no
collateral is required. The groups repay their loans and interest in installments every
two weeks at a local bank and simultaneously deposit savings into a group savings
account. Upon repayment of their loans, the groups become eligible for new cycles of
loans at gradually increasing amounts (250, 300 JD). Clients, who finish this phase,
can choose in Phase II between a 24-week loan (400, 500, 600 JD) with compulsory
savings; or a 40-week loan (600, 800, 1000 JD) without savings. Loans support a wide
variety of businesses including selling clothes, small grocery stores, selling vegetables,
knitting, sewing and hairdressing.
Fast Loans:
To groups of at least three active clients who have been with FATEN for more than
one year and whose projects required more cash during a certain season like the
Ramadan Feast, Al-Adha Feast, and the beginning of the school year. The fast loan
duration is one month, the application and service fees are paid in advance, and the
entire amount of the loan has to be repaid in one payment. The maximum size of the
fast loan is 50% of the client’s current active group loan.
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Individual Loans-Phase I :
FATEN clients, who have finished at least Phase I of the GGLS product, whose
projects have developed and grown to the level that their needs are bigger than what
the GGLS product can offer in its Phase II, can apply for the individual loan product to
further expand their businesses. The first loan size ranges between US$ 700 - 3,000
and can be used only for working capital. Repeated loans can go up gradually to USD
10,000 for working capital and/or fixed assets. Post-dated checks and promissory notes
are held by FATEN as collateral, the client is also required to sign a notary deed in the
court, recognizing that she is legally bound to repay all monies owed under the terms
of the loan contract, or these three requirements can be replaced by post dated checks
from transferred salary. These forms of collateral are valued as a signal of the client’s
intent to repay rather than as means of loan recovery. Clients repay their loans and
interest in installments every month at a local bank. Upon repayment of their loans,
clients become eligible for new cycles of loans at gradually increasing amounts. Loans
support a wide variety of businesses including selling clothes, small grocery stores,
selling vegetables, knitting, sewing and hairdressing.
FATEN Staff Loans:
FATEN is providing staff loans up to USD 25,000 or the annual salary of the staff or
the balance of pension and severance of the staff/borrower -in addition to other two
staff that can guarantee him “optional”- (whichever is less) and the monthly payments
should not exceed one third of the monthly gross salary. These loans are paid on
monthly payments deducted from the monthly salary and guaranteed by the
staff/borrower pension and severance. FATEN is charging a very low rate compared to
commercial banks (Banks’ rate is around 12%), which is approximately 7% annually
(5% declining balance +1% flat). These loans are awarded from the staff severance
fund.
NGO’s Staff Loans:
In March 2002 FATEN launched a similar product of FATEN staff loans for the staff
of other NGOs working in the West Bank & Gaza Strip, which have a Pension Fund
and Severance Plan. Loans up to $25,000, annual salary of the staff, or the cumulative
amount of the staff pension fund and severance at the date of the loan - in addition to
other two staff who can guarantee him “optional”- (whichever is less) are given for a
maximum period of three years. FATEN signs with the NGO an agreement by which
they are obligated to deduct the monthly payment from the employee’s salary and
transfer it to FATEN’s bank account. They are also obligated to withhold employee
entitlements until he/she has a release paper from FATEN. The charged interest is 5%
declining on the balance, in addition to 1% flat interest per year as a commission to
cover the cost of following up on these loans. Interest and commission are deducted up
front from the amount of the loan.
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Individual Loans Phase II:
FATEN and its partner Save the Children /US engaged in a grant agreement with
USAID to increase the outreach and widen the geographical coverage of it’s
operations in Palestine. One of the main objectives of this grant is to create and/or
sustain job opportunities and reduce poverty for female clients in the West Bank and
Gaza Strip. In response to the above mentioned objective, and based on the success
and experience gained from the pilot phase of the Individual Loan Product (Phase I),
FATEN designed and began to pilot the Individual Loan Product Phase II that will
target female clients outside its ongoing products. Loan amount $1,000 - $10,000 for a
period of 4 – 24 months.
Housing loans for the poor:
The management of FATEN is considering adding anew program to its products, the
housing loans for poor women.
FATEN considering providing loans to low income women who do not have homes. It
is thought that these loans will enable the marginalized women build new houses,
renovate or expand existing ones. This idea came as a result of the increasing need for
housing in the region. The proposed size of the loans range between $1,000 – $15,000.
The housing loan proposal is to be decided by FATEN management in its forthcoming
meeting of the board of directors.
Consultancies/Technical Assistance :
Using the accumulated experience of its key staff, the training materials it developed
in Arabic and the financial and administrative systems it has developed, FATEN is
providing consultancy to other MFIs. During 2002 technical assistance in the field of
micro-finance was provided to other MFIs in Yemen, Mozambique, Tunis, and Egypt.
FATEN sold its MIS to (ANERA)’s “American near east refugees aid “loan program
in Gaza. These are the current clients for the product.
FATEN management information system ( MIS )
One of FATEN‘s strengths is its MIS system, the system is the work of FATEN’s MIS
specialists Suliman Rantisi .
FATEN MIS is a highly flexible system which was developed to satisfy the needs of
almost any MFI with its powerful ability of working with as many diverse
methodologies, products, languages, organizational structures as there could be and
it’s very powerful and has a comprehensive reporting tools and data entry securities.
Having all that but still maintaining a user-friendly interface.
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Where has the system been installed?
Currently, FATEN program is fully operational in five sites:
1) FATEN, Palestine for Credit and Development, in Palestine where the system
was developed, FATEN had about 7,000 active clients in different loan
products when the Intifada began in September 2000 and was considered the
leading MFI in Palestine in the World Bank Survey conducted by Judith
Brandsma and Laurance Heart in year 2000. The system was installed there in
April 2001.
2) ENDA Entre Arabe, the leading MFI in Tunisia as per the same survey above.
Currently serving about 10,000 active clients. The system was installed there in
May 2001.
3) Save the Children/US program in Egypt (Attadamon), which is preparing to
spin off soon and to become an independent MFI serving about 5,000 clients
there. The system was installed there in August 2001.
4) Save the Children/US program in Mozambique, which is preparing to spin off
soon there too and to become an independent MFI serving about 5,000 clients
there. The system was installed there in September 2001.
5) Gaza Women Loan Fund, a joint lending program in Gaza Strip implemented
by ANERA and the Cultural and Free Thought Society there. The system was
installed there in November 2002.
System Features
FATEN Management Information System is characterized by the following features:
Flexibility
• Supports different products and methodologies:
• Supports different loan interest calculations:
• Supports different loan fees and commission calculations:
• Supports different Loan Amount Methods:
• Supports user defined penalty fee for late payments methods.
• Supports different Compulsory Savings 1calculation Methods for
borrowers.
• Supports multiple payment types.
• Supports Payment aberrations support.
• Supports payment rescheduling using a very flexible rescheduling
module.
• Supports multiple geographical and staff levels (at data-base setup time)
depending on MFI needs.
• Supports multiple currencies.
• Supports multiple languages

1

The new version will support different deposit interest calculations.
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Client Information
• Strong search capabilities
• Maintains client information such as ID, name, family information, age, gender,
address (home and business), type of business, as well as impact information
• Track clients at different levels, from individual to group etc.
• Able to maintain group information
• Facilities to check client behavior i.e. credit and deposit status and history (from
internal source)
• Historical data on clients
• Aggregation of client data (by loan officer, location, branch, region, economic
activity etc.)
• Able to track clients at different stages of the process
• Identifies potential duplicates (i.e., double entry of clients)
Reports
• A Comprehensive set of statistical and analytical reports are designed to cover
MIS needs of monitoring and evaluation.
• Accurate, clear and readable reports.
• Reports can be issued at any administration level, by employee level or
Geographical level.
• It will contain tools that permit easy and immediate generation of reports on the
basses of selection done by user.
• Selection criteria’s are Product, Geographical, Employee, Donor and certain
client criteria’s like gender, Type of Client business etc.
• Reports are issued depending on a specified range of time or at a certain date.
Ease of Use and User-Friendliness
• A very smooth lay out and logic of screens and controls.
• Data is defaulted as much as possible depending on product used “as mentioned
above to reduce unnecessary data entry.
• Error, warning messages and guidelines in an easy to understand dialect in the
default user Preferred language.
• Smooth keyboard screen interface
• The product design and data validation procedure leaves the user in a very tight
Guided environment where the chance of loosing Track or entering wrong data
is highly reduced.
Ease of Use and User-Friendliness
• Multi privilege levels depending on user password.
• Maintains a security log where, sensitive data operations are stored by: user
who altered data, and the time of that operation.
• High data integrity.
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• A log is kept for any data entry exception, it contains the user responsible ID,
Date of exception and description of the exception.2
• A well Designed Backup scheme.
Continuous Development and Support:
We really believe that when our system reaches the point that it cannot be
developed any more that this the time to get rid of it and to begin a new thing. This
is why we make sure that very often we have new developments on our system.
Those developments come from our continuous support relationship with our
clients and from the problems they might face or from the additions and changes
they might need. What ever we find as something, which could be general and
others would benefit from it, we add to the main version of the system and make
sure that all of our clients’ versions are upgraded to include that.
Our daily support to our sites consists of answering all of their questions, solving
of all their problems and updating the system with the new developments and
upgrades. Support is done using Email, discussed using chatting programs and
solved hands on using Pc Any Where technology.
Technology:
• The system employs a client server technology. It uses MS-SQL as the data
base engine and Ms-Access 2000 as the front-end interface.
• The system is designed to support a centralized setup where the data resides on
a central server connected to client Pc’s using LAN or WAN through any
method “leased lines for example”.
• The system will adapt to future growth in data and the number of operations
preformed without a noticeable decrease in performance.

2

An example for an exception is issuing a loan to a client whose age does not qualify her to take that loan.
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FATEN ACCOMPLISHEMENTS:
Up to November 30.2004 , FATEN has achieved the following :
Table (3) FATEN accomplishments

Details

Total

Number of Loans Disbursed

63,054

Value
(US$)

26,628,552

of

Loans

Disbursed

Average Loan Size (US$)

422

Number of Active Clients

3,202

Value of Loans Outstanding (US$)

2,169,376

% of Female Clients

99%

Portfolio in Arrears ( > 30 day late )

1.40%

Portfolio at Risk ( > 30 day late )
2.67%
Number of Offices

12

Number of Staff

58

Portfolio/Credit Agent (US$)

69,980

Credit Agent Caseload

103

Retention Rate

96%

Operational Sustainability

76%

Financial Sustainability

61%
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Distribution of Projects By Sectors:

As for the sectors a total of $26,628,552 were distributed as
follows: see table (4)
Table (4) Distribution of Projects by Sector.

Trade
Services
Production
Agriculture
Others

%
40%
25%
17%
14%
4%
100%

Amount $
10,651,421
6,657,138
4,526,854
3,727,997
1,065,142
26,628,552

Looking at FATEN distribution, it is apparent that the trade sector ranked first in term
of loan spending followed by the services sector. (See Figure 1)
Figure 1- FATEN distribution of projects by sectors

Agriculture
14%

Others
4%

Trade
40%

Production
17%
Services
25%

FATEN is serving the entire Palestine region see table (5) and figure 2
below, as for the distribution of projects by locations
Table (5) Distribution of projects by region

Region
North WB
Central WB
South WB
Gaza Strip
Total

%
15%
5%
31%
49%
100%

Amount $
3,994,283
1,331,428
8,254,851
13,047,990
26,628,552
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Although FATEN has offices in every city, town and camp in the West Bank and
Gaza, yet more loans where distributed in the West Bank $15,580,562 as compared to
$13, 47,990 in Gaza strip. See figure 2
This is due to the fact that the West Bank is more stable than Gaza. In fact FATEN is
thinking about closing some of its offices in Gaza.

North WB
15%
Central WB
5%

Gaza Strip
49%

South WB
31%

Distribution of FATEN's Outstanding Portfolio By Product:
As for the distribution of FATEN outstanding portfolio by product see table (6) for
details :
Table (6) distribution of FATEN outstanding portfolio by product

product
GGLS
Individual I
Individual II
Family Loan
Fast Loans
FATEN's Staff Loans
NGO's Staff Loans
Total

394

%
31.77%
19.77%
5.32%
19.16%
1.27%
6.09%
16.62%
100.00%

Amount $
689,162
428,813
115,471
415,662
27,479
132,138
360,652
2,169,376

Amount JD
489,305.606
304,457.043
81,984.064
295,120.029
19,509.746
93,817.980
256,062.920
1,540,257
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As for the percentage distribution of products see figure 3:
Figure 3- distribution of products
16.62%
6.09%

31.77%

1.27%
19.16%
5.32%

19.77%

GGLS

Individual I

Individual II
Fast Loans

Family Loan
FATEN's Staff Loans

NGO's Staff Loans

From figure 3 it is clear that the largest distribution is in the GGLS product 31.77%
followed by individual loans.
Challenging Issues
The question facing FATEN top management is whether to adopt the housing loan
program? Whether to merge with other entities? And if so what organizational
structure appropriate to the new entity, to include new headquarters, regional and
field offices. What capital requirements needed for the merge entity and the impact on
financial viability if a loan capital must be borrowed from commercial market and
what type, range and price of products the merged entity would need to offer in order
to be successful?
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Performance and analysis of interventions of microfinance
institutions in Tunisia:
The case of Tunisian Bank of Solidarity
MOHAMED HADJI BELGAROUI and ABDELFATTEH BOURI
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Evolution of micro-credit in Tunisia: The case of Tunisian Bank of Solidarity
(BTS)
In an era where the acceleration of globalisation and technological progress has led to
political, economic, and social bewilderments in a planetary boundaryless dimension,
the gap not only between rich and poor countries but also among different social
categories within the same country is widening. Such a gap has made poverty and
unemployment the real dangers threatening populations as a whole.
Given this social situation, which is accentuating and globalising, deprived populations
resort more and more to small activities of self employment in order to improve their
socioeconomic status. However, the lack of financial means makes this initiative
difficult as the absence of guarantees and financial resources makes access to credit
refused for these populations.
Besides, the amounts these "promoters" needed to finance their small independent
activities have been generally modest and have not taken the interest of banking
institutions due to some considerations such as the size of project and the cost of the
credit.
In this context, the first micro-credit programmes have seen the light and have been
progressively recognized on the international level as an instrument of irreversible
struggle against unemployment, poverty, and social exclusion. Everywhere in the
world, one assists nowadays on being aware of the positive consequences brought
about by micro-credit activities on the local economic development and the creation of
sources of revenues for the benefit of deprived populations.
It is worth noting that the first world summit on micro-credit was held in Washington
in February 1997 during which the term micro-credit is defined as "the set of programs
providing credit for an independent activity as well as supplying other financial and
commercial services (including saving and technical assistance) for persons living in
an extreme poverty."
In December of the same year, the United Nations have adopted a resolution on microcredit entitled "the role of micro-credit in the elimination of poverty". This resolution
specifies that, particularly, in numerous nations of the world, by allowing persons
living in poverty getting small loans, micro-credit programs have created productive
independent jobs.
In a context of incitement to creation of sources of stable revenues on the individual
level, the new banking institution “Tunisian Bank of Solidarity” (BTS) was created in
May 21, 1997 under the instructions of the Head of State. The bank aims at
accomplishing the above-mentioned mission as much in depressed miserable zones as
in the entire regions of the country.
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The structure of the BTS is composed of ten-member board of Directors, one Chief
Executive Officer (CEO), and two General Directors of Administration.
This new banking institution contributes to the mobilization of small promoters by
offering real financial opportunities and support in order to create a network of microprojects capable of stimulating the economic activity in the whole territory. These
small potential promoters are essentially young with professional qualifications or
college degree. They are, nonetheless, destitute of financial means and guarantees
generally required in the classic banking sector.
The durability of financed projects and the stability of created jobs constitute the
fundamental basis of the intervention of the new banking institution; a fact that makes
it indeed a bank, but with a socioeconomic dimension.
Microfinance industry in the Arab World
In 10 of February 2002, a microfinance network in the Arab world was instituted
during a memorable meeting hosted by Tunisia in the region of Hammamet from 26 to
28th of September. Representatives of 14 microfinance institutions from 7 Arab
countries got together to formalize the network, a first of its kind in the Arab region,
whose idea was initially triggered in the previous microfinance conference held in
Tunisia in March 1999.
The 14 institutions serve a client base of 250 000 entrepreneurs and manage a portfolio
of around 550 million dinars. Women constitute 70% of the entrepreneurs.
Microfinance industry has been created rather recently in the Arab World since it has
been already established and prosperous in Asia since 25 years ago. According to
World Bank’s forecasts, only 5% of the potential microfinance market in the Arab
region is currently covered.
Moreover, microfinance practiced by the NGOs consists in providing financial
services such as small interest-free loans, savings, insurance, and other services for
small size enterprises managed by deprived citizens both in urban and rural areas.
Typical micro-credit activities in urban zones vary from small commerce, hairdresser
salons, restoration areas, and tailoring workshops working for local market or factory
outsourcing. In rural areas, projects in agriculture such as rearing, alimentary
transformation and handcraft are highly encouraged.
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1. Overview of Tunisian Bank of Solidarity
According to Tunisian law, considered micro credit every credit aimed at assuring the
economic and social integration through the acquisition of materials, tools, and
necessary inputs for production or in the form of working capital. Credit may also be
granted in order to improve well-being conditions.
General data on Tunisian Bank of Solidarity
•
•
•
•
•

Date of creation : 21/05/1997
Contact address : 56 avenue Mohamed V, 1002, Tunis, Tunisia
Legal form : Deposit bank (limited company)
Region : Tunisia
Capital: 30 million dinars (38% by the state and 62% by 220 thousand private
investors. The capital in June 2000 amounted to 40 million dinars, 54% for the state
and 46 for private)
• Structure : Board of Directors composed of 10 members, one Chief Executive Officer
(CEO) and two General Directors of Administration
• Number of offices across the country : 24
• Objectives of the institution:
- facilitate credit access to small promoters with limited resources and no banking
guarantees,
- finance micro-projects generators of revenues and creators of jobs in different sectors
(small professions, handcraft, agriculture, services) in the whole territory (urban and rural
zones),
- continue to diffuse self-initiative undertaking and self-reliance through work.
• Offered services (loans, savings, insurance):
- Short and medium-range credits aimed at equipment acquisition and/or financing
working capital,
- Other services: Field work through visits in the starting phase of the project and
follow-ups thereafter.
• Targeted population:
- Persons with professional, technical or scientific qualifications deprived from
financing opportunities and lacking banking guarantees, namely
- graduates from higher education institutions
- graduates from professional education institutions (continued education).
•
•

Credit is available for every citizen having a feasible project idea according to the
bank’s conditions of feasibility and sustainability.
Average credit term: reimbursement is set for a period between 6 months and 7 years.

1.1. Principles and characteristics
BTS borrows a set of values from the international experience particularly the
principles of:
- proximity by assuring continuous presence on the field,
- selection of beneficiaries based on simple and transparent criteria related to
promoters' seriousness and projects' returns,
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simplification and rapidity of credit procedures,
decentralization of credit decisions.

Nonetheless, the BTS is characterized by several specificities especially:
- the mobilization mode of its capital generated by voluntary and massive
subscription of the general public leading to an initial capital of 30 millions
dinars1 shared by the state (38%) and 220 thousands individuals from the whole
country. It follows that the BTS is considered the first bank having a popular
foundation of its stock option (the capital of the BTS grew to 40 million of
dinars in June 2000 of which 54% detained by the state and 46% by privates),
- Its vocation as a true banking institution ruled by Tunisian banking law without
prior transformation of an existent NGO as it is the case of BancoSol of Bolivia
in Latin America created in 1992. The latter represents a typical example of a
transformation of a NGO in a commercial bank,
- Its intervention is oriented towards both rural and urban areas,
- Field work, follow ups, and supervision are made possible through the
definition of collaboration rules with diverse programs of development and
support structure of partnership.
- The proximity of financial transactions made rapid and convenient through an
existing network of post-offices dispersed throughout the country.
- The nature of medium-term granted credits which serve to acquire equipment,
tools, and materials necessary for project’s sustainability and jobs stability. In
fact, the bank contributes to economic growth of the country.
- An experimented personnel from the banking sector and diverse existing
structures concerned with the promotion of small enterprises has intensified
BTS’s operational performance.
Thus, BTS intervenes geographically throughout the country in both urban and rural
areas namely in poor zones or what is known as “shadow zones”. Granted microcredits are in the short and medium terms with a preferential interest rate of 5%. They
are provided to finance small independent projects in almost all fields based on
educational and professional credentials of promoters. It is to note that micro-credits
are aimed both at equipment and material acquisition and at working capital. They are
usually de-blocked on the supplier part and amounts reserved to working capital are
directly versed to the promoter. Reimbursement deadlines vary between 6 months and
7 years while grace period is set from 3 months to one year. Interests are accounted for
in the depreciation table charged to the promoters.
1.2. Credit requirements
Promoters who have feasible project ideas should take into consideration the following
eligibility conditions:
1. Belonging to targeted population as specified in legal text related to microcredit financing. Such population is supposed to be denied access to credit from
conventional banking sector,
1

A dinar is estimated at around 1,63 Euro (July 2005).
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2. possessing professional aptitudes related to the project activity (college degree,
certificate of professional aptitude…),
3. presenting a feasible project generator of revenues,
4. having an age from 18 to 59 years old,
5. being exclusively devoted to project realisation and management (principal
vocation).
Even tough these conditions show that the bank grants micro-credits based on simple
and transparent criteria, they are mainly related to the qualities of the promoter such as
field experience, scientific and professional qualifications, entrepreneurial aptitude,
and initiative as well as to the nature of the project itself (profitable project generator
of permanent revenues).
Based on these selection criteria, BTS gives equal chances to a large base of clients
(men and women) consisting of craftsmen and young graduates while privileging
deprived social categories such as disabled persons, those looking for chances to social
reintegration, rural women…
Generally, credit ceiling is set at 10 thousand dinars and may reach 20 thousand dinars
for college graduates with the possibility of benefiting from the national fund for the
promotion of handicraft and small professions (FONAPRAM), initial investment may
arrive at 33 thousand dinars.
1.3. Legal Framework
Micro-credits are initially governed by the law n°59-154 created in the 7th of
November 1959 which gives associations the authority to make credit decisions.
Modifications have been introduced thereafter, leading to a solid legal framework in
the domain of micro-credit. In fact, an organic law n°99-67 was prepared, discussed,
and adopted following the workshop of the general assembly in July 20th 1999. It was
finally published and made public in the Official Journal of the Republic “JORT n°58
of July 20th 1999, page 1199.”
The micro-credit law deals with several issues related to the definition of micro-credit,
requirements, targeted population, granting authorities, procedures, funding etc…(for
details, see annex B).
The fiscal regime, specified by the law n° 99-68 in July 15, 1999, approves free
registration of micro-credit contracts granted by the associations. It is also advocated
the exoneration of commissions and interests relative to micro-credits of TAV.
Two decrees were instituted under the above mentioned organic law:
decree n° 99-1999 of September 13, 1999 fixes the composition and the
functioning mode of the advisory commission instituted according to clause 5
of the law,
decree of the ministry of finance in August 27, 1999 specifies the maximum
amount of
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micro-credits, the conditions of funding and its reimbursement. The decree was
modified by a first decree in November 3 1999 and a second in July 14, 2000.
Finally, a convention between the ministry of finance and BTS was signed dealing
with the management of credit-line at the disposition of the associations authorized to
grant micro-credits.
Application of an authorization to be presented by an association
to the ministry of finance
The official authorization of the association,
A copy of the Official Journal of the Republic related to the institution of the
association,
A written application to exercise the activity of micro-credit,
The program of the activity of the association,
The C.V. of the persons charged to grant micro-credits,
Resources, means, and equipments under the disposition of the association aimed at
financing its activity.

2. Tunisian bank of solidarity: Activity analysis
Statistics allow conducting an analysis of the bank’s trajectory starting from the first
year in operation in March 1998 until October 2004. The objective is to assess the
performance of the bank related to the aimed objectives and mission. Since its
creation, the bank has been enlarging throughout the country by instituting 24 regional
offices coordinated by a head office in the capital Tunis. Regional offices are charged
to study micro-credit demands and eventually make decisions with the collaboration of
a regional advisory comity.
Available statistics may allow an analysis of credit volume, branches of activity
covered, as well as the characteristics of targeted population.
2.1. Credit volume
The analysis of the number of granted loans during a period of 5 years since creation
(1998-2003) shows a trend to decrease starting from 1999 associated evidently with a
decrease in the number of jobs created (figure 1 below).
Figure 1. Distribution of granted credits and created
jobs per year
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Such a trend may be explained by the fact that start-up projects have been further
financed through extension in order to help promoters maintain certain stability during
the introduction phase of their projects. This situation has resulted in the fluctuation of
the number of new projects from 85.3% in 1998 to 2000, 85.6% in 2001and 2002 and
84.7% in 2003 (Table 1, annex A).
Credits are granted to promoters with academic level and even illiterates. Table 2
(Annex A) indicates that promoters having a secondary level of education (including
those holding certificates of professional aptitudes) are generally the most
beneficiaries of micro-credits. This may be due to the increasing number of credit
demanders and unemployed persons with secondary education credentials. It is
interesting to note that with the increasing number of graduates, BTS’s policy has
changed to target college graduates during 2002-2003 as shown in figure 2 below:
Figure 2. Numbers of promoters by level of
education per year
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This situation may be due to the fact that the number of college students has
significantly increased during the last five years from 155 120 in 1998 to 262 502 in
20032.
The distribution of promoters by level of educational level has certainly an impact of
the nature of financed projects. In fact, the classification of the credits granted by
sector of activity reveals the importance of the sector of small professions and services
compared to agriculture and handcrafts (Figure 3 below, table 3, annex A). According
to Tunisian law, small professions refer to small production activities such as
carpentry, metallurgy, pottery, glass making, precious metal work, etc…

2

Ministry of Higher Education, 2002-2003, Tunis.
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Figure 3. Number of granted credits by sector
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The diversity of branches of activity has made it possible to almost all social
categories to benefit from financing opportunities.
2.2. Targeted population
As stated in its mission, BTS’s efforts have been geared towards eliminating poverty
of disadvantaged social categories mainly disabled persons who have professional or
technical aptitudes to exercise some jobs. In fact, special needs have been satisfied
namely for disabled persons, blinds, and several persons who have difficulties to
access to credit from conventional commercial banks. Actually, statistics indicate that
more than 3% of granted credits (2194 projects) were reserved to these categories.
Furthermore, many women resort to self-employment due to economic difficulties,
decrease in labour supply, and low compensation and developmental chances for
“feminine jobs”. Thus micro-credit constitutes an alternative for women to escape
from labour market discrimination. Women have also difficulties getting credit from
commercial banks. Globally, as it appears in table 4 (annex A), 30.73 % of granted
credits from 1998 to 2003 are given to women with a large proportion is achieved in
2000 compared to a significant decrease in 2003 (Figure 4 below):
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Figure 4. Number of granted credits by gender per year
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It is worthwhile to mention, at this level of analysis, the importance of debt recovery
as a sign of promoters’ engagement towards the bank as well as their feeling of
solidarity with other credit demanders. It is indeed a matter of society as a whole and a
state of mind.
2.3. Debt recovery
The bank has been trying to institute a micro-credit culture by encouraging promoters
to reimburse the specified amounts, providing assistance and advice to those facing
difficulties, and in some cases taking legal actions towards recalcitrant debtors.
The importance of debt recovery lies in the fact that the bank’s capacity to selffinancing is neatly related to the returns of initially financed projects. As a matter of
fact, the number of new granted projects increased in 1998 and 1999 as previously
illustrated in figure 1, but has decreased thereafter. The question that arises is to what
extent financed projects have been profitable in terms of returns and reimbursement
capacity? Consequently, are there any difficulties promoters face requiring further
financing and thus reducing the number of new micro-credits granted as has been the
situation of BTS since the year 2000? More to add, given this situation, what are the
sources of funding adopted by the bank in order to maintain its activity?
Available information shows a significant increase in the bank’s capital made possible
through diversifying its sources of funding. Table 5 below indicates that collected
funds have increased from 33 516 MD in 1998 to 254 908MD in 2003, a significant
increase of more than 7.5 times.
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Table 5. Sources of credit funding (MD)

1998
0
Social Security Fund
0
Treasury credit
0,5
State resources
0
PHONAPRAM
0,1
Agriculture Fund
0
Micro-Credit Fund
0
State Budget
0
21-21 Fund
1,965
Other Sources
30,821
BTS Assets
0
Foreign Debts
0,13
Clients Deposit
TOTAL
33,516

1999
2000
2001
2002
2003
0
15
15
15
15
0
0
23
0
0
0
10
19
20
20
3,1
6,7
21,028 48,178 55,848
0,95
2,95
4,95
7,45
8,95
0,995 5,327
5,028
3,932
3,932
10
10
0
10
10
0
10
31,1
62,6
90,6
5,021 0,232
2,938
2,878
2,878
41,545 41,552 41,815 42,096 42,096
0
0
0
0
0
1,68
1,94
4,767
5,209
5,604
63,291 103,701 168,626 217,343 254,908

Despite efforts to generate more funds, statistics on debt recovery show an average of
slightly more than 55%. Precisely, one notices decease in the rate of recovery from
63,8% in 2000 to 52% in 2003 as illustrated in table 6 below:
Table 6. Recovery of credits

2000
Number of outstanding debts 17623
18,3
Amount received (MD)
63,8
% recovery

2001
28744
41,6
54,8

2002 2003
37111 46084
71,4 104,9
51,13 52

The financial situation of starting projects has certainly an effect on the performance
of the bank. The emphasis is rather to be more put on the difficulties promoters have
been facing in the introductory phase of their projects related to market penetration
and product and or service quality.
Actually, the relative performance of the bank raises some interrogations related to the
selection process of projects, the feasibility of generated ideas, and the entrepreneurial
initiative of the promoters.
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3. Performance assessment of micro-credit institutions
The evolution of microfinance industry has led to the awareness of the importance of
financial viability of micro-finance institutions (MFI). To this effect, a complete range
of indicators has been developed aimed at assessing the performance of MFI; some of
these indicators have become standardized for comparison and managerial purposes.
Review literature reveals that these indicators are used differently; a fact that has led to
certain confusion among practitioners and analysts as well as to considerable shifts in
MFI performance comparisons.
Currently, the trend is geared towards the adoption of standard definitions of the terms
used and the utilization of common performance indicators. This process allows
conducting real comparisons through transparent and true information provided by the
promoters. Indeed, transparency has become an important issue in the industry as
established MFI are turning towards other sources of funds particularly from
commercial investors in order to assure financing their growth. It is worth noting that
available data are directly transmitted from the financial state of MFI without any
adjustments. Evidently, differences in accounting practices among the institutions
make performance comparisons difficult and often non conclusive.
3.1. BTS’s achievements
It is important to assess the degree to which micro-credit institutions reach targeted
population supposedly eligible for credit, in other words citizens who can not
participate in the conventional financial system namely, poor, illiterates, rural, and
women.
Evaluation method of poverty level of credit demanders
Tunisia is a nation with medium level revenues. Its GNP exceeds $2 per inhabitant. Growth
rate of GIP from 1975 to 2003 averages 5% per year. Its population is about 10 million
citizens; 62.5% are urban. The transfer from a rural population to an urbanized one has been
relatively realized in few years. This rapid change is characterized by an urban drift to all
cities and especially to the capital Tunis. The latter has seen a demographic expansion
characterized by less-qualified inhabitants in the urban workforce market place. Microenterprise constitutes thus an interesting path for these neo-urban and an important market for
micro-credit programs.

3.1.1. Reached population

* Clients under the poverty line: The line is set at population living with less than 2$
per day.
Data on BTS show the proportion of poor targeted as follows:
Table 7. Targeted poor promoters

Poor promoters
% of granted credits

1998
346
4,74

1999
600
4,06

2000
883
6,07

2001
1069
8,67

* Women entrepreneurs: Number of women entrepreneurs / Total credits
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2002
513
5,26

2003
335
4,28

Mean
624
5,51
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Table 8. Women promoters

Number of women
% of credits

1998
1907
26,12

1999
4092
27,66

2000
4395
30,20

2001
4194
34,03

2002
3400
34,88

2003
2442
31,16

Mean
3405
30,68

* Illiterate promoters: Number of illiterate promoters / Total credits
Table 9. Targeted illiterates

Number of illiterates
% of credits

1998
249
3,41

1999
642
4,34

2000
696
4,78

2001
639
5,19

2002
304
3,12

2003
189
2,41

Mean
453
3,87

2001
5385
43,70

2002
4072
41,77

2003
2889
36,87

Mean
4802
43,22

* Rural promoters: Number of rural entrepreneurs / Total credits
Table 10. Targeted rural

Promoters in rural areas
% of credits

1998
3596
49,26

1999
6656
45,00

2000
6219
42,74

Taking into account all these categories, the proportion of first-time projects or startups may indicate the capacity of the bank in financing new projects while at the same
time maintaining existing ones. Findings reveal encouraging results as shows table 11
below:
Table 11. Number of start-ups

Number of start-ups
% of credits

1998
6227
85,30

1999
12618
85,30

2000
12413
85,30

2001
10549
85,60

2002 2003
8344 6637
85,60 84,70

Mean
9464
85,30

The statistics reveal that BTS has been efficient in resources utilization through
targeting several categories of deprived citizens as well as maintaining a certain
financial viability through funding and self-refinancing.
3.1.2. Achievement indicators
In order to deepen the analysis of the bank’s achievements, certain indices allow
distinguishing between the width and the depth of achievement (Paxton & Cuevas,
2002).
* Width of achievement
The width expresses the absolute number of households or enterprises belonging to the
targeted population reached by the institution. Table 1 (Annex A) indicates, as
previously stated, some fluctuations in the number of reached population as well the
number of jobs created.

409

Microfinance: Text and Cases – PART II

* Depth of achievement
The depth illustrates the extent to which the institution has reached its targeted
population. The number of jobs created through micro-credit financing may provide an
idea on such achievement. As for the case of Tunisian Bank of Solidarity, despite the
decreasing percent of change, the average of jobs created attaints up to 15763 as
shown in the following table:
Table 12. Achievements of BTS and job creation

1998 1999 2000 2001 2002 2003 Mean
Created Jobs 11140 21131 19239 17354 15263 10455 15763
% Change
90%
-9% -10% -12% -32%

The depth of achievement indicator (DOI) assesses the difference between the average
attainments of a given micro-credit institution and the nation’s average mean for each
category of individuals generally excluded from formal financing. The indicator is
expressed as it follows:
Percentage of women
Percentage of rural
Percentage of illiterates
Percentage of poor

Institution
WOMmfi
RURmfi
ILLmfi
POORmfi

Nation’s average
WOMav
RURav
ILLav
POORav

The DOI is calculated using the general following formula:
DOI = (WOMmfi – WOMav) + (RURmfi – RURav) + (ILLmfi – ILLav) +
(POORmfi – POORav)

A positive number indicates that the institution is providing financial assistance to a
client base composed mainly of women, rural, illiterates, and poor.
By applying this reasoning on the case of Tunisian Bank of Solidarity, data collected
reveal the following statistics:
Table 13. Depth of achievement indicator of BTS

Percentage of women
Percentage of rural
Percentage of illiterates
Percentage of poor

Nation’s average (%)
31
39,5
4
0

BTS average (%)
30,675
43,223
3,875
5,513

Calculating DOI yields to the following result:
DOIBTS
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A positive index of 8,786% implies that Tunisian Bank of Solidarity serves, on
average, a large base of clients composed of more women, rural, illiterates, and poor
than the nation’s averages.
3.2. Financial solidity
Subsidy Dependency Index (SDI): The index measures the interest rate level at which
it will, hypothetically covers the program cost and eliminate subsidy (Yaron, 1992). A
study of 19 micro-credit institutions shows a positive correlation between DOI and
SDI (Paxton, 2002).
Statistics on BTS reveal the following information related to financial solidity of the
institution (table 14):
Table 14. Financial solidity

1998
Total revenues
Charges
Operational costs
Total provisions
Financial charges
Total outstanding debts
Credit portfolio
Released capital
Total deposits
Reserves
Profit non distributed
Personnel charges
Total assets
Exploitation charges
Number of borrowers
Number of investors
Number of personnel

2151
55
0
30
1
0
29800
30000
130
0
0
1012
33516
2205
7300
132
129

1999
2662
522
895
586
44
0
83200
30000
1680
41
780
1907
53291
3140
14792
165
159

2000
2978
572
614
1028
438
18300
132400
40000
1940
77
1467
2521
103683
3112
14552
169
159

2001
4090
648
444
2423
1249
41600
174200
40000
4767
327
1225
2965
189162
3489
12324
169
159

2002
4773
638
486
2590
1620
71400
225800
40000
5209
591
1225
3451
276952
3791
10186
172
159

Given these information, some ratios aimed at assessing the bank’s performance are
calculated based on the following formulas:
- Operational self-sufficiency = (total revenues – charges) / (operational costs +
total provisions),
- Financial self-sufficiency = (total revenues – charges) / (operational costs +
total provisions + financial charges),
- Savings volume / credit volume,
- Arrears rate = total outstanding debts / credit portfolio,
- Portfolio at risk (PAR) = (total balance of loans due > 30 days or > 90 days) /
portfolio credit, the numerator includes the entire balance of unpaid debts with
at least one overdue payment),
- Risk recovery = reserves lost loans / portfolio at risk > 30 days,
- Loss loan rate = total amount amortized (after a given period) / medium range
portfolio (for the same period),
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-

Real effective interest rate = calculated interest rate accounting for nominal
interest rate, adhesion, application and other honoraries of 5%,
Internal source for loan ratio = (total deposits + released capital + reserves +
profit non distributed) / loans,
Personnel charges ratio = personnel charges / total assets,
Commercial savings eligibility ratio = total price market eligibilities / credit
portfolio,
Cost per borrower = exploitation charges / average number of active borrowers,
Average credit balance per borrower = credit portfolio (end of period) / number
of active borrowers (end of period),
Average savings balance per investor = Total deposits (end of period) / number
of investors (end of period)

Using these formulas, the case of Tunisian Bank of Solidarity yields to the following
results:
Table 15. Performance indicators of BTS

1998
69,867
Operational self-sufficiency
67,613
Financial self-sufficiency
0,004
Savings volume / credit volume
0
Arrears rate
1,011
Internal source for loan ratio
0,030
Personnel charges ratio
0,302
Cost per borrower
Active borrowers / number of personnel 56,589
4082
Average credit balance per borrower
985
Average savings balance per investor

1999
1,445
1,403
0,020
0
0,391
0,036
0,212
93,031
3610
10182

2000
1,465
1,157
0,015
0,138
0,328
0,024
0,214
91,522
3381
11479

2001
1,201
0,836
0,027
0,239
0,266
0,016
0,283
77,509
3391
28207

2002
1,344
0,881
0,023
0,316
0,208
0,012
0,372
64,063
5066
30285

4. Survey results with Tunisian promoters
The survey deals with 100 borrowers who have benefited from credit from BTS. A
questionnaire was administered in order to assure the quality of collected data (see
annex C). The following table synthesises the answers of the respondents:
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Table 16. Survey results

Gender
Social status
Education

Sector of activity

Men
Women
Married
Single
Illiterates
Primary school
High school
Higher education (college level)
Small profession
Handcraft
Agriculture
Services

Principal activity or secondary
Number of credit obtained
Average credit amount
Reimbursement period
Reimbursement status
Revenues improvement
Number of created jobs

Weekly
Monthly
On time
Late
Overdue
Yes
No

87
13
28
72
2
5
79
14
33
20
1
46
Principal
1
10300,000 TD
0
1
71
12
17
78
22
217

5. Impacts of BTS’s intervention
5.1.
Impact on household revenues
The study of Pitt and Khandler (1996) based on data collected on 87 villages in
Bangladesh during 1991-92 reveals the marginal impact of credit on household wealth.
More precisely, the authors proved that the revenue level of households (measured by
total household expenses) has increased with granted credit.
Furthermore, Mosely and Hulme (1998) studied the impact of 13 microfinance
institutions in 7 undeveloped countries. Their findings show that the impact of credit
on revenues tends to be relatively low for the case of ultra-poor rural households and
higher for moderately poor ones.
As for the impact on revenue volatility, Kochar’s study on Pakistanis households
demonstrates that the volatility of revenues forces households to accumulate capital
(cash) in order to smooth consumption instead of relying on non-cash capital with
higher returns to increase revenues. Such behaviour coupled with the lack of insurance
programs contribute significantly to the chronic poverty of rural households and at the
same time suggest the need for interventions in insurance and credit markets.
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In general, the impact of credit programs on households’ revenues may be measured,
though imperfectly, by the good-will of reimbursement (reimbursement rate). In the
case of Tunisian Bank of Solidarity, 78% of bank’s borrowers reported an
improvement in their revenues against 22% with no improvement at all. Moreover,
findings indicate that the recovery rate is declining throughout the years as it appears
in the following table:
Table 17. Recovery rate of credits (%)

Credits dues
Amount received
% recovery

5.2.

2000 2001
17623 28744
18,3
41,6
63,8

54,8

2002
37111
71,4

2003
46084
104,9

51,13

52

Impact on capital

The study of Diagne, Zeller & Mataya (1996), demonstrates that the 1995 average
expenses (on farm equipment, livestock, etc…) of Malawi households reaches only $3
compared to $20 for those having access to micro-credit.
Data on BTS’s bank indicate a decreasing trend in the average expenses on agriculture
as illustrated in the following table:
Table 18. Average expenses of BTS per sector

Handicraft
Small
profession
Agriculture
Services
Total

1998
346

1999
600

2000
883

2001
1069

2002
513

2003
335

3596
1009
2349

6656
3037
4499

6219
2677
4773

5385
1618
4252

4072
1362
3801

2889
852
3760

7300

14792

14552

12324

9748

7836

5.3.
Impact on education
The findings of Ditt & Khandler’s study (1996) reveal an improvement in the
educational level of promoters after participating in micro-credit programs.
5.4.
Impact on local development of the community
Team approach creates a feeling among borrowers of belonging to a community with
common interests and objectives. Consequently, they may sense moral obligation to
honour their financial engagement towards the bank, a fact that eventually reduces the
risk of becoming defaulting (Schmidt & Zetinger, 1994).
5.5.
Impact based on gender (women’s empowerment)
Efficient control of credits’ utilization by women constitutes one of the important
indicators of positive results of micro-credit financing. In fact, Goetz & Sen Gupta
(1996) found that even though 94% of promoters at Gramen Bank are women, only
37% of them have the tendency of controlling credits utilized. Similar results are as
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well pointed out in Khandler’s study (1998) in which the author demonstrates that the
majority of women promoters simply give the money to their husband or other men of
the family.
However, Osmani (1998) reports an improvement in negotiation position of women in
Bangladesh following their access to credit.
As for the case of Tunisian Bank of Solidarity, it is reported that women are more
solvent than men. It is also stated that they have noticed an improvement in their
revenues.
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ANNEX A- Statistics on BTS
Table 1. Distribution of granted credits and created jobs per year

Number of granted
credits
Amount (MD)
Created jobs

1998

1999

2000

2001

2002

2003

7300
29.8
11140

14792
53.4
21131

14552
49.2
19239

12324
41.8
17354

10186
51.6
15263

7398
40.9
10455

Table 2. Number of promoters by level of education per year

Illiterates
Primary school
Secondary
school
Higher
education
Total

1998
247
3122

1999
642
6434

2000
696
6499

2001
638
5309

2002
300
3730

2003
190
2340

3119

6291

6050

5417

4720

3210

812
7300

1425
14792

1307
14552

960
12324

1436
10186

1658
7398

Table 3. Number of granted credits by sector

Handicraft
Small
profession
Agriculture
Services
Total

1998
346

1999
600

2000
883

2001
1069

2002
513

2003
335

3596
1009
2349
7300

6656
3037
4499
14792

6219
2677
4773
14552

5385
1618
4252
12324

4072
1362
3801
9748

2889
852
3760
7836

Table 4. Number of granted credits by gender per year

Men
Women
Total
Proportion of
women

1998
5393
1907
7300

1999
10700
4092
14792

2000
10157
4395
14552

2001
8130
4194
12324

2002
6786
3400
10186

2003
4956
2442
7398

26,12

27,66

30,20

34,03

33,38

33,01

417

Microfinance: Text and Cases – PART II

ANNEX B – Legal framework
Law n° 99-67 of July 15, 1999 is published in the Official Journal of the Republic (JORT) n°
58 in July 20, 1999.

Clause 1. – Considered as micro-credit every credit aimed at economic and social integration.
Micro-credits are granted to finance the acquisition of small materials, necessary inputs for
production or to provide working capital. These credits may also be granted to finance needs
aimed at improving living conditions. The maximum amount of micro-credit, eligibility
requirements and reimbursement mode are fixed by decree of the ministry of finance.
Clause 2. – Are eligible for micro-credit, individuals:
who belong to needy families and vulnerable categories having the aptitude to exercise
an activity,
who have qualifications to exercise professions, jobs or an activity in agriculture or
services provided they do not have a salaried work.
Credits are granted under this regime can not be cumulated with credits from other sources.
Clause 3.- Micro-credits are granted by associations created under the law n° 59-154
instituted in November 1959 related to associations as modified and completed by subsequent
texts. Associations are authorized to grant micro-credits according to the specified conditions
by the present law and its texts for practice.
The associations mentioned in the first paragraph of the present clause carry out all
transactions related to advising, directing, educating, and follow-up.

Clause 4. – Associations designated in the third clause of the present law are not subjected to
the disposals of the law n° 67-51 of December 7, 1967 regulating banking profession as well
as those instituted in subsequent texts. They can not receive from public deposits as defined in
clause 2 of the above-mentioned law.
Clause 5. – The authorization specified in clause 3 of the present law is delivered by the
ministry of finance following the opinion of an advisory commission whose composition and
functioning is specified by a decree.
Clause 6. – The authorization specified in clause 5 of the present law is delivered when the
association respects the following conditions:
human and financial means anticipated by the association are sufficient to achieve its
objectives,
the activity program of the association related to intervention zones and funding
resources are compatible with national and regional economic and social programs.
Clause 7. – No one can manage, administer or engage an authorized association or grant
micro-credits:
if he/she was condemned for forgery, robbery, confidence abuse, swindling of any
misdemeanour punished by law for swindling, fund or value blackmail, subtraction
committed by public depositor, for check release without provision, for resale of
goods obtained through these infractions or those related to exchange regulation,
if he/she falls under a final judgment of bankruptcy,

418

CASE 13

Tunisian Bank of Solidarity

if he/she was an administrator or a manager of enterprise declared bankrupt or was
condemned according to clauses 288 and 289 of the penal code related to fraudulent
bankruptcy,
The offender of these disposals of the present law is punished by fine from 500 to 2000 dinars
with the prohibition to exercise the activity.

Clause 8. – Associations authorized to grant micro-credits have to inform the public of credit
conditions essentially through bill-posting in their offices.
It is forbidden for these associations the discernment, for credits beneficiaries, of the
commissions or the recuperation of charges related to this activity other than those specified
by decree according to the first clause of the present law.

Clause 9. – Resources of associations authorized to grant micro-credits and assigned to this
object may be essentially composed of:
funds generated through partnerships and contracts with institutions, administration,
public organizations, and local communities,
public and private donations and financial aid,
resources mobilized through bilateral or multilateral cooperation,
reimbursements of granted micro-credits,
revenues generated from placement of these funds.
Clause 10. – Assigned resources, specified in clause 9 of the present law, are utilized to grant
micro-credits and to finance transactions prescribed in clause 3 of the present law.
It is forbidden for associations to distribute profits in any manner.

Clause 11. – Associations authorized to grant micro-credits have to have regular accounting
book in accordance with accounting norms set by decree from the ministry of finance.
Clause 12. – Associations authorized to grant micro-credits are subjugated to a control of
ministry of finance.
Clause 13. – Associations authorized to grant micro-credits carry out an external audit of
their books according to modalities fixed by decree from the ministry of finance.
Clause 14. – When an association authorized to grant micro-credits miss the disposals of this
law, the ministry of finance can, following its audition, withdraw the authorization to exercise
this activity. It addresses a report for this matter to the ministry of interior.
The association which has been withdrew its authorization to grant micro-credits have to
cease its activity and limit its transactions to those necessary for its liquidation. A liquidation
report has to be established by an expert accountant registered in the list of the Tunisian board
of expert accountants and presented to the ministry of finance.
During the period of liquidation, the association keeps being under the control of the ministry
of finance.
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ANNEX C- INTERVIEW GUIDE
In addition to information collected, personal contact with local authorities made it possible to
organize interviews with promoters.
Identification of the promoter : (Name, sex, number of household members, number of
working household members and their status –permanent or temporary--, educational
level…).

•

Financed project: Nature of activity.

•

Number of credits obtained.

•

Average amount of granted credit.

•

Reimbursement program (Weekly, monthly…).

•

Actual reimbursement (on time, late, overdue).

•

Reasons for delay and reimbursement estimation.

•

Final remarks of the promoter.
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The Microcredit in Tunis: Enda InterArabe1
1. General Information and economic situation2
Tunis has a surface of 162.155 Km2 and a population near to 9,5 million
inhabitants, mainly centralized in the Northwest and on the coast. The country is
advanced in the diversification of his economy, which does it more resistant to
external oscillations. The most important sector as for contribution to the GDP is the
sector services that supposes more than 60 % of the same one. It follows in
importance the industrial sector, which generates 30 % of the GDP, and the
agriculture, which represents 14 % of the GDP.
Every time the tourism is receiving major importance and it contributes to the
GDP with 6 % and with 15 % at the inflow of currency. Tunis has reserves of oil,
natural gas and some minerals. Inside this general frame, it is estimated that the size of
the informal sector in the economy is not lower than 20 % of the GDP.
In 1986 there was started a program of structural adjustment from which the
country initiated a process of transformation, Passing from a strongly protected
economy, where the state was the principal investor, to an economy based every time
in major measurement in criteria of market, where the private sector so much national
as foreigner has turned into the principal engine of the development. In 2001 there was
tackled a process of liberalization and exterior opening in the productive, commercial
and financial area, considering the company as the fundamental nucleus for the
creation of wealth. There was propitiated a decrease of the commercial barriers and of
the restrictions to the investment, followed by the introduction of reforms in the bank
sector, the privatization of some state-owned companies and the deregulation of prices.
According to official sources, the inflation places around 3 %, though the real
rate reaches 6 %, being the foreign debt around 50 % of the GDP. The active
population is approximately 3.300.000 persons, of which 820.000 are women. The rate
of strike according to official information is 15,6 %. Additional it is estimated that
more of 9 % of unemployed is not registered. The last available statistics indicate that
near 15 % of the population lives below the national limit of the poverty.
Principal indicators
Total population (million)
GDP per capita (PPA in dollars of 2000)
Index of human development
Life expectancy on having been born
Rate of adults' literacy (15-year-old and major %)
Rate of primary, secondary and tertiary matriculation combined (%)
Urban population (% of the whole)
Import of goods and services (% of the GDP)

9,5
6.363
0,722
70,2
71
74
65,5
48

1

This case have been realized thanks to the collaboration of Enda Inter-Arabe, that has given all the information
contained in this document
2

Great part of the information relating to the general aspects of the case is extracted from the book: The
Microcredit in the North of Africa and Middle East (Agustín de Asís Orta (coord.) Foundation social Promotion
of the Culture.
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Exports of goods and services (% of the GDP)
Official assistance for the development received (clear disbursement) in % of
the GDP
Service of the debt
Source: Report of Human Development

44
1,1
9,8

2. Financial sector
The financial sector in Tunis it is integrated by more than thirty institutions that
possess a net of approximately 800 branches of diverse nature, Fourteen commercial
banks, eight banks of development, eight bank institutions not residents (off-shore)
and two business banks, besides some financial institutions. The bank sector continues
being inefficient enough, it is dominated by the state that controls the principal
entities. The sector is regulated by the Banque Centrale de Tunisie (BCT). Among the
principal commercial banks there is the Banque Nationale Agricole, Which develops
activities related to the commercial banking combined with those of a bank of
development specialized in the funding of the agricultural sector. Among the banks
that operate in Tunis they emphasize also Banque's Societé Tunisiense (STB) that
played an important role in the moment in which the Tunisian state achieved the
independence. Recently the Tunisian authorities decided the merger of the STB with
the Banque de Developpement Touristique (BNDT). The resultant entity of the merger
has turned into the first bank of the country. Another bank that operates in the
industrial sector is Lámen Bank.
3. Informal sector and microcompany
According to the available information the informal sector generates around 20
% of the GDP (Charmes, 2000b), centering specially in the periphery of Tunis and of
Sfax, which are the principal economic centers of the country and in activities related
to the services and the trade. The informal sector in Tunis supposes 50 % of the not
agricultural employment. Regarding the participation of the woman in the above
mentioned sector, it is estimated a 39 % of the feminine employment.
According to information of the National Institute of Statistics and of the
National Box of Social Security, 82 % of the Tunisian companies is composed by less
than 6 persons, Being calculated that they exist around approximately 340.000
microcompanies in Tunis. For this business type it turns out very difficult to improve
his competitiveness owed, among other reasons, to the difficulties to accede to the
financial system and for the hiring of qualified personnel.
The great majority of the formal banks do not intervene in the agricultural and rural
development (farmers' small business) due to the high costs of transaction of these small
operations. Except for some programs of support in the periphery of Tunis, other programs of
help do not exist to the urban microcompany. In the same way the majority of the NGO (non
government organizations) are more active in the rural area that in the urban one.

4. The Microfinance in Tunis
Tunis is a country with few activity in the microfinance area. The strong state
investment is also noticed in the development of this sector, stopping to feel his
influence due to a regulation in certain way very restrictive.
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In 1999 there took place three events of particular importance for the
development of the Microcredits in Tunis:
• The decision made by the President of the Republic to promote the
microcredit.
• The promulgation in July of this year of the Law n º 99-67 that establishes
the legal terms of microcredit by the associations.
• The creation inside the Department of the Woman and the Family of a
mechanism of support for microcompanies managed by women.
The juridical frame of the microfinance in Tunis has special characteristics that
are reflected in the mentioned law and that it is different to what would be reasonable
to expect, Some of the major obstacles for the development of the microfinance sector
are: not allowing the entities to apply an interest superior to 5 %, to prohibit the
collection of commissions and to prevent the captation of deposits and private savings.
This Law also regulates other aspects such as the maximum amount of the lendings,
That cannot overcome 1.100 USD or the maximum period of return, which is 3 years.
Likewise it is found that in order that an NGO could grant microcredits it must have
the authorization of the Department of Finance, After passing through an excessively
bureaucratic process of authorization.
The department in charge of the management of the microcredits in the country
is Solidarité's Banque Tunisienne (BTS), created in 1977 by a presidential order. The
BTS is a bank of deposit by which the access to the microcredit is facilitated to
projects that generate incomes and that create employment in the different sectors of
the economy in all national territory (rural and urban area). The available investment
for the microcredit program is 29 million dollars.
The BTS has established a mechanism of funding that includes, on the one
hand, The grant of small credits directly to the client (operating as an entity of the first
floor) And for the other , it grants microcredits with the mediation of an non profit
entity as the second floor. In this second case the BTS remains flirted with the
association by an agreement and by an annual program. The BTS grants a fund of 0 %
of interest and each one offers the disbursement of the quantity given in four payments
of 25 %. To receive the consecutive payments the entity must certify a rate of return
of, at least 80 %. The entities must go to the groups more disadvantaged of the
population, excluded from the conventional system of credits.
The Law forces the Tunisian entities that develop programs of microcredits to
apply the stipulated conditions, independently of the origin of his funding. The entities
that want to be part of the microcredit system must be authorized by the Department
of Finance, and its activity endorsed by the National Fund of guarantee that covers 90
% of the unpaid credits, assuming the entity 10% of the remain .
The entities of microfinance are in disagreement with all the impediments that
the above mentioned regulation supposes. Only the NGO object of our case of study
Inter-Arabic ENDA is exempt from the above mentioned regulation, since it is a NGO
with international statute.
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5. Environment & Developpement dans le Monde Arabe (Enda inter-Arabe)
Enda Inter-Arabe is an international NGO, member of enda Third world family
(based in Dakar, Senegal) which is active in 21 countries world-wide. Created in 1990,
enda inter-arabe is the only MFI in Tunisia with micro-finance best practices. Enda
inter-arabe is a founder member of the network on microfinance in the Arab Countries,
Sanabel and affiliate of Planet Finance.
In a strict sense, it is possible to think that ENDA is the only institution of
Microfinance in Tunis that one dedicates to activities related to the grant of
Microcredits. Due to the fact that it is a International company, it does not suffer the
limitations established by the Law of 1999, it is not forced to attach to its regulation,
having freedom to apply real types of interest. Though recently it was developing also
another type of programs, at present it has specialized itself in microfinance.
In 1992 it threw a program of urban development integrated, in the most big
agglomeration of the urban periphery of Tunis, Hay Ettadhamen that has 250.000
inhabitants. Among its activities one finds the support to the microcompanies by
means of the microcredit grant, the professional training and the orientation to the
work, as well as activities of literacy, education and creativity. In 1995 a specific
project of Microcredits was created, known as CRENDA, destined specially to
microbusiness women. It was deploy with a capital of 20.000 USD proceeding from
international Emmaus (France).
5.1. Enda Mission
The enda inter-arabe mission is poverty alleviation through credit and support to
micro-enterprise, with a clear vision: A loan, a job, a chance for a better life.

The Enda philosophy of Microcredit
Microenterprise
develop

Living
conditions
improve

Jobs are
created

Poverty &
vulnerability are
reduced with
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5.2. Microcredit programme
The programme was launched in 1995, enda is currently serving 17.124 active
clients (with a current loan) in 28 delegations and 7 “governatores”, served by a staff
of 138.
During this 10-year period:
82.000 loans had been disbursed
28.000 micro-entrepeneurs (93% women) had received at least one loan
The cumulative value of loans granted reached 33 million DT
A 99% repayment rate had been achieve
Enda offers three types of financial services:
Enda offers three types of financial services:
Basic Loan
Group loans

Groupguaranteed loans

Individual
loans
Third party
guarantee

Investment
loans
Reserved for
clients with an
excellent
repayment record

Parallel loans
Seasonal
loans
To seize an
opportunity (2
months)

Express
loans
Seasonal (4
months)

Emergency
loans
To face sudden
difficulties
(floods, fire…)

Social fund
Loan written off in case of death or permanent disability (and a cash remittance given
to the client´s family).
The methodology that they used is based in rapid and flexible procedures, with the
guarantee of the solidarity groups or from an existing client. The clients have access
to a progressive line of credit:
The average term of return is 7 months. The interests that they perceive are
calculated to cover the operative costs and be able to guarantee the viability of the
institution. The type of interest that Enda has been obtaining up to recent dates was
24% per year (2% monthly) Having managed by means of the achievement of
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economies of scale to reduce it nowadays up to 12 %. It offers besides a varied scale of
microfinancial services adjusted to the needs of the clients.
The credits are progressive as it appears in the graph, beginning with an amount
of $120 and being able to reach a maximum of $4000 . The interests are paid
monthly, the delays are being sanctioned and incentives are offered to the best clients.

In reference to the target 71% of the loans are ≤ 400 $ , the distribution is the next one:
Targeting the poorest
80%

71%

70%

% loans

60%
50%
40%

Serie1

30%

24%

20%
10%

4%

1%

0%
100-500

600-1000

1100-2000

2200-5000

DT
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The active loans per loan type are showed in the next table.
80%
70%

67%

60%
50%
Serie1

40%
30%

30%
20%
10%

3%

0%
Group loans

Enda´s Performance Indicators (DT)
2003

Individual

2004

Parallell

First
quarter
2005

Outreach summary
10.534
15.946
17.124
3.154.819
4.745.131
5.380.828
7.184.350
10.959.250
3.413.200
17.600
26.086
7.383
327
420
463
5.402
8.260
1.999
35
48
65
84
109
138
55
72
96
10
15
16
Portfolio quality
0,34%
0,34%
Portfolio at risk≥30 days 0,65%
(%)
On time repayment rate
93,3%
93,47%
94,03%
Sustainability/Profitability
Operational self128%
147%
sufficiency
Financial self-sufficiency 117%
125%
Donations to loan capital 1.4111.072
1.606.570
0
Active clients
Outstanding portfolio
Value loans disbursed
Number of loans disbursed
Average loan size
New borrowers
Number of loan officers
Total staff
Field staff
Number of branches

1$ = 1,26 DT
1€= 1,62 DT
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Cumulative

33.583.568
82.088
28.447
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Outstanding portfolio & active clients 1999-march 2005
6000000

5380828
4745131

5000000
4000000
3154819

Portfolio

3000000

Active clients

2118458
2000000
1275657
806798

1000000 484565
0

1888
1999

3383
2000

4739
2001

7726
2002

Evolution (1995-2005)
December 1995
Outstanding portfolio
20000
Donated lending capital
20000
(cumulative in DT)
Value of loans
22000
granted(cumulative in DT)
Active clients
22
Loans granted
28
(cumulative)
Staff
6
Branches
1

10534
2003

16946
2004

17124
march2005

December 2001
1,3 million
1 million

31 may 2005
5,56 million
2 millions

3,2 millions

36 millions

4700
18255

18391
87944

44
7

134
17
(28 delegations
7 governorates)

Type of Business

Services

Production/crafts
Animal rearing

Commerce

Characteristics of the clients (Borrowers)
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In Enda 93% of their clients are woman
Characteristics of the clients (Borrowers)
In Enda 93% of their clients are woman
Average age

>50
20%

<31
30%

>30 <51
50%

Education level

Illiterate
30%

University
1%
Secondary School
27%
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Marital Status

Widow Divorced
2%
5%

Single
16%

Married
77%

Non financial services
Enda tries to strengthen micro-entrepreneurs capacities by:
Training in simple accounting and management marketing
Counselling (legal, health, regulations)
Marketing (trade fairs, small sales outlet)
Supplies (excursions to low cost supply areas)
Networking (discussion groups, excursions, parties, trade fairs, gettogethers….)
Technical support (most clients are self-taught)
Projections for the future
Projections
33000000

35000000
30000000
25000000

22750000

20000000
15000000
10000000

Active clients

15850000

portfolio $

10955000
7932000

5000000
0

24000
2005

35000
2006

50000
2007

70000
2008

100000
2009
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Enda is a very active NGO. They made a movie called "Mères Courage" where
there appears the work of the institution and its effects. In addition they take part
actively in meetings, seminars and conferences relative to the microcredits in the entire
world and have published numerous articles about the woman and the viability of the
NGO (they are attached as annexes). It was in a seminar organized by this institution
in March of 1999 where the development of a microfinance network at the Arabic
world was started. Network that possesses nowadays representatives of 14 institutions
of microfinance proceeding from the Arabic countries.
6. Impact
We attach some information on the impact that this NGO is having in the
economic situation of its clients and of its companies:
Monthly benefits
New Clients
199 DT

12 to 18 months clients
418 DT

Old clients
777 DT

Treasury crisis during the last 12 months
New Clients
12 to 18 months Old clients
clients
Clients victims of
40%
33%
18,2%
the crisis
Duration of the
3,75
1,25
1,14
crisis (months)

Improvement of the level of the company during the last 12 months
New clients
12 to 18 months Old clients
clients
Enlargement of the 2,9%
28,6%
8,6%
place
Purchase of small
25,7%
32,4%
42,9%
material
Purchase of great
5,7%
38,2%
40%
material
Investment in a
0%
6,1%
14,3%
structure of stock
Improvement of the 34%
50%
31%
sales place
Big investments in
11,4%
21,2%
8,6%
the place of sale
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Income and Saving
New clients
Clients who have a
saving
Increase of the
Saving
Increase of the
individual saving
Increase of the
family income

40%

12 to
clients
71%

61,5%

72%

66,7%

68,6%

91,2%

62,9%

61,8%

87,9%

19,7%

Creation of employment and work of the children
New Clients
12 to
clients
Creation of new
2,9%
32,4%
employments
0%
5,8%
To place the
children as
employees at the
business

18

month Old clients
73,5%

18

month Old clients
20%
17,2%

Use of the benefits of the company during last 12 months
New Clients
12 to 18 month Old clients
clients
To cover the family 41,2%
5,8%
57,2%
expenses
Reinvestment in the 44,1%
91,4%
34,4%
project
Saving
11,7%
2,9%
0%
Others
2,9%
0%
3%
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7. Clients Interviews
Kaother Jaouali
Client of Lamia Hmaidi
Ettadhamen Branch
Residence: Ettadhamen
Education: primary school, cashier diploma
Activity: Glazier
My name is Kaother Jaouali and I am 42 years old, and the mother of three
children. I was born in the south suburb of Tunis, Zahara. My mother is native of
Metouia and my father is from Gabes (south Tunisia), but I was brought up in Tunis.
When my mother died, my father remarried and moved to Hay Ettadhamen and
I moved to my grandmother’s in Medina. I was married two years later. I met my
husband at his sister’s house across from my father’s house in Hay Ettadhamen. He
had lived in Libya and come back to set up a shop as glazier. But when he was unable
to run his own business we returned to Libya. There he had an accident. When
carrying a pane of glass it broke, slashed his wrist and severed his nerves, destroying
his sense of feeling in his three major fingers.
Following the accident we retuned to Tunis and settled in the Darjed (medina)
with his sister. He was still in a shock, and actually never recovered. He didn’t want to
touch glass ever again. This is where my story as glazier begins.
At that time we had no children or money. To cover our expenses we needed to
sell something. Using a piece of wood from our bed, the mirror off our wall, and the
bookshelves. I succeeded in making a phone desk. My nephew wanted to sell it so it
gave to him asking only 30 dinars, though he could sell it for whatever price he could
get. He managed to sell it 50 dinars in only a half an hour. With the 30 dinars I went to
buy more glass, and began to work seriously.
One day Si Cheldy, a loan offer from enda, came to me and insisted that I
participate in the Kram exhibition. After a long moment of hesitation I accepted. I had
to work hard to be ready. My essential problem was my lack of money to obtain raw
materials. So I went to several people to borrow money. I already have an experience
with enda.. In fact, I used to sell peanuts, and had loan for my business. I worked on
the glass in the back of the shop, but did not consider it to be a business. By chance,
one of the loan officers came to me when I was gluing two panes of glass in the back.
His was so surprised. The following day he arrived with madame Essma to encourage
me to transform my passion into my full-time work.
By the second day of my first exhibition at the Kram, all my products has sold,
and I was obliged to work more to meet the demand. Now I participate in all the
exhibitions that enda organizes. Many opportunities have come my way and many
doors have been opened.
Unfortunately my husband has never helped me and I became fed with his
negative attitude. We separated, and I raised my children on my own. He returned to
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Libya pretending that he couldn’t stand the Tunisian way of life while I become
Known for the quality of my products, particularly for my aquariums.
The first credit that Kaouther received from Enda was of 150 dinars, and the
last one is of 2000 dinars. Kaother works alone ,her children help her in periods of
vacations, she has 4 children two girls and two children. They are enrolled in school
and she is very demanding with their studies, at the moment they have excellent
results. She learned her trade by her self . She exposes her, work in the fair for which
from 200 to 300 clients happen a day, her plans for the future it is to be able to put her,
own shop.

Kaother in the stand of the fair, his daughter in the fund.

This Kaother’s miniature work of art reflects the moment where the fiancée
hand is asked. That day Kaother had received an request of all the miniatures exhibited
in aquariums of the fair.
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Emna Larguet
Client of Aida Ayari
Douar Hicher Branch
Residence: Douar Hicher
Education: Primary school, Taylor´s diploma
Activity: Taylor
Emna Larguet was born in 1954 in BabSouika in the Medina of Tunis (Old Town).
My family has been living here for one generation. But we are natives of
Bizerte (North Tunisia). We come from a modest background: my father was a driver
in the harbour. He was very strict. We received a good education.
When I got my diploma from the professional school I bought a sewing machine
which I have kept until now. From my own savings, I took a several trips to France,
Italy and other countries.
I married my neighbour who lived across from my family home. We rented a
house in Ariana once we were married. He was a topographer but he tried to run his
own business and eventually failed. When faced with unemployment he began to work
with me. In fact he helped a great deal because we had discovered that he was a good
designer.
The worst experience I had, which I never forgot and suffered a lot was my
undergoing major surgery on my leg after I fell down the stairs from the second floor.
As if that was not bad enough, I was pregnant at that time and did not have any money.
My daughter, thank god, was born in 1983 and is now twenty years old and attending
University,
After the accident I moved from Ariana to live with my parents in the Medina
again. I took a while to be able to buy this piece of land (in Douar Hicher). Before I
bought it, my friend recommended I rent space in Hay Ettadhamen, where the rent is
cheaper.
I had spent years working out of my mother’s home. In Hay Ettadhame, we
began making hats bearing the mark of local football clubs and we sold them 800
millimes each. Little by little, we expanded the business, with my husband making the
hats, and me making the skirts.
It was in 2000 that I went to the BTS (Tunisian solidarity bank) to obtain a loan
to buy expensive machines, which cost me 7.000 dinars. With the BTS loan I was able
to buy the machine, but Enda helped me to buy the materials to really begin my work
My first loan was for 200 dinars, but I was nor sufficient. Due to my regular and
problem free repayments, I have qualified for higher loans and have able to receive
1000 dinars in loans.
The best things at enda are the exhibitions, which permit me to have the
opportunity to sell my stock and turn my profit. Once, in less three days, I made 500
dinars in profit. I hope that enda open new branches in Sousse of Sfax, and even in
Libya and Egypt.
The sudden death of my husband made things worse for me. His death was
horrible shock so sudden. He died two days before our daughter’s birthday pour soul,
and he had been planning to buy a computer, a present that suited her well. But
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unfortunately he died before he could offer it to her. I couldn’t bear it. Then my father
died six months later. To this day, I feel bitter.
When I was in despair, a manager of handy craft agency come to me and
suggested I train a small number of girls and in return the government would give me
financial support. This helped me greatly because I have no pension. And of course, I
continued to work on my own. I spent half of each day training and the other half
sewing.
Madame Essma, a woman whom I admire a lot for her modesty, has encourage
me to innovate. These days I am so downtrodden, the only thing that I want to do is
sew on my machine.
In the interview that we had with Emna she told us that nowadays she was
selling her products in five hotel shops. She has 8 persons working with her depending
on the season, The winter is when they have a lot of because of the Ramadan the
demand increases very much. Several of them are disabled. Her daughter who studies
economics helps her in this time of the year. She has received formation to design with
modern techniques. In Enda she has learned accounting and communication in the
negotiation. Habitually, she asks for loans when she needs to buy new materials. Her
plans for the future are to have a bigger shop and she wants to sell to Libya, Europe
and Egypt.

At Emna's workshop several employees are working

Emna in the foreground with her workshop in the background
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Leila Saida Argüí
Client of Nizar Toujani
Douar Hicher
Residence: Douar Hicher
Education: Primary school
Activity: Photographer
Her name means happy night. She was born in the night of destinity which
corresponds to the 27th of Ramadan.
I am 41 years old, born in Tunis and brought up in Ras Darb
(neighbourcapital). My family is from Tozeur (South of Tunisia)
My parents were blue-collars workers. My father had a grocery and my mother
was a cleaner in the post Office.
I met my husband in my sister’s wedding. He was a photographer. When we got
married, we set in this small house with his three children. He was a widower. At the
same year, I gave birth to Montasser and then Tarck. I was strict with them to ensure a
good education.
He had a shop at the Orient Palace hotel and I went to assist him. Finally, we
found that the cost was too expensive so we closed it. At the same time, I learned from
him the art of photography,
I really need it when my husband went to prison for beating of his daughter. To
provide money for my children and pay the lawyer’s expenses. I was obliged to take of
his photography work. I even sold my jewellery.
The fact that his daughter’s accusations were the cause of his imprisonment
hurts me a lot.
During that period. I bought a new camera. The first loan that I got from enda
was 200 dinars and little by little I reached 1000.
I want to buy a new printer before my husband is released.
In the interview that we had with Leila she told us that from the first credit of
200 dinars She was obtaining successive credits of increasing quantities as 400 dt, 500
dt, 600 dt, 1000 dt, 2000 dt. And she has received of Enda formation in accounting and
communication with her clients. They have bought the place in 2004, and now her idea
is to invest in new technology, in concrete to buy a new camera.
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Leila in her shop of photos.

Leila in the door of her shop
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Annex 1.

MDF3
Cairo, Egypt, March 2000
Civil Society Workshop Rehearsal

Empowering Women Through Micro-Credit:
A Case Study from Tunisia
presented by
Essma Ben Hamida,
Co-Director, ENDA Inter-Arabe, Tunisia
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Cairo, March 2000

Empowering Women Through Micro-Credit:
A Case Study from Tunisia

presented by
Essma Ben Hamida3,
Co-Director, ENDA Inter-Arabe, Tunisia

The image of the Muslim women in Western eyes is often a caricature: veiled,
submissive, sharing her husband with several wives, barred from the workplace,
confined to an indoor role, eating sweetmeats all day long…
The reality is that the condition of many women in many Arab countries is
changing even where the law remains very much male-biased. In Tunisia, economic
realities, women's determination to tear free from submission, and the law have all
combined to contribute to the on-going process of women's empowerment.
But before continuing, I should like to say that in my experience of several
Western countries, the realities of women's situation vis-à-vis still male-dominated
society are not all that different from the realities of Arab women, whatever the
rhetoric and however favourable legislation may appear. Otherwise, there would not
have been 35 000 women from all over the world at Beijing in 1995 proclaiming the
need to "see the world through women's eyes".
To return to Tunisia, mention must be made of the official status of women as
embodied in the law. In the 1930s, a Tunisian philosopher, Tahar Haddad, was at the
forefront of the nascent debate world-wide on women's status and role in society. He
dared suggest at that time that women were equals of men and should be treated so,
that they should abandon their veils and free themselves from the constraints imposed
on them at the time.

3

This contribution reflects the empirical observations in the context of a fairly young and still small
micro-credit programme run by the NGO I founded in Tunisia, ENDA Inter-Arabe.
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In 1956, immediately after independence, under Tahar Haddad's influence, a
law was passed by Parliament on the Personal Status Code. That law introduced many
positive changes for women such as abolishing polygamy and giving women the right
to vote. In the 1990's further improvements have been added, in areas such as custody
over children and nationality.
In the early 1990s, a Ministry for Women and the Family was set up under the
Prime Minister's Office and in 1999 this ministry gained its independence and is now a
fully-fledged part of government.
Women are to be found in senior positions throughout Tunisian society, from
Parliament and high-ranking civil servants to public agencies and private enterprises,
from Universities even to the police and armed forces and at least one Tunis Air pilot.
Poor Women and Family Business
I shall concentrate my remarks on the experience of the organisation I founded
in 1990 and still head, ENDA Inter-Arabe, which has been working in a poor suburb
of Tunis for nearly ten years. More specifically, I should like to talk about poor
women, and the work we are doing with them to accompany them on their path to
empowerment, and how much we learn from them and the encouragement and
stimulus we derive from being with them. An important thing we have found out is
that however well-devised the laws may be, they will be of little assistance to women
unless the rights the law confers are known and understood by all.
Hay Ettadhamen
The suburbs we work in are Hay Ettadhamen and El Omrane, to the north-west
of Tunis. Originally a region of small colonial farms, the area was first settled with a
few families in 1963. By 1975, the population had reached some 7000 and today it is
estimated at some 400 000. The population stems mainly from rural exodus, especially
during the 1970s and 1980s and the population still retains many rural characteristics
both in the way they organise and live, operate through clans and so on.
Of course, Hay Ettadhamen and El Omrane, being composed of poor people
with skills often poorly adapted to urban life, is prone to many of the ills typical of
poor suburbs everywhere: high rates of school failure, low levels of training and
professional skills, high unemployment and underemployment, especially among the
under-25s, the violence and petty crime which are often linked with "idle hands".
However, as one visiting French Ambassador pointed out, Hay Ettadhamen is
far from being a shanty town. All the houses are of brick or concrete, usually self-built
and owner-occupied, though often with few amenities inside. Home improvements are
made slowly but surely. Nearly all the homes are linked to the electricity grid and
mains water supply. Main roads are metalled. There are three dispensaries and one
out-patient hospital.
But despite the efforts made by the government, problems remain. Most sideroads are still dirt, meaning dust in Summer and mud in Winter. Many areas have no
drainage, and garbage collection is often problematic and irregular. The places in the
30 primary schools and 10 secondary schools remain insufficient for the young
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population. Transport, vastly improved over the past ten years, is still expensive for the
population and inadequate. But just as the population is slowly improving their homes,
so the government is slowly improving the public amenities. But the problems are
considerable and solving them will require considerable means and a creative
approach.
Women: their starting point
-

-

-

-

The women of Hay Ettadhamen/El Omrane are mainly the product of
rural exodus, with few skills adapted to the urban market, mostly
illiterate, poor. Their daughters were often born at Hay Ettadhamen
though they are not necessarily better equipped for the town.
Many work as house maids or, if they are lucky, find work in a local
textile factory.
They were usually married young, between 16 and 18, to poor, unskilled
and uneducated men, often their blood relations, who find unskilled
occasional work in their new urban setting.
When the young couple moves to the suburbs of Tunis or other towns,
they begin living with relations or rent a single room. But the women
dream of a place of their own.
Generally they are shy, still wear their safsari (the rather elegant
Tunisian version of the veil), have no experience outside their family,
lack self-confidence, not daring to question their husband, their in-laws,
or their new community, yet they usually have hidden skills and silent
desires.
They spend all their time raising their families, looking after the home,
and watching soap operas (often Egyptian) on the TV, which also fill
their dreams.
Many face family conflicts and, at the risk generalising, experience
shows many cases of domestic violence (often alcohol-related),
abandonment by husbands who simply disappear without divorcing or
paying alimony, dictatorial male family members, blind application of
rules by local authorities which can lead to demolition of illegally-built
or other dramas, difficulties in registering children at school when the
family is not regularly registered in town, problems of maintaining
children at school for reasons of cost.
They are victims of male interpretation of religious and legislative texts
aimed at keeping them in their lowly position of dependency.
Moreover, they usually lack access to information about their rights and
duties and the many opportunities that Tunisian legislation and society
afford them.

The crisis which can open the door to empowerment
Often in the lives of these women, an economic crisis can spark off a positive
change in their lives. It may be the sudden loss of his job by the income earner or
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serious sickness or death which deprives the family of its means of subsistence,
divorce, abandonment, increased needs or demands by the children, the imperative of
raising family income to keep the children at school, or many other causes.
Such crises can lead the reclusive wife to surpass herself in order to ensure the
family's well-being.
Many poor women are discovering that house cleaning and factory work, too
constraining, are not their only options and that by setting up a micro-enterprise, they
can find a solution to the dilemma of looking after the house and children while
earning some money. Others, former beneficiaries of State handouts, have today
understood that they can become self-employed and hold their heads high.
Women's Dreams
Once they have broken out of their cocoon and seen the prospects open to them,
many women dream of improving their families' economic well-being, setting their
children, especially their daughters, on a path to a better life through school, and even
university which they never dreamed of for themselves, improving their own social
status, of gaining self-confidence and dignity, of deserving the respect of their
husbands and neighbours, of developing their own income-generating project, of
travelling, of negotiating and defending their rights, of succeeding in their dreams and
helping others.
Changes statistics do not reflect
In the ten years since ENDA first observed the women's situation at Hay
Ettadhamen, a positive revolution has taken place. Women have invaded the public
space: the markets, the streets, public transport, even aeroplanes. Women are today
fruit and vegetable vendors, run second-hand clothes stores, are hairdressers and
photographers; there is even a female butcher and at least one taxi-driver. They operate
in the open in an area where a decade ago the philosophy of religious extremists
projecting the distorted image of women's role and place was rampant, and women
largely confined to an "inside" role.
It is worth noting that the rapid expansion of the population of Ettadhamen/El
Omrane is a plus for micro-entrepreneurs since it entails a constant increase in demand
for products and services.
It impossible to confirm through statistics, official or not, the empirical
evidence of change we observe on the ground every day.
-
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an increasing share of family incomes in poor suburbs is today femalegenerated.
in a not inconsiderable number of cases, women (mother, sisters) are the
main income-earners.
many women have become effective (financial) heads of household.
as stable male jobs are becoming rarer due to trade liberalisation, many
men are in insecure employment, often on a daily basis.
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men are accepting the fact of their wives' new role and are beginning to
encourage and link up with them.

What is encouraging in the current situation is that as more women see their
dreams come true, so the critical mass grows and this encourages still others to dare to
take that crucial first step.
The Brakes on the Path to Empowerment
It is well-known that women micro-entrepreneurs face several obstacles to their
yen for self-employment, including:
-

difficult access to capital
low levels of knowledge including literacy and numeric skills
lack of training
inadequate market knowledge, for both purchases and sales
conservative traditions in their families and society at large
shyness and lack of public experience.

Strategies for Action
Despite all these difficulties, women have no choice but to act, and inspired by
their dreams and by necessity, they invent 1001 strategies to overcome the obstacles in
their path in order to supplement the inadequate incomes their husbands bring in, when
it is not to provide all the family's income.
The strategies they develop include:
-

-

setting up some form of enterprise: this is usually trade (Tunisia's
Phoenician past must not be forgotten) since this is all that is available to
those without adequate training and experience in urban-related
production or service skills
transforming a "garage" in their house into a work place
venturing out into the market or urban space
negotiating for a new status with their husband or another male family
member, but also with other males including town hall staff, suppliers,
factory owners
working in association with their husband, daughter, neighbour
learning to read and count
exchanging and learning from others
networking with neighbours and women (or men) working in the same
field, even abroad
expanding their markets by returning to their place of birth and using
family members who stayed there
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-

encouraging other family members or neighbours to set up their own
micro-enterprise
providing security and a new stable base for the family by purchasing a
plot of land and building a home
saving informally and later at the Post Office or a bank
using their creativity and inventiveness especially in seeking new
markets
seeking out new partners to develop their business.

ENDA's Facilitator Role
ENDA Inter-Arabe, part of the ENDA Third World family launched in 1972
and now represented in 14 countries world-wide, launched an urban development
programme at Hay Ettadhamen in 1992. Today it is composed of:
-

a programme for youth economic and social integration
health education, mainly for women
a micro-credit programme
functional adult literacy (half the students are from the micro-credit
programme)
training in simple accounting and management
D regular information sessions (health, legal matters, marriage and
divorce, taxation, banking services, municipal services…)
exchanges between micro-entrepreneurs, especially women, with ENDA
staff as facilitators.

In the field of credit:
-

-

-
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ENDA's vision for its micro-credit programme is to see "low-income
families, mainly women, moving towards sustainable economic security
with dignity and self-confidence through entrepreneurship, selfemployment and meaningful participation in community life".
ENDA's micro-credit programme was the first source of institutional
credit at Hay Ettadhamen available to low-income women
It provides a line of credit, with renewable and increasing loans for
reliable clients; some clients have reached their 6th loan
Originally it was aimed only at women; then men were admitted. But
today, given the relative unreliability of men, the programme is again
increasing women's participation; currently they represent two-thirds of
the clients and we are aiming at 80 per cent by the end of 2000.
No collateral is required but group guarantees are now the rule
67 per cent of loans are currently made through groups but individual
loans are available for dependable clients, be they women or men
The average loan size if DT430
The average loan term is seven months
The capital is still small (DT450 000)
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4300 loans have been granted to 2500 clients for a total value of DT1
800 000
There are currently 1900 active clients
The outstanding portfolio is DT475 000
The overall repayment rate is 98%
Despite being small, the programme is 50 per cent self-financed through
programme-generated income.

The vast majority of micro-enterprises in the project are directed at the local
market. However, well under 10 per cent of the micro-enterprises we have supported
have gone bankrupt (compared to a national average estimated at closer to 30 per
cent). This tends to show that the local space constitutes a form of protection from the
global, cut-throat economy championed by the World Bank and IMF.
The following are the main characteristics of ENDA's women clients as of
December 1998 (since then, socio-economic statistics have not been kept
systematically);
Average age
Education
Illiterate
Primary School
Civil Status
Married
Unmarried
Type of Business
Commerce
Production
Services

40 years
37
37
78
11
69
24
7

We are currently separating out the micro-credit programme from the other
activities and shall be providing training and literacy classes from a separate but linked
entity, still under the ENDA umbrella.
After funding from the Ford Foundation for the preparatory stage, the
programme is mainly supported by:
-

The European Commission
Two Spanish NGOs, Intermon and IPADE, and
The Tunisian Ministry for Women and the Family.

The Signs of Empowerment
Since ENDA's micro-credit programme was launched in 1995, some 1500
women have obtained loans from it. In the past two years, some of them have also
used the new source of credit newly available from the Tunisian Solidarity Bank. The
following shows some of the ways these women have used their loans to gain
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emancipation and empowerment. It is not based on theory but the fruit of actual
observation over the past eight years and discussion with the women concerned.
Economic empowerment
Generating and controlling income is the starting point for other forms of
empowerment. It enables women to learn to handle cash and, by managing their
micro-enterprise, to learn how to handle the family budget and manage debt. This
allows them to impose their viewpoint on family decision-making and to take certain
decisions alone.
Attention should be especially drawn here to the phenomenon of savings.
Sometimes putting aside even 10 cents at a time, women literally place their savings
under the mattress or under a lose tile in the kitchen and much more rarely in an
account. Their savings take the form of cash but also, more traditionally, of jewellery.
But quite a few clients put aside part of their loan, on which they pay interest, to have
a ready source of cash available for emergencies. They use their savings for family
improvements, to purchase a vehicle for their business, but when times get good, also
to equip the home with a satellite dish… Tunisian law does not allow us to mobilise
savings for the credit programme; if it did, we believe we could serve our clients a
higher rate of interest than they earn currently in formal institutions.
Empowerment through the Business
By gaining promotion, through their own efforts and willingness to take risks,
from home cleaner or factory worker to independent business person, the microentrepreneur gains status and independence. They develop business skills through
experience and, more rarely, thanks to training we and others may provide. They learn
to diversify the lines of goods they sell, and then diversify their business itself. Sonia,
for example, who previously worked for ENDA, first opened a pastry shop (now
managed by her brother) and today also has a crèche. They develop multiple activities
as survival and expansion strategies, are adaptable, and above all learn not to sell on
credit. Sales on credit also merit a special mention: they are all too frequent and can
amount to considerable amounts which eventually undermine the whole microenterprise.
Lamia, who produces elaborately embroidered wedding dresses, provides an
excellent example of business skill development through improved management and
networking.
Women quickly develop a capacity for exchanging and networking with similar
or complementary micro-entrepreneurs, and develop partnerships, with women but
also with men.
They learn to negotiate not only within the family but also with suppliers, the
local authorities, middlemen. This sometimes includes overcoming unreasonable
demands regarding social security payments, taxes, even the courts.
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They devote a huge amount of time and energy in their micro-enterprise, and
many achieve substantial improvements in the quality of the products and services
they provide. This is striking with regard to Hayet, a seamstress.
In the area of accounts, many micro-entrepreneurs make no distinction between
the business and family purses, taking for the till to purchase goods for the family and,
more rarely, vice-versa. Stopping this practice is an early lesson that has to be instilled,
along with avoiding sales on credit. Moving on to actually keeping accounts is an
important further step. Many, when illiterate and innumerate, such as Selma, Hbara
and Halima, seek assistance from their children or a literate female neighbour for
accounting.
We also believe the clients have developed a sense of appropriation of the enda
programme which is manifested by the way they promote it in the neighbourhood, and
through participation of some of them in the client committee.
Personal empowerment
For these poor former rural women, literacy and numeracy constitute a major
step to personal empowerment, enabling them to do away with assistance and
dependency on others, especially their husbands, to understand documents, to calculate
and generally to defend themselves. For example, they no longer sign a document
without first being sure what they are signing for. At the market or in a store, they
know how much to pay and how much change to expect.
Access to information and knowledge of their rights is another important factor.
Tunisian legislation provides many advantages for women but so long as they are
unaware of this, they are in a weak position. As seen above, ENDA provides
information which contributes to their empowerment. But this reaches only a small
share of its clients due to its limited capacity. However, information circulates
efficiently by word of mouth. Khadija, originally very naive, can be quoted in this
respect: today, it is she who informs others.
Participation in decision-making in the family and in the micro-enterprise
constitutes another form of personal empowerment. It should be remembered that most
of these women began their lives as submissive wives who did not dare leave their
homes.
Financial autonomy brings with it dignity. Their newly-gained knowledge and
capacity to take and influence decisions provides them with self-confidence. Their new
status affords them the confidence of their partners and suppliers who accept their
word and therefore are frequently willing to defer payment for goods delivered. Fatma
is especially proud of this and of the respect she now commands is her community,
acting as a peace-maker in certain family disputes. Many end up gaining the respect of
their husbands, formerly jealous and cynical about their wife venturing into business.
Self-confidence is perhaps most symbolically manifested when they finally
leave their veil at home. But it is also expressed by refusing certain traditions. In terms
of marriage, for instance, several of our clients have refused to wed cousins or others
presented to them by their families, or have deferred marriage well beyond the usual
mid-20s in order to consolidate their business first. Rym, a photographer, now 32,
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broke off her engagement in order to pursue her career, and Hayet the seamstress, only
married a year ago, aged 33.
Travel is another sign of independence and confidence. An interesting evolution
can be noted. First, they venture alone outside their homes. Then, they travel to other
towns in Tunisia to seek markets or supplies. The final stage is when they take off to
foreign parts such as Libya, Turkey or Syria, by public land transport and increasingly
by plane, to buy goods in what is known as "the suitcase trade". Manoubia, now aged
47, rapidly moved through these stages.
Family empowerment
An important example here is home-making. It is generally the woman who
stashes away savings, usually unknown to her husband, to make a down payment on a
small plot of land and, later, to begin building. She is also the one who uses her
savings for home extension and improvement. Yet tradition is still so strong (it is up to
the man to house his family), that some women register in their husband's name the
house they have built entirely from their own efforts and savings.
Other factors of empowerment within the family have already been mentioned
such as participation in decision-making on economic matters but also in keeping
children, especially daughters, at school, which prepares the way for early
empowerment of female offspring. Empowerment within the family also derives from
the fact that the mother's micro-enterprise often provides jobs for family members,
usually daughters or sons but also sometimes the husband. Enterprise creation for
family members, such as in Sonia's case, has also already been mentioned, and several
women clients provide a guarantee which opens up access to a micro-credit loan for
their under-age children, usually sons.
Public and political empowerment
Participation in the micro-credit programme constitutes an apprenticeship of
democracy through the self-managed solidarity groups which elect their president and
treasurer: in many mixed groups, a woman has been elected as president, an
astounding development in a still male-dominated society. By participating in the
clients committee, mentioned above, they also realise they can have an influence
beyond the family and out to the (semi-)public space.
Other manifestation of public and political empowerment come through
participation in public meetings, a willingness to speak up (since they have
information which makes this possible). Several have joined the ruling party, in itself a
source of prestige. But on a more mundane level, several have gained an informal
leadership role in their communities thanks to their independence and reputation for
seriousness as a result of their micro-enterprise.
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The Vision
Strikingly but not surprisingly, most women micro-entrepreneurs have clear and
planned visions of the future. Once they have launched their micro-enterprise, the
visions are no longer mere dreams. These include:
-

-

carefully planned expansion of the business as well as diversification,
taking part in trade fairs in Tunisia and abroad (Hayet and Lamia)
ambitions for the children, starting with seeing them through their
primary and secondary education, including paying for private lessons,
but beyond school to university, and even studies abroad: one client is
actually paying for her son to study in Ukraine.
personal ambitions, beyond learning to read and write (half of the female
clients are illiterate), often include making the pilgrimage to Mecca, but
also political ambitions at local level.

The Downside
All this sounds, and is, extraordinary and a strikingly rapid evolution of the
situation of these former peasants now living at Hay Ettadhamen. Most benefit from
the positive fallout of being a micro-entrepreneur, even if it is only the experience. But
not all of them succeed so brilliantly and even success does not come without
difficulties. On the downside, several examples can be given:
-

-

-

The female micro-entrepreneur's total workload increases substantially
since, especially in the early stages, she cannot give up household work
despite the micro-enterprise.
Often, especially when the husband is out of work (factories are closing
under the impact of more open markets), he slowly loses his authority
over the children or relinquishes these responsibilities to his wife,
loading on her head the concern with the children; "I am both the mother
and the father" says Mbarka.
By virtually taking over the family affairs as well as her business, the
micro- entrepreneur gets the impression that her husband is "useless"!
This may not be good for family unity.
The micro-entrepreneur is torn between business and family, especially
when her work is not located at her home, or when she has to travel.
Many are obliged to leave fairly young children to fend for themselves,
and even if they have the capacity to help with school work, this is
difficult after a long day's fatigue.
Decisions to keep children at school or not may be linked to the
enterprise: if it is thriving, it may need one or more of the children to
help; if it is in difficulties, the cost of schooling may be too much.
They are prone to stress and fatigue and this exposes them to accidents
and ill-health.
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-

-

-

They sacrifice their own interests to their enterprise (which is often
conceived as a means of providing a better future for their children)
Local officials tend to be over-zealous in applying rules and regulations
such as payment of social security contributions, regulations regarding
hygiene and security, and business taxes. Women entrepreneurs tend to
be targeted since their are perceived as less able to defend themselves
(though they are beginning to do so, as illustrated above).
By thus formalising the informal sector, already fragile enterprises with
already low profit margins are placed at risk of simply folding. In this
respect, however, it is interesting to note that well under ten percent of
the micro-enterprises supported by ENDA's micro-credit programme
have gone bankrupt since we opened five years ago.
They are exposed to sexual harassment merely to obtain their rights, with
very little recourse to justice given their poverty and low status in society
at large (ENDA provides legal advice).
Finally, despite the positive examples quoted above, women still have
only a limited impact on local public life, meaning their specific
concerns as mothers, citizens and entrepreneurs are rarely taken into
account.

In conclusion, in our experience, the micro-enterprise does provide a path to
empowerment for many women. But that path is steep and has many pitfalls.

Cairo, January 2000
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Introduction
Microfinance attempts to provide financial services such as access to small deposits,
small loans and insurance for poor and low-income households that cannot access
these basic financial services at banks. Improving the poor standards of living and
alleviating poverty are the goals of microfinance.
Access to deposits implies savings accounts that provide the saver safety and
liquidity and cost the bank less than funds from other sources.
Low income households demand small loans for short periods of time, but cannot
guarantee repayments with constant income from a salaried job or asset collateral. As a
result they pay more for financial services due to their poor credit ratings.
Furthermore, low-income households hold low balances with frequent deposits and
withdrawals. As a result, they cost a lot to serve.
The Micro finance industry in Lebanon has witnessed slow growth over the years,
especially if we compare it to other countries in the Middle East. One of the new
entrants into the Microfinance sector that contributed to pumping some life into the
sector is Access to Microfinance and Enhanced Enterprise Niches (AMEEN). This
article analyzes the growth of the Microfinance industry in Lebanon and the role
AMEEN is playing in this sector.
The Environment for Micro finance in Lebanon
Micro finance in Lebanon matters for three reasons: First, economists, government,
and donors believe that constraints on access for the low income households might
affect how well Lebanon can achieve rapid economic growth and share the fruits of
growth. Second, access to microfinance can help improvements for the poor families.
Third, access is important for equity. Increasing families’ income is a first step
towards building some wealth, which is a first step to escape poverty. But access to
finance requires wealth in the first place. Therefore, unequal access perpetuates
unequal wealth distribution. Access to standard bank credit requires assets most of the
poor do not have, such as buildings or land. In contrast, microfinance uses assets the
poor do have, such as reputation or household goods.
Lebanon has a competitive and free market regime and a strong laissez-faire
tradition. The Lebanese economy is service-oriented with banking and tourism
providing the main growth sectors. The 1975-1991 civil war seriously damaged
Lebanon’s economic infrastructure, cut national output by half and ended Lebanon’s
position as a regional center for finance and trade. The gap between the rich and the
poor has increased during the 1990s, resulting in grassroots dissatisfaction over biased
distribution of the rebuilding process and leading to shift its emphasis to improving
standards of living.
Economic recovery has been slow but fueled with a financially sound banking
system, resilient small and medium-scale manufacturers. The main sources of foreign
exchange have been banking services, manufactured and farm exports, family
remittances, tourism and international aid.
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The Lebanese population growth rate has been slow at a rate of 1.4% due to high
rates of immigration and decreasing fertility rate (birth per woman dropped from 4 in
1980 to 2.3 in 2000). The majority of the population lives in urban areas (87%).
The Lebanese demographic profile is characterized by high literacy, increasing life
expectancy and better standards of living than many other Middle East and North
African nations. More than 90% of the population is educated; life expectancy at birth
is 71 years and GNI per capita is USD 4,040. This data can be interpreted as a positive
outcome of combined investment efforts by the government and the private sector in
social services. However, the unemployment rate is estimated at 14% for 2000 and
29% among the 15 to 24 year age group, with estimates of further increases in 2001,
2002 and 2003 with a population below the poverty line estimated at 28%. (See insert
1).
Insert 1. Lebanon 2003 – Social and Economic

2003
Population (million)
GNI per capita (USD)
GNI (USD billion)
Average Annual Growth (97-03)
Population (%)
Labor Force (%)
Recent estimates (97-03)
Poverty (% of population below poverty line)
Rural population (% of total population)
Urban population (% of total population)
Life expectancy at birth (years)
Infant mortality (per 1,000 live birth)
Illiteracy (% of people age 15+)
Gross Primary enrollment (% of school-age
population)

Lebanon

Middle East
&
North Africa

Upper-Middle
income
In the World

4.5
4,040
18.2

312
2210
689

335
5340
1788

1.4
2.6

1.9
2.9

1.2
1.8

28
12.54

___
___

___
___

71
28
9.8
103

69
44
31
96

73
19
9
104

Source: World Bank data 2003

The Lebanese economy’s structure is heavily skewed to the service sector (67.7%)
with an average annual growth of 1.3% especially in banking, tourism and trade. The
agriculture and industrial sectors form 12.2% and 20% respectively of GDP with an
average annual growth of 2.5% for both sectors. (See insert 2)
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Insert 2. Lebanon 2003 – Key Economic Data
Key Economic Ratio
GDP (USD billions)
Gross Domestic Investment / GDP
Gross Domestic Savings / GDP
Gross National Savings / GDP
Long-term Trends
(Average annual growth)
GDP
GDP per capita
Structure of the economy (% of GDP)
Agriculture
Industry
Manufacturing
Services
Private consumption
Government consumption
Imports of goods and services

19
16.7
-9
-7.1
2003
2.7
1.4
2003
12.2
20
9.4
67.7
96.1
12.8
39

2003-2007
1.9
0.7
Average annual growth
2.5
2.5
2.5
1.3
4.2
2.5
8.7

Source: World Bank data 2003

The positive economic outlook of the Lebanese economy is characterized by a
consumption driven economy with very low savings, dissaving in fact – Gross
Domestic Savings/ GDP is -9.
In this context microfinance can play a very important role in providing an incentive
for poor and low-income households to save and in providing necessary investments to
support the creation of jobs.
Government support
The Lebanese government has given the poor population very little support to help
them access the financial markets. The main government loan sponsored program is
designed to help small and medium size enterprises (SME) through an institution
called Kafalat. When an SME applies for a loan from any Lebanese bank, it can
request a loan guarantee from Kafalat. The guaranteed loans are subsidized by the
central bank to the tune of 7% to ease the interest burden on the borrower.
The conditions for receiving a Kafalat loan guarantee is that the enterprise must
have 40 employees or less, and must submit a business plan or feasibility study. The
loan can be used for business development and is given in only specific sectors like
industry agriculture, tourism, craftsmen or high technology.
However the banks ask most of the time for asset collaterals and may refuse the
loan before it reaches Kafalat.
The total value of loans guaranteed by Kafalat stood at 342.297 million Lebanese
pounds as of 31/12/2004 with an average value of loans guaranteed at 133.709
thousand Lebanese pounds. (Refer to Box 1)
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Box 1: Cost and distribution of loans guaranteed by Kafalat
Kafalat guarantees 75% of the loan granted by the bank and charges a 2.5% of the
value of the guarantee as commission.
Formula used: ([loan value + interest accrued during grace period +interest accrued
for 3 months]*75%*2.5%)+([loan value +interest accrued during grace period
+interest accrued for 3 months]*0.3% fiscal stamps).
For loans in Lebanese pounds: The bank charges the borrower 40% of the interest
on Lebanese treasury bills of one year and the central bank subsidizes a maximum of
7%, or the interest charged, whatever is lower.
For loans in US Dollars: The bank charges LIBOR (one year) + 5.5% and the
central bank subsidizes a maximum of 7%.
Insert 3. Distribution of loans guaranteed by Economic sector (31/12/2004)
Economic sector
Industry
Agriculture
Traditional Crafts
Tourism
High Technology
Total

Number of Guarantees
1111
965
95
315
74
2560

%
43.4
37.7
3.71
12.3
2.89
2.89

Source: www.Kafalat.com.lb

Insert 4. Distribution of Loans Guaranteed by Value (31/12/2004)
Bracket (million L.P)
<50
50-75
75-100
100-150
150-200
>200

Number of Guarantees
661
289
226
384
274
726

%
25.8
11.3
8.8
15
10.7
28.4

Source: www.Kafalat.com.lb

Microfinance in Lebanon vs. Neighboring Countries
Although microfinance in most of the Arab world has witnessed a considerable
increase between 1999 and 2003, Lebanon has experienced very limited growth in the
microfinance industry.
1. Outreach
Growth in Outreach
The number of active borrowers in the Arab world increased from 129,000 to
710,000 with a loan portfolio increasing from $40 million to almost $240m. In
Lebanon, at the end of 2003, there were only some 13,500 active clients.
The introduction of a EU-funded agency, the Economic and Social fund for
Development (ESFD), was set up to help in employment creation and poverty
reduction in Lebanon. This fund started a new approach to stimulate outreach among
Lebanese MFIs.
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One of the goals of ESDF was to reduce the interest rates some of the inefficient
MFIs were charging the final borrowers. Annual percentage rates (APR) charged by
some MFIs were above 40%. Therefore ESDF invited some eligible MFIs to bid for a
large amount of funds (Euro 1.2 million) for on lending. The MFIs that bid with the
lowest interest rate- after covering operational and financial costs- to the final
borrower would gain access to the EU funds to be used for on lending in mainly North
and South Lebanon.
Depth of Outreach
The poverty level of the client is measured as the average outstanding loan balance
as a percentage of GNP per capita, the lower the loan balance, the poorer the client. In
Lebanon the average loan balance is $700 with the loan balance as a percentage of
GDP per capita of 20%. The outreach in Lebanon in rural areas is better than
neighboring countries. (See insert 3) The majorities of the clients in Lebanon are selfemployed and work in the informal sector.
Insert 5. Outreach in Rural Areas
Countries

Rural Population (%)
56
33
8
43

Egypt
Jordan
Lebanon
Syria

Rural Outreach (%)
14
5
29
__

Source: UNCDF: Micro finance in the Arab States, Sept.2004

2. Market Penetration
It is the percentage of potential clients who currently have access to microfinance.
The Arab world witnessed an increase in market coverage from 3% to 20% of those
needing and wanting credit. However it serves only 22% of the rural population. The
market penetration in Lebanon is better than Egypt and Syria but less than neighboring
Jordan. (See insert 4)
Insert 6. Market Penetration Based on National Poverty Lines
Country

Population

Egypt
Jordan
Lebanon
Syria

66,372,000
5,171,000
4,441,000
16,986,000

Poverty
Need
Count (%)
23
12
10
20

# Of Poor
People

# Of Poor
households

15,265,560
620,520
444,100
3,397,200

2,180,794
88,646
63,443
485,314

Potential
Market
(40%)
872,318
35,458
25,377
194,126

Active
Borrowers
256,159
24,348
13,429
32,170

Market
Penetration
(%)
29
69
53
17

Source: UNCDF: Micro finance in the Arab States, Sept. 2004

Since official government numbers tend to underestimate the number of poor people
in their countries, the UNCDF study considered that if another 20% of the population
lives above but close to the poverty line the market penetration percentages would
change to more realistic numbers. (See insert 5)
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Insert 7. Market Penetration Based on National Poverty Lines + 20%
Country

Market Penetration (%)
16
26
18
8

Egypt
Jordan
Lebanon
Syria

Source: UNCDF: Micro finance in the Arab States Sept. 2004

3. Lack of Product Diversification
The majority of loans are for business purpose and most of microfinance services
remain market-oriented. Voluntary savings, insurance and deposit services are not
generally offered.
The business activity of the borrowers in Lebanon reflect this fact where around
20% goes for trade, around 10% goes for manufacturing, less than 5% goes for animal
breeding and the majority is for services. Around 75% of the borrowers live in urban
areas both large and smaller towns.
4. Increased Focus on Women
In most of the Arab states there has been an increase in terms of outreach to women
borrowers from 36% in 1997 to 60% in 2003. However, in Lebanon the percentage of
female clients is only 35% of the borrowers. (See insert 6)
5. Broad Based Application of Industry Norms and Procedures
Good practices of Micro Finance Institutions (MFI) that has sustainability as an
explicit objective serve almost 90% of all active borrowers. In Lebanon only one fully
sustainable MFI is in operation. (See insert 6)
Insert 8. Loan Portfolio and Number of MFIs
Country

Loan
Portfolio
Outstanding
(USD)

Egypt
Jordan
Lebanon
Syria

56,067,894
22,304,834
10,718,808
43,410,214

Average
Outstanding
Balance as
% of GDP
per capita
19
54
20
112

% Of
Female
Clients
46
77
35
__

% Of
Rural
Clients
13
24
22
__

# Of
Fully
Sustainable
MFI
7
3
1
0

All MFIs
and Other
Credit
Programs in
2003 sample
20
5
6
6

Source: UNCDF_ Micro Finance in the Arab world, Sept. 2004

6. Dominance of NGO as the Legal Model
MFIs are NGOs, which continue to be dependent on available donor (grant) funds
for their growth. In Lebanon only two market-oriented MFIs are incorporated with
limited growth (measured in terms of active clients). (See insert 7)
Insert 9. MFIs Incorporated in Lebanon
Name

Type of Institution

Gross Loan
Portfolio in USD
(31/12/03)
Al-Majmoua
NGO
4,189,210
AMEEN
NGO
5,107,337
Source: * Wikipedia – The Free Encyclopedia http://en.wikipedia.org

# Of Active
Borrowers (31/12/03)
5,498
7,114
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The Subject of our Case Study will be AMEEN
1. Historical Background
The Cooperative Housing Foundation International (CHF) started in 1952 with the
housing loan program and then changed its objectives to address different problems in
needy countries.
The mission of CHF is to serve as a catalyst for long-lasting positive change in lowand moderate- income communities around the world, helping them to improve their
social, economic and environmental conditions.
In 1998, CHF established a microfinance program in Lebanon under the name
Access to Microfinance and Enhanced Enterprise Niches program (AMEEN) as a forprofit company.
AMEEN’s mission is to build a sustainable financial organization that delivers
micro-financial services to a broad base of the economically active poor.
AMEEN’s objectives are:
1. To enhance the access to financial services to the low-income group of the
population in general and micro entrepreneurs in particular.
2. Enhance the institutional capacity of private commercial banks to deliver
microfinance products.
3. Create and support a financially sustainable level financial organization that has a
broad outreach among the working poor.
2. Organizational Structure
The structure of AMEEN includes a Board of Directors, a general manager, a CFO,
an operations manager, operations auditor, regional loan officer supervisors, loan
officers and other support staff with a total number of 49 staff members. They operate
from one main office (head office), their loan officers work out of commercial bank
branches.
3. Target Clientele
The target market for AMEEN is very broad and tries to help a large segment of the
Lebanese population. To be eligible, a person must be:
•
Over 21 years of age
•
A Lebanese national or foreign national with permanent residency
•
Any man/woman who owns a small business for more than one
year or any public or private sector low-income employee with at least one
year of employment.
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Box 2: Three AMEEN Client Success Stories
Zahra is a widow raising a family of six daughters and their children. She has been able to
start her clothes-selling store in Sidon with an $800 loan, with which she bought clothes to
sell in south Lebanon villages. She has since been granted a second loan of $1,000.
Hanna owns a juice cocktail shop in Borj Hammoud. He applied consecutively for two
$1,500 loans and bought a coffee machine and other supplies. He was able to improve his
business and family conditions.
Itidal used to work at her home in Bourj-al-Barajneh as a hairdresser. Her first loan of
$750 helped her move to a salon. A second loan of $1,500 allowed her daughter to learn
tattooing. A third loan allowed her to move to a bigger premise. Her fourth loan allowed her
to establish a beauty-training center.

4. Product
Individual loans are the only product of AMEEN portfolio. The value of the loan
ranges from $300 to $5,000, on condition that the value of the first loan and personal
loans do not exceed $2,000.
The value of the loan depends on the size of the project, the income of the borrower
and his/her ability to pay on time and on the existence of the proper collateral.
The repayment schedule ranges from 4 months to 18 months depending on the
ability of the borrower to make monthly equal payments at the bank branch according
to the payment schedule and dates. The full repayment of a loan for less than $3,000
cannot exceed 12 months. Insert 8 summarizes the products offered and funding
sources.
Insert 10. AMEEN Products
AMEEN Products
Loan Products:
•
Micro enterprise
•
Consumer
•
Home Improvement
Product: Credit
Funding Sources:
•
Own Capital (formally grant funding)
•
Private bank Capital
Group Lending: Individual
Average Size Loan: $1,400
Average Loan Term: 12 months
No. Of Loans and Amount Disbursed

Individual Loans

No. Of Active Borrowers

8,029

Average Loan Balance per Borrower

$844

5. Required Collaterals

•
•

A real asset collateral
A guarantor that is an employee at any public or private

institution

•

A liquid guarantor
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6. Steps Needed to Receive a Loan
Door-to-door inquiries, distributing brochures and learning from community leaders
and local dignitaries about people interested in loans often carry out the phase of
promotion.
The loan applicant must contact the AMEEN representative at one of the branches
of Bank Jammal, Credit Libanais, or Lebanese Canadian Bank.
One of AMEEN’s credit officers will visit the loan applicant at his/ her place of
employment to collect information and fill the application. The credit officer will
gather information about the applicant and the guarantor, inquiring about aspects of
the applicant’s financial status, such as income and expenses as well as his/her credit
rating with suppliers and relationship with clients. His/her assets and reputation within
the community are also considered. Afterwards the application will be forwarded to
the loan committee for approval.
•
Once approved, the loan will be available at the bank’s branch.
•
The time limit for loan approval should not exceed two weeks.
•
The repayment has to be made monthly at the bank.
•
The loan can be renewed in a period of one week after full
repayment of the old loan.
Overview of CHF International Programs in Lebanon
1. Economic Development and Infrastructure Improvement
The aim of this program is to increase rural families’ incomes and helps displaced
families to participate in economic opportunities.
CHF International provides technical assistance to village committees to identify,
design and implement projects. The projects are in four main sectors:
• Expanded economic opportunity
• Improved environmental management, including water management.
• Basic infrastructure development
• Civic participation
2. Access to Microfinance
CHF International expands the access to microfinance for the low-income groups of
the population and enhances the institutional capacity of private commercial banks.
AMEEN’s role is to continue building viable, long-term relationships with the
economically active low-income and to continue the services of partner banks after the
program has finished.
3. Agribusiness and Community Infrastructure
This is an innovative economic and agricultural community development program
that enhances economic opportunities while lessening the dependence on the
cultivation of illegal crops.
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Box 3: Programs by Numbers
In 2004, CHF International/ Lebanon completed 2,988 agricultural projects.
•
Disbursed USD 10.4m in small-business loans to 7,914 clients.
•
Created over 10,000 months of employment
•
Created jobs and helped train 38,000 community members

AMEEN Evaluation
The evaluation of Micro-credit activities includes outreach, sustainability and
impact.
1. Outreach Analysis
AMEEN description of its outreach for the segment of the population that does
not participate in the formal financial system does not include any clients below the
poverty line. Only 25% of the borrowers are women and 1.15% of the clients are
illiterate. Rural clients form 17% of the total. Less than 1% of the clients were
starting a Micro enterprise for the first time.
AMEEN could not provide any information concerning the extent and depth of
outreach due to the lack of accurate data on the country’s averages for women,
rural, illiterate and poor population.
2. Financial Sustainability
AMEEN has been able to achieve a 114% operational self-sufficiency and 110%
financial self-sufficiency. This positive performance can be explained by:
• Good Portfolio Quality: AMEEN has been very cautious in its
client selection. As we have seen previously there are no clients below
the poverty line. Arrears rate is 0.63%; the portfolio at risk (PAR) is
0.53% over 30 days, with risk coverage of 2.8%. The loan loss rate was
only 0.24% from October 2003 till September 2004.
The commercial funding Liabilities ratio stood at 1.19% at the end of
September 2004 and the internal source to loan ratio stood at 2.65% from
October 2003 till September 2004.
• High Portfolio Yield: The real effective interest rate has been
33%. This high interest rate is not unexpected for Microfinance
institutions in order to achieve sustainability. Two main forces drive
interest rates higher than commercial loans: The first one is the client
credit worthiness and the second one is high administrative costs.
• Operating expenses: Ameen has been able to keep expenses at a
relatively low level compared to other micro finance institutions in the
region. The personnel expense ratio stands at 22% for the period
extending from October 2003 till September 2004.
The cost per borrower is $252.65 and the ratio of active borrowers to
the number of personnel stands at 164 borrowers.
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Box 3: Calculation of Effective interest rate
Loan size = $1,400
Installment payment = Monthly
Term = 12 months
Upfront application fee = 3%
Interest Rate = 28% (declining)
Effective interest rate = 33%

3. Impact
The lack of reliable data on household income, assets, education, local community
development and gender based impact made it impossible to analyze the impact of
Microfinance activities.

Conclusion:
The micro finance sector in Lebanon has witnessed very limited growth over the
years. The sector seem to be dominated by very few major organizations, limiting a
healthy competition that could give the providers an incentive to improve efficiency,
lower operational costs, decrease interest rates charged to the final borrowers and
improve product innovation.
Several shortcomings seem to stamp the micro finance sector in Lebanon: A Lack
of vision to grow and pursue new clients with new products, a very small selection of
programs is being offered, a limited number of loans is being offered, a lack of
funding and institutional capacity to fuel further growth.
The lack of government support and microfinance initiatives exacerbate the
problem of discouraging the entry of new Micro finance organizations and improving
the microfinance sector offerings.

Bibliography:
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Introduction
The microfinance sector in Lebanon, born in the late nineties, seems to be going
through its first period of stalemate, despite its young age, relative to the more
consolidated international experiences. In fact, the high market growth ran out only a
in few years and since 2002 further improvement or significant changes have not been
registered. This is essentially due to the very high market concentration in the hands of
two big institutions –Al Majmoua and AMEEN (Access to Microfinance and
Enhanced Enterprise Niches)– and to the insufficient attention of the local government
in promoting and financing new micro credit initiatives1.
Nevertheless, the static market condition could be more apparent than real: in fact,
AMEEN, with its micro credit model that is not traditional but much more similar to
the industrialised countries practices, has conquered the leadership and could set in
motion a radical change of all the Arab micro credit industry. This innovation could be
interesting not only for Lebanon, but also for the other Arab countries whose
microfinance sectors need urgent measures if they are to revive and surge again.
1. The social and economic context
Lebanon, considered a medium developing country, is one of the richest countries
of all the Arab world, with a GDP per capita of $5,000. The reconstruction process,
that followed the very long civil war (1975-1991), has rebuilt the economic
infrastructure of the country, but it hasn’t been able to give Lebanon the prestige and
international importance it had in the pre-war years. The great impoverishment of the
country, resulting from the civil war, and a limited economic growth at the end
nineties have widened the huge gap between rich and poor. In 2005 one fourth of the
population, around 1,330,000 people, is estimated to be in poverty: a large basin for
the micro credit activity2. Nevertheless, considering limitations due to the presence of
minimal eligibility requirements, in 2004 only 18% of the potential market was served
by the micro credit institutions (MFIs) 3.

1

The two mentioned mega players have 94% of the total local market together with a third institution called
Mu’assassat Bayt El-Mal and practising Islamic micro credit activity. The left percentage is managed by
developing programs, promoted by NGOs, governments and international entities. This paper will analyse only
Al Majmoua and AMEEN, because they cover almost the market, and also because of analysis homogeneity, as
they are the only two independent micro credit institutions.
2
See UNCDF, Microfinance in the Arab States, September 2004, p. 31-32.
3
In the paper mentioned in the previous note, the methodology used to measure the potential target market and
its depth of outreach is articulated in the following steps: (1) estimate of the poor population (poverty line +
20%); (2) subdivision of the population in households (7 people on average per family) assuming that no more
than one member per household should have a loan; (3) identification of the potential target made up by 40% of
poor families, on the basis that not everyone is a good entrepreneur or has a good project to finance; (4)
comparison between the number of potential and active clients. Following these steps, starting from an initial
number of 1,332,300 poor people the potential target market is 76,131, of whom only 18% are clients of local
micro credit institutions. It is clear the estimation is quite rough as it is founded on few realistic hypotheses. In
fact, the percentage of eligible clients (40%) is not justified and, as it is the same for all the analysed Arab
countries, probably it is not based on an empirical test of the social and economic conditions of the poor families,
on their managerial skills and on their interest for micro credit. The informative validity of the market estimation
can however be considered acceptable, if it is used as a starting point for more accurate measurements and
considerations.
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Despite the presence of a large poverty, the Lebanese population has one of the best
average profiles of the North Africa and the Middle East: high education and life
expectancy at birth, good sanitary conditions and generalised access to basic services
(see chart 1).
The population is concentrated in urban areas (89%) and counts a relevant presence
of Palestinian refugees and Syrian immigrants.
Chart 1: social and economic characteristics of the population (data 2003)
DATA
Population
GDP per capita (USD)
Human development Index 4
Annual population growth rate (2003-2015)
Average life expectancy at birth
Adult literacy rate
Young literacy rate
Poverty (poverty line + 20%)
Population with access to sanitary services (2002)
Population with access to an improved water source (2002)
Rural population
Unemployment rate
(Source: data from UNDP, Human Development Report 2005.)

LEBANON
4.5 million
5.074
0.759
1%
72
86.5%
99%
30%
98%
100%
8%
32%

The driving sector of the local economy is the service sector (68% of GDP), in
particular banking, tourism and commerce. Agriculture and industry contribute to
create the internal domestic product respectively for 12% and 20%, while the informal
sector, concentrated in retail production and commerce, forms 30% of GDP and
employs 25% of the labour force. In fact, the Lebanese industrial structure is made up
of mainly enterprises with less than 5 employees (90%), most of whom are not
formally registered. The micro dimensions of the entrepreneurial activities, in Lebanon
as in general all over the world, involve big difficulties in gaining access into the
banking system, that seems to be specialized in macro financings. In fact, 1% of
borrowers seem to benefit from more than 50% of the total loans. Capital funding is
not the sole problem of Lebanese micro enterprises, which also suffer a low
competitiveness of the market, due to insufficient infrastructures, that make
transportation costs grow up, and due to production costs that are higher than those of
neighbouring countries –Syria, Turkey, Egypt– from whom Lebanon imports raw
materials.
In such a context, micro credit seems not only to have the chance of playing a
fundamental role in the informal sector, to which it is usually addressed in developing
countries, but also to become an alternative financing channel for micro and medium
enterprises, insufficiently assisted by the banking system and the Government5.
4

Human Development Index (HDI) is a composite index that measure the average achievements in a country in
three basic dimensions of human development: health, education and standard of living. For more information
about the composition and the calculation methodology of HDI, see UNDP, Human Development Report 2005,
p. 341.
5
The main initiative of the Government to support the small and medium enterprises consists of the creation of a
guarantee institution, called Kafalat. It covers 75% of loans disbursed by banks to enterprises that respect the
following conditions: (1) number of employees less than forty; (2) submission of a business plan or feasibility

467

Microfinance: Text and Cases – PART II

2. The micro credit sector in Lebanon
The micro credit industry in Lebanon, measured by the number of active clients, is
one of the smallest of the Arab world: in fact, its 13,500 clients represent only 2% of
the total market (see chart 2). Besides, its growth rate doesn’t seems to be so positive
as it registers a slow growth, involving mainly to the sole market leaders.
Chart 2: micro credit market shares in the Arab World

(Source: UNCDF, Microfinance in the Arab States, September 2004, p.30.)

Another extremely significant data is associated to the limited number of active
clients: the outreach of micro credit, i.e. its capability of reaching the most
disadvantaged and poor borrowers6. The indicator used to measure the depth of
outreach is given by the average loan divided by the GDP per capita. It estimates the
poverty level of the client: the lower the loan related to the average income per capita,
the poorer the borrower. As a consequence, the lower the indicator the deeper the
outreach of micro credit activity in the social and economic context. Lebanon is one of
the Arab countries with the highest indicator of outreach, coming only after Syria
and Jordan.
Thus, if the trend is focusing on a medium target, between micro and poor
entrepreneurs and those just below the “bankable” line, it is easy to comprehend and
justify the other characteristics of micro credit in Lebanon, that are:
-

dominance of male clients: women represent only 35% of the total clientele,
exactly the contrary of what generally is found in developing countries, the
Arab world included;
dominance of individual lending: the group lending methodology is not so
widespread, in fact less than 20% are group guarantee loans against more than
80% of bigger individual loans;
frequent use of collateral: individual loans are obligatory assisted by a coguarantor or sometimes, even if it is rare, by real assets like goods owned in the
house or in the enterprise;

study; (3) being part of specified sectors, i.e. industry, tourism, handicraft industry and high technology. Thus, it
is evident that the exclusion of some sectors and the obligation of managing so complex enterprises with a
business plan or a feasibility plan make micro and small business out of Kafalat guarantee, compromising their
entrance into the formal banking system once more.
6
As mentioned above, only a relatively modest percentage (18%) of the potential target is nowadays served by
the micro credit institutions in Lebanon.
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high concentration in urban areas: micro credit is carried out for more than
80% in the cities and suburbs, where micro entrepreneurial activities are
concentrated.

Other typical features of the Lebanese MFIs (Micro Finance Institutions) can be
added to those described above, i.e.:
- focus mainly on credit : credit is the sole financial instrument offered by local
MFIs, almost sonly to finance working capital and not consumptions7. In
Lebanon, as well as in all the Arab world, the sector suffers a lack of
diversification. The offer of saving, deposit and micro insurance is limited not
only by regulation, that doesn’t allow the MFIs to collect savings (this option is
reserved to banks) , but also by the prevalent mentality, that is consumption and
not capital accumulation oriented8;
- application of the international “best practises”: the recent development of
micro credit in the Arab countries, compared to other advanced developing
areas, makes the local institutions adopt advanced organisational models, that
try to equilibrate sustainability and outreach. In fact, the two market leaders, Al
Majmoua and AMEEN, have reached both operational and financial
sustainability, have gained repayment rates of 94-98% and an efficiency in
costs (measured by the number of clients per credit officer) that is the best after
Morocco;
- help by donors: the Lebanese micro credit sector receives an important support
by the international cooperation in particular by UNDP and USAID funds, by
the Spanish Government and, more recently, by the European Union, through
the creation of the EU-funded agency, the Economic and Social Fund for
development (ESFD).The approach adopted by the European Union is
particular, as it doesn’t give subsidized loans to reduce poverty and create
employment, but it wants to contribute to ameliorate the efficiency of the MFIs,
which often apply very high interest rates, over 40%, to cover their internal
inefficiency. Thus, the fund of about 1,2 million euros is given to those MFIs
which offer the lowest interest rate, after covering all operative and financial
costs.
3. Al Majmoua – Lebanese Association for Development
Al Majmoua was born in 1994 as a micro credit activity of a development program
launched by Save the Children and became an independent non-government
organisation four years later. Its mission is to lend micro credit to Lebanese
entrepreneurs who are excluded from the formal banking system. In other words, it
finances the working capital of micro and small businesses that are informally
organised and where the enterprise and the entrepreneur are one and the same.
7

Can consumption credit be considered a form of micro credit? The answer of the academic and operative world
is not univocal, as the Grameen definition of micro credit is a little amount of money given to start or develop a
micro entrepreneurial activity. Money must generate more money. However, a minority trend considers even
consumption credit a form of micro credit, because it is finalised to ameliorate the social and economic status of
borrowers, creating a necessary condition that gives them the chance of starting a micro business .
8
In 2003, even the ratio between the gross domestic saving and GDP was negative, equal to -9%.
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The organisation believes in the social value of its activity: offering to more
disadvantaged micro entrepreneurs the chance of accessing sustainable financial
services permit them to generate more profit and, as a consequence, to have more
resources to spend on their family (richer and a more diversified diet, better hygienicsanitary conditions, more comfortable housing).
At the beginning, from 1994 to 1999, Al Majmoua offered women only solidarity
group loans, in accordance with the parent-company direction. After having become
independent and passing through a minimum period of time necessary to re-organise,
the institution started changing its strategy from onwards and focused on individual
lending, mainly for male micro entrepreneurs. At the end of 2004, its credit portfolio
was made up of one quarter individual loans and three quarters group loans, a
proportion that tends to progressively decrease.
What can the reasons for this change be? It seems logical to affirm that it is a
natural development of the activity towards a larger target market. In fact, limiting the
clientele to women involves a series of implicit and explicit costs: higher
administrative costs of so many and little short time loans, difficulties in expanding
more in that small niche of the market, obligatory abandonment of the best female
clients, who have matured substantial financial needs over time, and the automatic
exclusion of the male clientele interested in becoming clients of the institution.
Group and individual lending methodologies follow different logics and
procedures.
Group guarantee loans require the creation of a group with minimum five people,
in accordance with the usual principle of self-selection, in order to reinforce the
solidarity guarantee mechanism. The micro entrepreneurs must be engaged in different
businesses and have started the activity for almost a year, even if the institution
flexibility permits that one enterprise of the group can eventually be a start-up.
Eligibility, disbursement and reimbursement procedures are quite similar to those of
other Arab micro credit institutions, in particular to the Jordanian Microfund for
Women, which shares with Al Majmoua the same birth within Save the Children.
After the creditworthiness evaluation, based not on the micro enterprise profit and
losses account and cash flow data, but on the good reputation and the capability of
each single member, the group elects a president with control functions, a treasury
whom the delicate cash management is given and a secretary who is in charge of
drawing up the minutes of meetings. Solidarity requires both extreme order and clarity.
Loan disbursement (the total amount has to be shared between the group members)
consists of issuing a cheque that is converted into cash by the treasury in one of the
partner banks. In the same way, periodic instalments are deposited into the bank
account of the institution. Even if Al Majmoua has drawn up agreements with all the
principal banks of the country, it prefers to collaborate with Audi bank, the sole
financial institution that operates on line and makes a real time instalment repayment
punctuality control possible. However, solidarity loans boast a very high repayment
rate, around 98%. In case of default of one member, the solidarity guarantee is
immediately applied and the group pays for her, even if the institution can decide not
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to penalize all the women, putting out of the group only the “guilty” one and writing
her outstanding loan on the balance sheet credit losses9.
On the contrary, no flexibility is used in defining the solidarity group loans
technical characteristics, that are the following:
-

loan period:
loan size:
instalments:
interest rate:
collateral:

4-8 months (first loan ≤ 6 months);
200-1300 USD ((first loan ≤ 300 USD);
monthly (no grace period);
2% monthly (about 25% annual);
solidarity guarantee.

At the end of 2004, group loan clients were almost all women: in fact, there were
only five or six groups made up of men who are instead concentrated in the request for
individual financings.
Individual loans are structured following the same logic of the traditional banking
technique. The eligibility process is articulated in two different steps: first, a financial
and economic analysis of the business and second, a careful examination of client
reputation of suppliers, buyers, neighbours and acquaintances.
The entrepreneur must have real or personal guarantees without which he can not
be eligible, exactly the same as it happens in the banking system. However, Al
Majmoua differs from a bank because it believes collateral is an element of a
secondary importance compared to the evaluation of the entrepreneur and his business.
Besides, the institution not only accepts not legal valid collateral, but also defines
its value differently in accordance with the credit history and the creditworthiness of
the client. The applied interest rate is nominally a bit higher than the market one (that
ranges from 15% to 18%), but in practice it is adjusted to the current market interest
rate, as we consider banks charge commission of 3-4% and often impose obligatory
insurance.
The technical elements of individual loans are defined as follows:
-

loan period:
loan size:
instalments:
interest rate:
collateral:

-

eligibility condition :

6-12 months;
500-5000 USD (first loan ≤ 300 USD);
monthly (no grace period);
1,65% monthly (about 20% annual);
real or personal,
loan ≤ 2000 USD:
real guarantee (i.e. television, refrigerator, table)
guarantee value = 2 × loan amount
first loan and loan › 2000 USD:
personal guarantee (co-signer with fixed salary);
one year running business .

9

Default is really felt like a social dishonour, not only because the woman proves not to be worthy of trust and
respect, but also because she obliges her colleagues, often friends or neighbours, to bear an additional cost that is
really significant in a fragile context like the one in which solidarity group women live.
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At the end of 2004, individual loans were given mainly to men working in the
commerce and services sector and present a high repayment rate, equal to the one of
group guarantee loans.
Both individual and group loans are offered by all the branches of the institution. In
effect, these represent the “heart” of the structure, where information is collected,
documents are compiled, analyses conducted and contracts written (see chart 3). All
the employees, even and especially those at the top level, have to know directly the
clients and their living and working environment, in order to plan and conduct the
management of the institution with the awareness of the clients’ needs and the daily
operative problems of the branches.
Chart 3: functioning map of Al Majmoua

(Source: www.almajmoua.com)

In each branch, every Monday, a credit commission, made up of two regional
supervisors and a credit officer, meet to examine applications and give an initial
evaluation of the client eligibility. The involved credit officer is not always the same
and there is no relation between the employee and the application under examination:
every ten cases, the credit officer is changed, applying strictly the universal principle
of “learning by doing”. All dossiers prepared by the commission are later submitted to
the Accounting staff, whose approval determines the loan disbursement and the
relative issue of the cheque. The time between the loan application and disbursement is
only one week, ten days at maximum.
The tendency of the institution to specialise in individual lending is confirmed by
the data of chart 4, that shows a progressive increase of the average loan size and, as a
consequence, a gradual abandonment of the poorer and female clientele. In fact, the
appreciable growth of the credit portfolio is due, in the first years of the activity, to the
conquest of the solidarity loan market leadership, whereas from 2001 onwards to the
expansion in the individual loan market. These movements are confirmed by numbers,
i.e. by the recent lower increase of the number of the total clients in comparison with
the credit portfolio growth and by the inversion of the trend in focusing female-male
clientele.
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The new positioning and the matured experience seem to benefit the institution
which, since 2003, has showed positive indicators of profitability and a full, operative
and financial sustainability, thanks also to several cuts in the operating expenses and
to a reduction of the credit risk. At the beginning, when the institution offered only
group loans, PAR › 30 (portfolio at risk, that measures the risk exposure due to loans
with overdue payments of more than 30 days) was at such a so low level as to be in
practice negligible, while it rose suddenly with the introduction of the individual loans.
However, the good portfolio management in a few years made it return to absolutely
ordinary levels.
Al Majmoua finances its micro credit activity almost exclusively with its capital
made up of inherited Save the Children funds, USAID contributions, donations of the
Spanish Government and retained earnings. The only debt source of funds consists of
the subsidised financing at 4%, given by the EU-funded Agency in 2003 and
guaranteed by a letter of credit of a local bank. Besides, the institution considers this
source to be too expensive and has no intention of renewing it.
Chart 4: Al Majmoua in numbers
INDICATORS

2004

2001

1998

OUTREACH

N° active clients
6.000
5.800
3.500
Credit portfolio (thousand USD)
5.150
3.020
840
Average loan size (USD)
855
523
244
8%
29%
47%
Loan ≤ 300 USD
Clients under the poverty line
10%
11%
18%
Female clients
45%
61%
100%
FINANCIAL PERFORMACES - SUSTAINABILITY
Total active (thousand USD)
6.930
5.710 3.440
Share capital (thousand USD)
6.360
5.220 3.410
ROA (Return on assets)
5.77% -1.33%
ROE (Return on equity)
6.08% -1.43%
Operative sustainability
121%
81%
71%
Financial sustainability
119%
80%
54%
OPERATIVE EFFICIENCY
Operative expenses/loan portfolio 27.60% 41.70% 53.40%
Cost per client (USD)
224
218
N° clients per credit officer
97
96
115
DELINQUENCY RISK
PAR (portfolio at risk) › 30 days
2.29%
4.94%
0.29%
Written off credits
1.81%
2.02%
0.30%
(Source: personal processing of data from Al Majmoua and www.mixmarket.org)

To conclude, which are the current problems and development plans for the
future?
Moving towards an upgraded market, Al Majmoua has entered in a more direct
competition with the second institution AMEEN, which snatched the leadership. In
this new and more competitive context, the main problem that hovers over the
institution is the very high abandonment rate of the clientele, equal to 28% in 2004.
The alleged but never really investigated reasons are various: no more credit need,
preference for the competitor, deterioration of the general economic conditions and the
presence of a huge number of immigrants who send money to their families, to the
detriment of their business development.
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To face this situation, between 2001 and 2004 Al Majmoua opened six new
branches to ensure herself a larger coverage of the territory. Then, starting from 2005
until the present, it has been trying to reduce interest rates and diversify the product
range, offering seasonal individual loans for tourism activities, micro insurances and
business training services. In this way it might gain a competitive advantage, being the
fist and sole micro credit institution in Lebanon selling financial products alternative to
credit and non financial services, that are essential to create a class of micro
entrepreneurs prepared to realize a more efficient, professional and stable management
of their business. This could also contribute to reach the social mission of the
institution: to transfer capital and knowledge to the micro and small enterprises as a
lasting instrument of development and social-economic redemption.
4. AMEEN – Access to Microfinance and Enhanced Niches
AMEEN10 started its activity in 1998 as a project funded in Lebanon by the
Cooperative Housing Foundation (CHF), an international organisation engaged in the
field of promoting human development and microfinance. AMEEN proposes a non
conventional micro credit model in the developing countries: in fact, it is not a real
micro credit institution, but a company offering financial services to banks which
lend credit of very small amount. Thus, AMEEN doesn’t side with the micro credit
institutions as an alternative of the traditional banking system, but is an important
partner of banks to operate in the semi-informal context.
Agreements between AMEEN and all the most important local banks provide a clear
separation of rules, even in a very strong collaborative and synergic view:
-

-

the bank puts its branch network at AMEEN’s disposal to facilitate contacts
with clients and manages all the technical aspects of the lending process, from
the contract underwriting, to the loan disbursement, to the instalment collection
and finally to the credit recovery;
AMEEN takes care of the client management, from the micro credit working
explanation, to the application filling, to the eligibility evaluation and finally to
the monitoring until the end of the contract.

Once a week two representatives of both the institutions meet to approve the loan
applications, whose iter is quite similar to that of retail banking (disbursement and
successive reimbursement consist in fact in banking operations). However AMEEN,
differently from a bank, sometimes and without notice, visits the enterprise and the
house of its client, just to verify the business and family health status and guarantee the
regular instalment repayment.
Respecting the distribution of tasks described above, AMEEN offers, as well as
client management, also financial services. These differ in accordance with the partner
bank agreement, but can be classified into two principal categories:
10

co-financing: AMEEN brings the liquidity for micro credit together with the
bank and is reimbursed by the periodic instalments, in proportion to the lent

See ASSRAWI F., Microfinance in Lebanon, September 2005, http://www.saa.unito.it/meda/cases.htm
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capital. This form of collaboration was the first experimented in 1998 with
Jamal Trust Bank, which bore 25% of the loans and their relative delinquency
risks. The lack of experience and the traditional banking system conviction
that a profitable lending activity to poor borrowers without guarantee was not
possible, made partner banks very cautious. However, positive outcomes and
very high repayment boosted confidence and opened the doors to such and so
interesting new business that, since June 2000, Jamal Trust Bank has
augmented its participation share to 50%;
guarantee: the bank is the sole financer, while AMEEN offers only the
collateral service in a predefined percentage of the disbursed loan. This is for
example the case of the 2001 agreement with Credit Libanais and the 2004
with Libanese Canadian Bank which both receive only 10% of the total loan
AMEEN guarantee. Thus, AMEEN’s involvement in the micro lending
activity is in effect radically reduced, making the most of its adherence and
knowledge of the new social context.

AMEEN, as a partner of the banking system in this phase of downgrading,
addresses itself to the micro and small entrepreneurs with difficult access to credit,
giving them only individual loans. In order to apply for the loan, it is indispensable to
be a Lebanese citizen or to have permanent residence in Lebanon, to own a business or
to have been an employee for more than one year and to find a co-guarantor.
Thus, the target market is partly coincident with the Al Majmoua one in the
individual lending sector. Chart 5, that compares the two competitors, shows AMEEN
and Al Majmoua offer loans with almost the same characteristics, but AMEEN, even
charging a considerably higher interest rate, has an activity volume five times bigger
and a number of clients that is more than the total clientele, group and individual, of Al
Majmoua.
A structure with bigger dimensions and especially the precious bank partner
collaboration (fifty branches in all the territory) are the strengths of AMEEN. In fact,
thanks to that, AMEEN has became the market leader and is still nowadays expanding,
without handling the price lever.
Chart 5: individual loans of AMEEN and Al Majmoua (2004)
CHARACTERISTIC / DATA
Credit portfolio volume (thousands USD)
N° active clients
Percentage of male clients
Loan period
Loan size
Instalment
Interest rate
Collateral
Repayment rate

AMEEN
6.700
7.886
79%
4-18 months
300-5.000 USD
monthly
22-28%
1 co-signer
100%

AL MAJMOUA
1.290
90%
6-12 months
500-5.000 USD
monthly
20%
1 co-signer o real guarantee
89%

The success of the institution leads to the question whether AMEEN is proposing
a sustainable and replicable model.
While it has to be said that the institution has reached the full operational and
financial sustainability, it is wondered how log this profitable partnership with the
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banking system can last. In time banks could, in fact, get the necessary experience,
professionalism and closeness to the target clientele to be able to do without
AMEEN’s intermediation and services. Nevertheless, this hypothesis is only suitable
when the bank considers micro credit as a prior objective of its strategic plans. This
objective is moreover not reachable in a short time, because it means changing the
current image of the bank as a bank for the rich into a bank that supports the poor,
adapting traditional mentality and internal procedures to the language and needs of
micro and small entrepreneurs. This process requires huge investments in human
capital and time. More realistically, in presence of banks wishing only to diversify
their business without distorting them, AMEEN model works perfectly: the bank earns
profits from an activity that it could never manage alone and AMEEN takes advantage
of the bank infrastructure to reach a larger number of clients and economies of scale.
This model is, in effect, interesting and easy to replicate in those contexts where
traditional banks intend to approach the micro finance world, without becoming micro
credit institutions. In fact, in industrialised countries, the banking system have often
adopted forms of cooperation similar to that of AMEEN, in order to expand it business
into more weaker sectors of the population which would be impenetrable directly by
the traditional financial intermediaries.
5. Final considerations
As emerges from the previous pages, the micro credit market in Lebanon presents
two dominant characteristics, one positive and one negative.
Its main weakness is the very high concentration that means low competitiveness
and, in general, operative inefficiency and lack of incentive to innovation. The
entrance of new players is made difficult not only by the market conditions, but also
by the government’s indifference in supporting micro credit development.
On the contrary, the winning AMEEN model is the main strength of the sector. In
fact, if the road to outreach expansion seems to be excessively impassable, the banking
sector involvement in the financing of micro and small traditionally excluded
enterprises could become an excellent instrument of economic and social development
of the country, given the very high number of micro entrepreneurial activities and the
significant role of the informal sector.
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History and legal status
ATIL Micro Crédit is a not for profit NGO, recognised by the Ministry of Economy
and Finance the 15th of January 2001, has been created as a spin off from the NGO
Asociación Tetuani de Iniciativas Sociolaborales (ATIL) with the support from the
project “Programme of formation and technical and financial support for the creation
of micro and small in the area of Tétouan” (2247/APS/MAR) run by the Italian NGO
Associazione per la Partecipazione allo Sviluppo (APS) and co financed by the Italian
Ministry of Foreign Affairs and the Agence pour la Promotion et le Développment
Economique et Social des Préfectures du Nord du Royaume (APDN). ATIL Micro
Crédit has started its operation in May 2001. ATIL Micro Crédit is pursing a strategy
to differentiate its image from the “mother” NGO ATIL as shown by the recent step of
creating a new logo.
NGOs in Morocco are regulated with the “Dahir” of 15 November 1958 integrated by
the “Dahir” of 10 April 1973. In addition as Microcredit Association ATIL Micro
Crédit is also regulated by the “Dahir” of 1 April 1999 which structure the microcredit
sector establishing the duty to communicate the characteristics of loans (transparency),
interest rate ceiling, the constitution of a Federation of Microcredit Association, and
tax exception in the first years of activity.
Governance Structure
The “owner” of ATIL Micro Crédit consists of the members of the board. At the
moment the members are nine. Most of them have experience in the banking sector or
have worked as administrative director and legal expert.
Usually the boards meetings are kept once a month. With the ending of the project
with APS the board has increased substantially its participation in the definition of
strategic objectives also thank to specific training and involvement with microcredit
international conferences and workshops. The relation between the board and the
manager are getting more structured in relation to monitoring of targets but there are
spaces of increasing quality of report formats.
Mission and objectives
The mission of ATIL Micro Crédit, as stated in the ATIL Micro Crédit Strategic Plan
is to promote a model of fair local economic development in the Prefecture of Tétouan
strengthening the micro and small enterprises and the creation of feasible economic
activities for discriminated persons through microcredit services and integrated
support (formation, technical assistance and commercialization).
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The fundamental objective of ATIL Micro Crédit is to promote the microfinance
sector in Morocco as a mean to support in a lasting access to the populations
discriminated by the classic financial system as a tool to fight poverty.
Other specific objectives of ATIL Micro Crédit are:
• To increase professionalism looking for self-sufficiency through the utilisation
of customised credit methodologies, the establishment of deontological rules
and the capacity of training of qualified staff in the field of microfinance;
• To integrate the women with attitudes and know-how in economic life and
promote their full empowerment in the local development;
• To guarantee the follow-up, assistance and support to the beneficiaries;
• To involve multiples partnerships with the local development actors.
Staffing
The staff of is actually composed by 1 general manager, 1 accountant, 1 administrative
manager, 1 secretary and 5 credit officers. With the prospects of expansion of the
network of branches from the actual 3 to 5 in the next years seems important to create
a credit department.
Same functions as legal services and informatics have been outsourced with specific
contracts due to the small dimension this ONG. Same occasional consultancies offered
generally free of charge by international donors (USAID, Planet Finance, Price
Waterhouse etc.) have offered analysis and also recommendations and suggestions of
operational changes.
Remuneration in the case of credit officer is connected to productivity and quality of
portfolio. The general manager has a higher remuneration but is not connected to
targets established by the board. Other incentive consists of a policy of sponsor total or
partial cost of training.
The annual turn-over is about 11% which seems sustainable. The working
environment is considered pleasant with a high flow of information among the staff in
a cooperative attitude, probably due to the role of the head office as main credit
branch.
Head Office and Branches
ATIL Micro Crédit has the Head office in Tétouan and 2 branches in Martil and Oued
Laou. The head office is strongly involved in the credit activities. The following table
shows as 75% of active clients and 80% of outstanding credit portfolio has been
generated by the activity of the head office and ATIL Micro Crédit is planning to
move the more specific head office functions in another place transforming the actual
head office in a branch.
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Portfolio ATIL Micro Crédit - April 2005
Number Active Credits
Outstanding portfolio (in dirham)
Tétouan
1296 75,3%
4.260.000 80,7%
Martil
280 16,3%
735.000 13,9%
Oued
Laou
145
8,4%
286.000
5,4%
1721 100,0%
5.281.000 100,0%
Total

The low productivity of branches is due to the recent creation (Martil and Oued Laou),
the lower presence of creditworthy microenterprise, and the lower experience of new
credit officers. The activation of credit line for rural women, ecotourism activities, and
artisanal fishery should indicate in the near future a growing role of branches. Other
planned branch openings are in M’diq and Chefchauen.
Other services
ATIL offer compulsory training tied to microcredit services consisting of accounting
and marketing modules (1 hour each) alongside informative communications on the
functioning and obligations of the credit contract. The marketing module derive from a
program of ATIL the NGO that participate in the creation of ATIL Microcredit and
results appropriate for only a portion of ATIL Micro Crédit clients (mainly craftsmen).
The overall approach to microcredit could be considered minimalist.
ATIL has also offered same business development services (access to alternative
markets for craftsmen through the organization of crafts fair in Martil) thanks to the
financial support of the APS project but there is not intention in the near future to
replicate the initiative.
Credit services
Characteristics
ATIL Micro Credit offer group credit and individual credit. Group credit consists of
credit ranging from 1.000 to 10.000 dirham (from about 90 to 900 euro) for each of the
4 component of the group. Repayment is every two weeks. Group credit length ranges
from 6 to 12 months.
Individual credit range from 10.000 to 20.000 dirham (from about 900 to 1.800 euro)
repayment is every month. Credit length ranges from 6 to 18 months. Individual credit
is directed mainly to the clients of the credit group that have shown good track records
with the institution.
Both credit types have a grace period of 25 days.
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Guarantee forms
The forms of guarantees required are solidarity in the case of group credit while in the
case of individual credit a portion of the guarantee is made by machinery, input and
raw material that are bought directly by ATIL Micro Crédit.
Incentives
A form of incentive for repayment is the automatic renewal of the credit (usually of a
superior amount) in the case of regular payment of the instalments.
Fee and commissions
There are fees of 20 dirham (around 2 euro) for group credit and 50 dirham (around 5
euro) for individual credits. The clients are also obliged to pay an insurance of the
same amount to cover the credit risk connected to extreme causalities.
Outreach
Poverty
In April 2005 the average active credit is 3.068 dirham (about 270 euro). 4 clients
applying for a new credit interviewed during the mission (6-11 May 2005) confirm an
average loan of 2.525 dirham (230 euro).
The average credit amount signals the poverty level of the clients, even if for the case
of higher individual loans it is possible to find same relatively wealthy owner of a
small enterprise mainly in the case of individual credit.
The following table shows the stratification for income level of the clients of ATIL
Micro Crédit at end of March 2005. It can be easily note that 70,3% of group credit
clients and 41,3% of individual credit clients have a monthly familiar income of less
than 2.500 dirham (equivalent to about 220 euro). It is important to consider that the
average size of the families of ATIL Micro Crédit clients is 5-6 persons, giving a
dramatic picture of economic deprivation of the target population.
Income Levels of clients-March 2005
Group credit
Individual credit
<1500 dirham
35,0%
24,5%
1.500-2.500 dirham
35,3%
16,8%
2.500-3.500 dirham
24,3%
27,7%
>4000 dirham
5,4%
31,0%

The impact evaluation run in 2004 with on a sample of around 200 clients confirms the
profile of the low income clientele that access ATIL Micro Crédit services1.
1

Luciano Bonomo, Projet de un Système d’Evaluation d’Impact : Un vérification empirique pour ATIL Micro
Crédit. Maroc, août 2004, mimeo.
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Education
In relation to alphabetisation of the clients, the following table shows that at the end of
March 2005 64% of group credit clients and 95% of individual credit clients were
literate. The high level of alphabetisation is due to the actual concentration of ATIL
Micro Crédit activities in urban and semi-urban areas and should not be intended as a
proxy of wealth. Women have a substantial lower level of alphabetization in the case
of group credits clients (23 points of differential).

Literate
Illiterate

Alphabetization - March 2005
Group credit
Individual credit
men
women
total men
women
total
87%
64% 73% 96%
92% 95%
13%
36% 27%
4%
8%
5%

It should be noted that the forecasted expansion in the rural areas will probably reduce
the alphabetization of ATIL Micro Crédit clients.
Gender
In April 2005 women clients represent 60% of group credit portfolio and 25% of
individual credit portfolio. The low percentage of women in the individual credit show
the women clients are more concentrated in more informal and survival form of selfemployment but credit characteristics are gender oriented, since the individual credit
do not require collateral, an usual obstacle for women to access credit. The President
anyway has stated that the institution has given priority to finance more structured
micro enterprises owned by women especially start-up, within the objective of
financial sustainability due to high risk of seed capital.
At aggregate level women clients represents around 56% of the total portfolio as
number of active credits. With a widespread gender credit rationing in Morocco ATIL
Micro Crédit show an important indicator of depth of outreach of women clients.
Rural
Rural credits represent a small portion of the portfolio in line with the majority of
micro credit institutions in Morocco. In April 2005 rural credits represent 8,4% of
number active credits and 5,4% of amount of active credits. By the way the recent
activation of an eco-tourist credit line and of program direct to small fishermen
suggests the possibility of a rapid increase of rural orientation of ATIL Micro Crédit.
Main founding sources
Main founding sources are represented by APS that financed with donation the first 3
years of the operative costs and a credit fund and the Agence pour la Promotion et le
Développment Economique et Social des Préfectures du Nord du Royaume that has
given a credit fund with soft terms (zero interest rate) and has financed same start-up
costs.
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Other important sources of funding are:
• USAID with a donation of about 30.000 euro to promote entrepreneurship
among rural women in the region of Martil and Oued Lau
• MOVIMONDO (Italian NGO) with a donation of a credit fund of about 80.000
euro directed to micro enterprises involved in eco tourist activities in the North
of Morocco (project “Valorisation of eco-tourist potentials for the social and
economic development in the Provinces of Tétouan and Chefchaouen”)2.
• Agence du Développement Social (ADS) with a donation of 12.000 euro for
start-up costs and a credit fund at concessional terms (zero interest rate) of
120.000 euro, directed to promote artisanal fishery in the North of Morocco
The president of ATIL Micro Crédit has signaled the Hassan II Fund as possible future
source of funding.
Management information system
Hardware and software
ATIL has a good availability of computer (in Windows system) with 1 computer for
each employee. The more used soft-wares are the Office ones, in particular to manage
the information system until now has been used Excel to monitor the portfolio and
CIEL Compta for accountancy system.
The effort to create a MIS to track portfolio and monitor impact in Access, to be used
in parallel with the accountancy software CIEL Compta, has been abandoned for
stability problems. At the moment ATIL Micro Credit together with other 4 small and
medium microcredit associations in Morocco is going to receive a specific support
from ASMA, a USAID founded program. ATIL Micro Crédit will contribute with its
own funds for each licence and will also pay full cost for the technical assistance and
training. The donation with this MIS support is equivalent to a donation of about
50.000 euro. It will be probably installed in the second half of 2005 and will function
in parallel with the old MIS.
Reports
Reports are produced on a monthly base at aggregate level on active and accumulated
credits portfolio (stratified for typology, gender, sector, age, income, formalization
level of the microenterprise). Other reports to donors on credits disbursed for each
project are produced on occasional base (generally every 3-6 months). Each year
(usually march) financial statements are audited and integrating the statements with
additional information same basic ratio on operational and administrative efficiency,
productivity, financial margins and quality of portfolio are built.
There is a limited capacity to analysis these ratios critically for operative and strategic
decisions and actions form the board members

2

The localities of the eco-tourism Project are: TALAMBOTE, OULAD ALI MANSOUR, BNI SAID, BNI
DARKOUL, STIHAT, TIZGAN, TASSIFT, BAB TAZA, ZAOUIAT SIDI KACEM, OUED LAOU
(Municipality), EL OUED, ZAITOUN et AZLA.
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MIS staff
ATIL Micro Crédit does not have specific staff for MIS, due to its limited size and
resources (informatics assistance has been outsourced). The manager and the staff
have received specific training on MIS for Microfinance Institutions with a specific
emphasis in the introduction of a new MIS. The existing MIS does not have basic
security characteristics and everybody can access the MIS and modify data but the
controls are efficient even if informal. The MIS that will be installed with ASMA
support has relevant security features.
Procedures and complementary information
ATIL Micro Crédit disposes of the following documents: Credit Rule, Procedures
Handbook and Functions Handbook.
Sustainability and efficiency
The trends analysis has been run on audited financial statement of the years 2002,
2003 and 2004. Financial statements have been adjusted following CGAP standards in
relation to subsidy and inflation.
Sustainability
ATIL Microcredit shows a positive trend in the operational sustainability passing from
28,4% in 2002 to 91,4% in 2004. It should be noted that the ratio of financial
sustainability in 2004 refers to the all year but it seems reasonable to impute a full
operational sustainability at the end of 2004.
Operational sustainability
2002
Operational costs (including subsidy in
nature) in dirham
Financial revenues (interest rate and fees) in
dirham
Operational sustainability

1.055.469
299.786
28,4%

2003

2004

929.926

869.112

524.196
56,4%

794.018
91,4%

The high operational cost in 2002 is due to the cost of training and to high subventions
in nature connected to the project of APS (mainly technical assistance of international
experts).
Best Microcredit institutions reach full operational sustainability in 3-5 years and
ATIL Micro Credit is able to respect the article 6 of the “Dahir” of 1 April 1999 that
oblige Microcredit Associations to reach sustainability in a maximum period of 5 years
from the authorisation from the Ministry of Finance.
Financial sustainability depends crucially on the imputation of the opportunity cost of
capital. Considering the programmed inflation as the minimum opportunity cost of

484

CASE 17

Atil Micro Credit

capital it is possible to reach a full financial sustainability at a level of around 105% of
operational sustainability, that ATIL Micro Credit will probably reach during the 2005
Productivity and efficiency
The evolution of productivity ratios shows in the last three years has been particularly
good. Number of credit per credit officer has passed from 222 in 2002 to 400 in 2004
while Portfolio per credit officer has passed from 590.402 dirham (around 53.000
euro) in 2002 to 653.598 dirham in 2004 (around 60.000 euro).
Productivity
Number of credit officers
Number of active credit
Outstanding portfolio (in dirham)
Number of credit per credit officer
Portfolio per credit officer (in dirham)

2002

2003

2004

3
665
1.771.205
222
590.402

4
1230
3.062.174
308
765.544

5
2000
3.267.988
400
653.598

The evolution of Number of credit per credit officer has been better compared to
Portfolio per credit officer since ATIL Micro Credit has concentrated its activities
more on group credit than individual credit and has also reduced the maximum amount
for individual credit.
Compared to benchmarking of microcredit institution in Morocco it should be noted
that the Number of credit per credit officer reached in 2004 represents a limit,
increasing this productivity ratio tends to decrease probably the portfolio quality.
Portfolio quality and prudential policy
Delinquency and loan loss provision
The portfolio of ATIL Micro Crédit has shown in the three years considered a rapid
growth with a relative slow down in 2004. The quality of portfolio has declined during
these years. A declining quality of portfolio could be considered structural in the case
of a rapid growth of the outreach of a microcredit institution but it is the data relative
to 2004 that should focus attention.
Data on delinquency and on portfolio at risk are not available for 2004. By the way
loan loss provision for 2004 shows a rapid increase that it reasonable to connect to a
parallel evolution of the portfolio quality.
Portfolio quality and loan loss provision
2002
2003
2004
Active portfolio (in dirham)
1.738.623 3.062.174 3.267.988
Delinquency
1,35%
2,06%
n.a.
Portfolio at risk
3,21%
4,96%
n.a.
Loan loss provision
1,87%
3,28%
6,23%
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Manager and staff have partially tackled the problem of the quality of portfolio
reinforcing the training of the new staff and reforming the characteristics of the
individual credit that have resulted as the more risky (reducing the maximum amount
and concentrate the target clients among tested group credit clients).
The existence of substantial liquidity surplus, relative to the size of the institution,
indicates the conservative approach to the expansion of the portfolio.
In relation to the prudential policy it should be noted that there is not a clear procedure
for write-off of overdue loans and for rescheduled loans.
Liquidity management
In relation to liquidity management ATIL Micro Crédit has shown same liquidity
shortage in the past, intended as the capacity to finance credit worthy applications and
repeated loans. These liquidity shortages have been caused mainly by the uncertainty
in the disbursements from international donors.
At the moment ATIL Micro Crédit show a substantial surplus due to the activations of
new projects. In the medium-long run ATIL Micro Crédit should develop or activate a
model to better plan and manage its liquidity.
Concluding Remarks
ATIL Micro Crédit is a small microcredit institution with around 2000 active clients
and a full operational sustainability and possibly a full financial sustainability during
2005. It is extending the outreach, concentrating credit services on the lower segment
of poor people and giving more importance to rural areas, where around 60% of the
population is living under the poverty line.
At the moment it is at a crucial point of transformation from a small microcredit
institution to a medium size one. The rapid growth of the portfolio, the activation of
new projects (which in same case has also implied new microcredit services) and the
opening of new branches, given the actual limited size of the institution, could strain
the capacity of the management information system and the quality of portfolio.
Adjusting the MIS, in a gradual way and in parallel to the old one, and keeping under
control the quality of portfolio (recruiting new credit officers, increasing on the job
training and reinforcing of internal controls) even if this imply a slower growth of
portfolio compared to the operative planning 2004-2008 could put the base of a more
stable development of ATIL Micro Credit, as a local micro credit institution with deep
roots in the North of Morocco.

486

CASE 18: LEBANON
An Experience of Microcredit in South Lebanon:
Association DÁide au Développement Rural (ADR)
LOURDES SUSAETA and ANGELA GALLIFA

This case has been written by Lourdes Susaeta and Angela Gallifa. A great deal of the
information contained in it comes from the book “El Microcrédito en el Norte de Africa y
Oriente Medio” edited by the FPSC in 2002 and from the webpage of ADR http://
www.adr.org.lb. The case has been produced thanks to the collaboration of the Fundación de
la Promoción Social de la Cultura and of ADR.
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With Maysa, a credit official of ADR, we visited the market of Tyre. Her popularity
was impressive – everyone knew her and greeted her with affection. Fruit, vegetables
and fish were abundant, and at one small establishment the owners offered us kebabs.
The closeness Maysa had with everyone was evident, and on seeing her pass by some
took the opportunity to tell her that they were going to need another credit. This made
clear to us the popularity of ADR, the non-governmental organization (NGO) where
Maysa works, and this was the reason that lead us to want to analyze in depth the
reality of microcredit in this region of South Lebanon.
1. Lebanon
Lebanon has a population of approximately 3.8 million people who inhabit a land area
of 10.542 Km2. The country suffered through a civil war from 1975 to 1989 that
destroyed its infrastructure and plunged it into a deep economic crisis. At the end of
the conflict, a reconstructive phase began, to rebuild the basic infrastructure and
restore public services.
Lebanon is a republic, with a democratic system of government based on a unicameral
parliament. The government seeks to maintain stability and has as its primary
objective the securing of peace, both at an international and regional level. Lebanon
has a position of openness and friendship with all countries of the world, a sign of its
total respect for the Charter of the United Nations and the Pact of the League of Arab
States.
At the internal level, all citizens enjoy an absolute equality before the law, with the
same rights and obligations and without any discrimination or restriction whatsoever.
It should be emphasized that the woman enjoys the same rights as the man at all levels.
The Lebanese economy is divided into three major sectors, with the service sector the
most important at 60% of GDP, within which trade and commerce hold the most
important place. The industrial sector carries less weight in the economy and
contributes only 26% to the PIB from 23,000 factories and workshops. Of these, 87%
have less than 10 employees, a fact which shows clearly the small size of these
enterprises. The agricultural sector is the smallest, representing 13% of the PIB. The
rate of unemployment overall is estimated to be larger than 15%, and one quarter of
the population is living below the poverty line.
In the 1990s, both the government and the private sector committed their efforts to the
reconstruction of the country, which had been ravaged by the civil war. This
converted the Lebanese territory into an enormous reconstruction project in which
foreign companies also participated.
The geographic position of Lebanon turned it into an ideal entry point to embrace a
large market that includes both the main Arab countries and reaches to Iran, Eastern
Europe, parts of North Africa and the Republics in the southeast of the former Soviet
Union.
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Lebanon offeres a great variety of investment opportunities, above all in tourism,
agriculture, industry, energy, the environment and transportation. The Lebanese
Authority for the Development of Investment (IDAL) is equipped to guide, advise and
inform those interested (consult: www.idal.com.lb). This organization is a “OneStop-Shop” for any advice needed on all matters relating to investment and for
facilitating the obtaining of permits and licenses from the public administration.
The government continues in its efforts of privatization to both activate the economy
and to motivate the private sector and investors to improve it, with the goals of
improving the quality of the offered services and reducing the public debt. The
government is also committed to maintaining monetary and financial stability, which
has been demonstrated to be a fundamental factor in the confidence of investors during
the last eight years. All of these factors mean that Lebanon has a high level of
economic adaptability in the face of the changes and challenges of globalization. The
country’s main source of wealth continues to be in its human capital, which is
qualified and highly educated.
Another characteristic feature of Lebanon is its high number of registered Palestinian
refugees (some estimates suggest that there are some 350,000) of whom more than half
live in camps which exist in the country. The United Nations Relief and Works
Agency (UNRWA) is charged with supplying aid in the areas of education, health and
social services. Lastly, it should be noted that inflation is situated at around 4%. The
principal economic indicators for Lebanon appear in Table 1.
Table 1: Principal Indicators

Population (millions)
PIB per capita (PPA in dollars 2000)
Human development index
Life Expectancy
Literacy rate of adults (% of those 15 years and older)
Rate of secondary and tertiary education matriculation combined (%)
Urban Population (% of total)
Importation of goods and services (% of PIB)
Exportation of goods and services (% del PIB)
Official development assistance received (net payment) in % of PIB
Debt service (% of PIB)

3,5
4.308
0,755
73,1
86
78
89,7
38
13
1,2
11

Source: Report of Human Development, 2002

2. Socioeconomic characteristics of South Lebanon
2.1. The population
According to the survey conducted in 1996 by the Ministry of Social Affairs, the five
cazas of Tyre, Marjeyoun, Jezzine, Hasbaya, and Bint-jbeil counted 261,000
inhabitants (permanent residents) in 1996, constituting 8.4% of the total Lebanese
population (estimated at 3.1 million inhabitants in 1996), or 60% of the population of
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the two mohafazats of the South and Nabatiyeh put together (about 433,000
inhabitants). The Population Data appears in Table 2.
Table 2. Inhabitants of the cazas of South Lebanon
Number of
% less then
permanent residents 20 years old

Caza

% more then
49 years old

Tyr

132,111

46%

13%

Jezzine

14,656

28 %

32 %

Bent-Jbeil

53,400

45 %

17%

Marjayoun

41,298

39 %

21%

Hasbaya

19,587

35 %

22%

Total 5 cazas

261,000

43 %

17%

Some indicators allow an estimation of the demographic weight of the Occupied Zone
within the five cazas. First, one quarter of the localities in the five cazas, including the
cities of Marjeyoun, Jezzine, Bint-jbeil, and Hasbaya, are located in the occupied zone.
Second, children of school age represent 29.5% of the total population, assuming that
class size and rate of school enrolment are comparable within and outside the occupied
zone (except for Jezzine, where classes are smaller). By cross-checking these two
pieces of data, we can estimate that the population Of the Occupied Zone represents
between 26%and 29% of the total population of the five cazas.
This approach allows us to estimate the resident population of the Occupied Zone at
68,000-75,000 inhabitants. It also allows us estimate the population in the UNIFIL
area of deployment and the Tyre pocket at about 186,000-193,000 in 1996 (of which
more than 30,000 reside in the city of Tyre).
Based on national projections, and taking into account the particular situation of the
south, an analysis permits us to update these figures and estimate the population of the
five cazas today (beginning of 1999) at 270,000 inhabitants, of which 70,000 are in the
occupied zone(with the exclusion of the military forces and the increased population
during the summer period).
2.2. Principal demographic and social characteristics
The 1996 survey of the Ministry of Social Affairs allows us to identify the principal
demographic characteristics of the resident population in the region.
The five cazas of the region (Tyre, Jezzine, Bint-jbeil, Marjeyoun, and Hasbaya)
counted a total of about 56,000 households (1996), with an average household size of
4.8 persons. The smallest size of households is found in Jezzine, with 3.5 persons per
household, whereas the largest size is found in Tyre (5.1 persons per household). The
number of households in the occupied zone is estimated at about 15,000.
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A characteristic phenomenon in the cazas of Jezzine, Marjeyoun, and Bint-jbeil is an
over-representation of female heads of households. These three cazas have a
proportion of 21%, 19.5%, and 18.5%, respectively, compared to a national average of
14%. Also, compared to national ratios, the region is characterized by a young
population, high illiteracy, a higher unemployment rate than the national average, and
gender inequality in illiteracy rates (Table 3).
Table 3. Sociodemographic data for the cazas of South Lebanon

Some demographic and
social indicators
Age
groups

<19
20 to 49

>50
Enrolment rate
Total illiteracy
Male illiteracy
Female illiteracy
Unemployment rate

Tyre

Jezzine

BentJbeil

46%

28%

45%

39%

35%

43%

39%

41%

41%

38%

40%

43%

40%

43%

13%

32%

17%

21%

22%

17%

18%

32%

21%

24%

20%

23%

27%

26%

19%

15%

23%

27%

18%

21%

15%

13%

9%

14%

16%

11%

13%

10%

25%

21%

32%

36%

25%

28%

20%

7,42%

9,02%

8,99%

7,60%

Marjayoun Hasbaya

8,55% 11,22% 10,68%

Total 5
National
cazas

Source : Enquête 1996 Ministère des Affaires Sociales

The Youth segment of the population is particularly notable in the south-western part
of the region, where the proportion of youth below 19 years reaches as high as 45% in
the cazas of Tyre and Bint-jbeil, compared to a national average of 39%. In contrast,
the proportion of youth in Marjeyoun is almost equal to the national level and is
smaller than the national average in the cazas of Hasbaya (35%) and Jezzine (28%),
and Jezzine has a higher than average proportion of inhabitants over 50 years of age
(32% compared to 18% nationally).
This difference between the cazas on the western and eastern sides is partially
explained by the exodus of the young from the occupied zone to avoid "obligatory
military service" in the South Lebanon Army militia.
Illiteracy is higher in this region than in the rest of Lebanon, and the rate is generally
double for women. It is also especially high among older age-groups, and for schoolage groups.
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2.3. The displaced.
South Lebanon has experienced numerous massive waves of displacement of its
population in direct relation to the civil war and the continuing conflict.
The exoduses started in 1970 in the Arkoub area (western side of Hermon), where
thousands of inhabitants (30,000 - 50,000 according to news reports of that period)
escaped shelling by heading towards Tyre, Nabatiyeh, Marjeyoun, and Saida. Another
displacement movement took place in 1972-1973 starting from the region of Odeysse Taibe-Aita-ech-Chaab.In 1975-1976, the exodus increased in the areas of Arkoub,
Khiam - Marjeyoun in the east, and Hanine - Yarine in the south.
The most important movements were those related to the military invasions in 1978
and 1982. The displacement wave of March 1978 concerned the zone located in the
southern and eastern areas of the Litani River. The invasion gave way, a short time
later, to the creation of the occupied border zone and to the deployment of the UNIFII
forces within the framework of resolution 425 of the United Nations Security Council.
The military operations had, by this time, displaced thousands of families (30,000
families, of more than 120,000 persons, according to news reports at the period), who
moved to Beirut and its suburbs.
First housed in emergency shelters (schools, tents, etc.), a number of these families
went back to South Lebanon in autumn 1978. However, the majority of the families
originating from the border zone remained in their place of exodus. The Beirut
Southern Suburbs witnessed a surge in population that created the first of the illegally
inhabited areas: Ramel-el-Ali, Jnah, Hay-es-Sellom, and Ouzai. In Beirut itself,
families found shelter in incomplete building, hotels, or vacant houses, and became
squatters in these properties.
The second-largest wave of displacement occurred at the beginning of the second
Israeli invasion in 1982.The whole region of South Lebanon remained occupied for
three consecutive years, until Israel withdrew its troops behind the actual demarcation
line. Few families returned during that period, but at the end of 1985 a significant
return movement began. Yet despite this surge in returns, the refugee population from
South Lebanon remained large in the Beirut Southern Suburbs, as demonstrated by the
enormous population growth in the area from 150,000 in 1975 to 350,000 in 1985
(survey conducted for the management scheme of the metropolitan region of Beirut).
This population growth was due both to the displacement from the Eastern and the
Southern Suburbs (population originating from Nabaa, the Karantina, and from TellZaatar) during the Lebanese civil war, and the displacement of population from South
Lebanon. Of course, these population shifts do not include those who went to other
Lebanese regions or abroad.
Based on realistic estimates (M. Jaber and CRI, 1998), the number of people
originating from South Lebanon and living in other regions or abroad currently
number as many as 360,000 persons (200,000 in other Lebanese regions and 160,000
abroad), compared to a total resident population of 433,000 in the two mohafazats of
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South Lebanon. These same sources estimate the number of persons originating from
the occupied zone at 272,000 (150,000 in the other Lebanese regions and 122,000
abroad), constituting around 75% of the total. A large part of this migration, probably
more than the half, can be explained by an exodus or voluntary change of place of
residence.
Moreover, based on the survey realized in 1998 (M. Jaber), only 18% of the persons
originating from South Lebanon and living in other Lebanese regions wish to return to
the South after the end of conflict. This proportion falls to 16% for those people who
have immigrated outside the country. Those who do wish to return, representing some
48,000 persons, are not without problems. In fact, it is probable that they have had
much difficulty in adapting economically and socially to the places to which they have
migrated.
2.4. The active population
The five cazas comprise 70,500 active persons (27% of the total population with a
ratio of 1.27 active persons per household), of whom about 18,000 are in the occupied
zone. The activity rate (27%) is lower than the national activity rate (31%), due to the
presence of a more youthful population as well as a rate of female economic activity
that is lower than the national average.
The share of women in the active population is very small in the cazas of Hasbaya
(12.9%), Tyre (13.1%), and Bint-jbeil (16.9%). However, it is higher than the national
average (20.7% in 1996) in the cazas of Marjeyoun (24.2%) and Jezzine (22%).
The highest unemployment rates when compared with national unemployment rates
(7.6% in 1996) were observed in the cazas of Jezzine (11.2%) and Bint-jbeil (10.7%).
Unemployment is especially high for women and for youth between the ages of 20 and
24 years (47.1% in the caza of Jezzine, 29.5% in the caza of Bint-jbeil, 18.5% in the
caza of Hasbaya)
3. Microfinance in Lebanon
In a country, microfinancial activity, with its intrinsic characteristics, can be measured
by the volume of economic activity represented by the informal sector of that
country’s economy. In Lebanon, according the opinion of some experts, the informal
sector represents 30% of the PIB and 25% of the employment. On the other hand,
according to a study done by the International Finance Corporation of the World
Band Group, approximately 90% of Lebanese businesses have fewer than 5
employees.
It is worthwhile to differentiate between activities which require a source of income
and which are carried out by the poorest sectors of the population and the more strictly
defined microbusinesses which have fixed assets and a certain volume of activity. In
the first group we would be streaking of activities which are carried out within the
home, normally by women, and which seek to contribute to complete the income
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proportional to the head of the family. In Lebanon there are approximately 250,000
households that conduct this type of economic activity. A second group is composed
of small businesses in which a microbusiness person works alone or with a family
member. The estimated number of this type of microbusinesses existing in Lebanon is
250,000.
Graph 1. Distribution of the informal sector by sector of activity

2%

21%

39%

38%

Industria

Comercio

Servicios

Construcción

Source: study of the World Bank Group, 1995 and Asis Orta, 2002.

Besides a certain political and economic instability which exists in Lebanon,
microbusinesses face many difficulties. Most prominent of these is the lack of access
to financial services due to the stringent requirements established by banks for the
granting of credits. This is likely a key obstacle for the great majority of
microbusiness people who cannot finance their activities with funds from formal
financial institutions.
Another important limitation for many Lebanese
microbusinesses is the limited access they have to the market. On the one hand, they
have to face the lack of adequate infrastructure, and on the other, the cost of various
Lebanese productions is higher than in neighboring countries like Syria, Turky and
Egypt as the raw materials are in large majority imported. Lebanese products are
already non competitive in export markets and are becoming more and more
threatened in the internal market.
3.1. Microfinance and Credit Institutions in Lebanon
In the Lebanese Microfinance sector the participation of the banking sector is scant,
and financial institutions do not seem to be interested in the informal sector. The
fundamental reasons the banking sector uses to justify its lack of participation in
microcredit activity is the scarcity of medium and long term deposits necessary for the
financing of productive investments, the high risk which is involved in this type of
operations and the elevated cost of management of this type of credits. Nevertheless,
it can be noted that a growing number of commercial banks are beginning to manifest
interest in cooperating with microfinancial entities. Among these one can highlight
Credit Libanais, Jammal Trust Bank and Audi Bank as commercial banks that have
begun to develop this activity.
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In spite of the recent expansion in small credits offered by Lebanese banks, their total
volume continues to be insignificant with respect to the total credits paid out, due to
the high level of guarantees required. In practice, only salaried workers with high
incomes will benefit from the credits proposed by Lebanese banks.
3.2. General Aspects of Microfinance in Lebanon
The slow growth of microfinance in Lebabon is due in part to the absence of specific
legislation on this topic. Even so, Lebanon has a portfolio of approximately 26 million
dollars distributed between 28,000 clients of whom about 52% are women. As about
400,000 microbusinesses exist in Lebanon, it is possible to confirm that microfinance
is granting financing to about 7% of them, which suggests a very reduced scope for
this type of financing.
According to the opinion of some experts, the potential demand for microcredit in
Lebanon amounts to 45 million dollars. Therefore, an active portfolio of 26 million
dollars would be covering only about 58% of the demand distributed amongst 7% of
the clients, further evidence of the scarcity of microfinance in Lebanon. The average
total amount offered per credit is around $928 and it can be confirmed that this is high
in comparison with other regions. It is important to stress this aspect in the upcoming
years so that people with scarce resources have access to the microfinancial
institutions.
Microfinancial Institutions (IMF) can be grouped in three categories according to their
degree of commitment to microcredit activity.
• Institutions specializing in microcredit that work according to “best practices”
putting emphasis on the sustainability of their operations. Although this type of
instution is scarce in Lebanon, it is worth highlight the activities of Al
Majmoua, CHF-Ameen, La Association d´Entraide Professionnelle (AEP) and
la Association d´Aide au development Rural (ADR), to which should be added
Cooperative Libanaise pour Le Developpement (COLIDE) and la Mu´assassat
Bayt El-Mal, an entity which works in the area of “Islamic Microfinance” based
in the principles of the Qu’ran and specifically characterized by not charging
interest.
• General NGOs which grant microcredits as one element within a broader
strategy of development.
• Programs carried out by governmental or supranational entities, such as the
United Nations Development Program (UNDP)
Another classification criteria of the IMFs working in Lebanon is the volume of the
portfolio managed by the institutions. In this sense there are:
• Large IMFs whose portfolio is larger than 2 million dollars. Within this
category specialized entities such as Mu’assassat Bayt El-Mal, CHF-Ameen and
Al Majmou and the Caritas program of individual credits are found.
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• The next category is formed by IMFs that manage portfolios greater that
$500,000. There are five IMFs which can be included in this category: AEP,
UNDP, COLIDE, ADR and Caritas CRS.
• Lastly would be the IMFs which manage portfolios of less than $500,000 and
are integrated into three loan programs administered by UNRWA, la Fundación
Mazhzoumy and la Misión Pontificia.
The smallest loan is for $200 and is offered by Caritas-CRS en through its program of
communal banks. The largest is offered by UNDP and is over $10,000. It is
interesting to observe that in the Lebanese microfinance sector there is a large
concentration of operations, to the extend that the four entities contained within the
first category manage 83% by volume of the portfolio, while the following two
categories manage 14% and 3% respectively. See Graphic 2.
Graph 2: Percentage distribution according to categories of portfolio volume
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categoría 2
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Source: Asís Orta

The rate of return is between 94% and 98%, with the one exception of AEP whose
indexes of arrears are higher, at around 15% of the total given out. In terms of what is
referred to as the average productivity of the operators of credit it is low when
measured with respect to the number of clients, with some 106 clients per credit
official, but is very high if one takes into account the portfolio managed. The average
portfolio managed is about $144,168, although for this figure there are large
differences between the different entities. The IMFs that work in Lebanon mostly use
the method of individual loans, with exceptions such as Al Majmoua which combines
this method with those of communal groups, and Caritas-CRS which uses communal
banks. These latter methods are used to reach microbusinesspeople of lesser resources
(this is important given the lack of reach of financing in Lebanon mentioned earlier).
In contrast, the method of individual loans carries with it the necessity of collateral
guarantees which are very difficult for those with fewer resources to satisfy. With
respect to rates of interest, these are very diverse, fluctuating from 3% for the program
of the UNDP to 24% for Caritas-CRS and 25% for Al Majmoua. Doubt still remains as
to whether these interest rates are or are not sufficient to cover the operating costs of
the credit programs.
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4. The Social Promotion of the cultural Foundation (FPSC)
The Social Promotion of the Culture Foundation (FPSC) is a private, non-profit
institution, which since 1987 works for the human development and the promotion of
the culture. Through its programs and projects, tries to promote a human, social and
economic development according to the dignity of the person and respectfully with the
cultural identity of the peoples and social groups. Its philosophy settles on a model of
“small, agile and independent organization” that allows it to strengthen and to
capitalize the work carried out and to attack the future challenges over a high capacity
of management, optimization of resources and cost economy.
The Fundación Promoción Social de la Cultura has been working in the Mediterranean
region since 1992, where it has been permanently carrying out a wide cooperation for
development, in accordance with the Spanish Cooperation's and the European Union's
goals, in sectors such as Education, Housing, Rural development, the Disabled,
Women, Refugees, Social Minorities and Immigration. FPSC started working in
Lebanon at the end of the war, and ADR was one of the first FPSC's partners in the
country. From 2001 to 2005, FPSc has been carrying out a Cooperation Strategy for
Development in the Mediterranean, co-funded by the Spanish Agency for International
Cooperation. Lebanon has been one of the seven countries included in the Strategy,
with ADR as one of the main partners.
In September 13 2001, FPSC promoted the creation of a network of NGOs that works
for the development and the integration between the countries from the North and the
South of the Mediterranean: the READI. ADR was among the firts members of the
READI.
Since year 2004, FPSC it is accredited and recognized as a Not Governmental
Organization with General Consultative Status at the Economic and Social Council
(ECOSOC) of United Nations.
5. Association DÁide au Développement Rural (ADR)
ADR is a Lebanese NGO that was officially recognized and registered in April 1998.
The mission of ADR is to develop the human and natural resources of rural areas in
South Lebanon. The three principal aims of ADR are: The development of human
capacity, the strengthening of economic capacity and the strengthening of association
and cooperation. The objectives which they pursue are to improve the population’s
standard of living, to facilitate access to training and education, to develop a spirit of
solidarity and to improve the environment and living conditions.
This NGO, which works in South Lebanon, began working in the city of Tyre and has
been expanding its activities to other cities in South Lebanon (mostly in areas marked
on the map by yellow stars): Tyre, Bitjbal, Matjayolin and Hasbaya.
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Source: http://www.adr.org.lb

Their intention is to begin working shortly in Jezzine (a very poor area) and Nabatiye,
with Nabatiye having greater priority because it has a larger population. Another
project which they are working on at the moment is to secure funds from the European
Union to give microcredits to the inhabitants of the Palestinian refugee camps. The
poverty in these camps is truly terrible, as they have neither potable water nor
electricity.
The organizational structure of ADR is formed by a board represented by an executive
committee which is made up of an honorary president, president, secretary and
treasurer. This committee designates a director general who coordinates all of the
activities of the NGO. For the microcredit program there are in turn a director of
programs, a credit supervisor and various credit officials. The main office has recently
moved from Tyre to Beirut. The Type offic is in a lovely rebuilt house and has 5
branch offices.²
5.1. Microfinance program
The original funds to begin the microcredit program came from the European Union.
In September 1990 they put at ADR’s disposition a fund through the Fundación de la
Promoción Social de la Cultura, aimed at granting microcredit to artisanal fisherman in
the region of Tyre. This project lasted from 1998-2002 and had a total amount of
€975,714.
The micro finance program currently operated is composed of several funds
(EU:$500,000;ESCWA: $30,000) and is co-funded by the local bank, Bank Audi, one
of the leading financial institutions in Lebanon. Bank Audi contributes 50% of the
capital and assumes 50% of the risk as well. Since its establishment in 1999, this
finance program has provided micro credit to more than 1,200 productive business
ventures (beneficiaries) in South Lebanon.
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To support the micro finance program and the financed ventures, ADR has
implemented business development services in the form of training courses. These
courses are provided, based on need, either alone or in partnership with organizations
like Save the Children, UNIDO, ESCWA and the Ministry of Social Affairs.
The objective of this program is to help small enterprises that don’t have access to
bank credit due to lack of the necessary guarantees and that are forced to turn to
usurers for the securing of funds. Four target groups have been identified, considering
their precarious socioeconomic status:
•
•
•
•

The fishermen of Tyre
The residents of the old town
The residents of the housings area
The refugees of the Palestinian camps

Individual loans are granted and for those who have one or two co-debtors, at least one
of them must have employment and a fixed salary (they must present documentation
which indicates the salary). The average amount of credit according to past data is
$2143, which is calculated by dividing the total amount of funds loaned in the past by
the number of past clients. These credits have an average repayment period of 22
months.
The method used to get to know possible clients is to go door to door, explaining to
residents what services ADR offers. From the beginning ADR encountered many
people who had no funds to start a business and who, although they lacked money
even for food to eat, could not conceive of the idea of asking for money, as for them it
was not something to which they were accustomed. They didn’t understand the
concept of credit and interest, and ADR is trying to change this aspect of the culture.
The procedure for obtaining a credit is shown in Exhibit 1. ADR has a first meeting
with the client to explain to them what microcredit is and what it is used for (Exhibit
2), what requirements they need to fulfill to obtain one, what is the responsibilities a
credit entails, how the client can benefit from it, what is the difference between
microcredit and the banking system, especially with respect to those usurers that
charge more than 100% interest. ADR also explains the services that clients may take
advantage of such as advising and training on running a business and above all how to
keep track of the accounting and the papers which they need. In the second meeting,
the officials fill out the application with the clients. The clients must present a contract
of guarantee along with a list of the materials that they would like to buy along with
their prices. The main idea is to avoid asking for papers that require significant time to
process and complete. The operation is done in one day to make the procedure as
rapid as possible. Keeping in mind that the beneficiaries of the credit don’t have a
business plan, the most important consideration for determining whether or not to
grant a credit is the reputation and honesty of the client in the opinion of the credit
official.
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After the second interview, the credit committee meets, and in the committee only the
supervisor of credit reads the proposal and presents it (he or she participates but has no
vote). The committee is composed of representatives of the different authorities in
ADR and a member of the Central Bank participates as an external representative.
ADR is trying to include more external agents in the committee. After the meeting the
committee decides to accept or reject the project or they may postpone the decision so
that the supervisor may investigate specified aspects of the proposal. If they accept the
application for credit, the credit is given in one week. The intent is that the procedure
should be agile and rapid.
The actual number of active borrowers that ADR has is 696. These clients do not have
the possibility to deposit their savings with ADR now as the Lebanese law does not
permit this kind of activity to be administered by NGOs. However, ADR has a desire
to grow and its future plans have as their basic priority the goal of converting ADR
into a financial institution. The average loan per loan recipient has been $1357 in
2004 and this is obtained by dividing the total loan portfolio (end 2004)/ number of
savers (end 2004).
Although this NGO is still small, it is characterized by a rapid growth as is evident by
the data in table 4.
Portfolio in $
Number of active
Borrowers
Average loan
Number of Credit
Officers
Interes rate

1999
2000
2001
2002
2003
2004
$ 65.886 $ 177.631 $ 394.587 $ 832.016 $ 813.534 $ 959.453
28
109
236
477
583
665
$ 2.183 $
1
6%

2.031 $
1

2.012 $
2

2.197 $
4

2.215 $
4

8%

8%

9%

8%

2.135
4
12%

ADR offers technical support, advising in the direction of businesses, in accounting
and it has a program of training to which both beneficiaries of microcredits and their
family members have access. The children of the credit holders also have classes in
English and computer technology.
Currently the program is fully sustainable, and is undergoing continuous development.
The main challenges and opportunities are:
•
Increased demand for loans. Currently, the ADR funds are fully lent out, and
demand for loans is more than ADR can satisfy. Therefore there is an opportunity for
banking institutions to enter this market in partnership with ADR to leverage both
micro finance experience and availability of funds.
•
Micro credit beneficiaries are potential clients for other banking products.
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5.2. OUTREACH.
ADR does not have statistics from the area, but the average amount of the loan is an
indicative piece of data that shows that the scope of this microcredit program does not
reach the most poor people but rather middle level enterprises. ADR doesn’t have
clients who are at the poverty line (less than $2 per day). Their clients are
characterized by having an average income of $1000 per month.
The percentage of women within the total of loan recipients is only 15%, which in
large part is due to the Muslim culture in which the woman’s role is to do the house
work, and for the children and her husband. It is the man who asks for the microcredit
and in the majority of cases the wife helps her husband in the business. Given this
cultural background, ADR tries to arrange it so that the mane asks for the credit
because they have had frequent incidents where the woman askds for the credit and
then her husband spends this money and then later wants to order his wife to assume
legal responsibility for the debt. ADR does not have data on how many of its clients
are illiterate.
Of the clients that ADR has at the moment, 27% are beginning a new business from
the ground up and 73% already have a business and are asking for a credit to expand it.
Regarding the extent and depth of the reach of the program, there are not reliable
statistics for this area, although the government is now beginning to collect them.
Much of this area has been occupied for a long period of time and in recent years they
have been trying to reconstruct what had been destroyed.
In Exhibit 3 are presented the data referring to OUTREACH that we have been
supplied by ADR. This data includes data for all past clients of this NGO as an IMF.
5.3. Financial Sustainability
The data necessary for the study of the sustainability of ADR in its microcredit
operations are highlighted below.
Operational Self-Sufficiency: (Total Income-Subsidies)/ (Operational costs+ Total
provisions): 108%
Financial Self- Sufficiency: (Total Income-Subsidies)/(Operational costs+ Total
Provisions+ Financial costs) : 81%
Arrears Rate: Total loan instalments past due/Gross portfolio outstanding: 3%
Portfolio at Risk (PAR): Total outstanding loan balance with at least an instalment
past due (>30 days or >90 days) / Gross portfolio outstanding (The numerator includes
the entire unpaid balance on loans with at least one late loan instalment): 2%
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Risk Coverage: Loan loss reserve/Portfolio at risk> 30 days: 2%
Loan Loss rate: Total amount of written off (over a given period)/ Average
outstanding portfolio (for the same period): 0.8%
Real effective Interest rate: Interest rate calculated taking into account the nominal
interest rate, membership, application and other fees: 17%
Cost per Borrower: Operating expenses/Average number of active borrowers: $13.21
Active Borrowers/ Number of Personnel: 77,3 (there are 6 full time officials and
three part time officials)
5.4. Interviews with the beneficiaries
Accompanied by Maysa we visited the following beneficiaries in the city of Tyre.
Romi
Romi is a young fisherman of Tyro. His family is made up of four people. He is the
only fisherman in his family, and he works by himself. Our interview was in Arabic,
and we learned that Romi has no formal education, not even at the primary level. He
asked for a credit to buy a boat. He received a loan for $2000 to be repaid in thirty
months at an interest of 12%, with monthly repayments. Romi fishes every day from 3
to 8 in the morning, and then from 8 to 2 in the afternoon he prepares the material and
cleans his nets to prepare to go out on the sea again. He sells his fish in the Tyre
market, and until now he has been monopolized by one buyer who at the same time is
a granter of loans. Romi and his fellow fishermen are trying to break this monopoly.

Romi in his boat at the port of Tyre. It was raining.
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Romi shows us his nets and a fish that he had caught in them.

The fish market in Tyre where Romi sells his catch.

Janet
Janet has a clothing store. Our interview with her was in French. Janet told us that she
lived in the territory occupied by Israel. During the occupation they lived well but
when the Israelis left, the population was subject to more poverty than ever. She
moved to Tyre with the idea of starting a business and asked for a microcredit to start a
clothing shop. Janet has four children, two of whom are at the University. She works
alone in the store. She has received a credit for $2000 which she pays back monthly at
an interest of 12%, resulting in a payment of $96 per month. The store is very small
and not all the merchandise fits, so in the future she would like to rent a larger store.
With this in mind, when she pays off her current loan she will ask for another. Janet is
an enterprising woman and we could see for ourselves that she attends very well to her
clients.
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Angela and Lourdes from IESE with Janet in her shop in Tyre.

Ahmad
Ahmad is a taxi driver and asked for a microcredit to buy the car he uses as a taxi.
They granted him a credit of $2500 in VII of 2003. He pays 12% interest and pays off
his loan with monthly payments of $121. He plans to finish paying off the loan in July
of 2005. Ahmad is married and has five children, all of whom are in secondary
school. His own education is to an elementary level. With respect to his plans for the
future, Ahmad wants to ask for another credit to start a cafeteria in which tea, coffee
and cookies will be sold. This business will be managed by his wife. Ahmad told us
that it was his wife who introduced him to the world of microcredit, as she asked first
for a credit to start a carpet cleaning business. Ahmad is emphatic in affirming that in
Tyre, if you do not have your own business, you don’t eat.

Ahmad getting out of his taxi in one of the streets of Tyre.
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Safi
Safi has a cafe where men meet. He has a basic education. Safi just got married and
doesn’t have any children yet. He is an enterprising man who has already asked for
two credits. With the first he started the cafe and he runs it with the help of one of his
cousins. The credit he requested to start the cafe was for $1100 and he has already
paid it off. He just asked for another credit to start a business of student transport.
The new business he will run himself. The second credit is also for $1100, and he has
only made the first monthly payment of $98. In the educational transport business he
has 100 clients, 70 of whom are students. With respect to the future, Safi told us that
he wants to start another cafe.

Safi in his cafe, with his cousin in the background.
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Exhibit 1.
Credit Procedures
A) Clarify the micro credit role as an NGO for socio-economical development
that is regulated by donor conditions and bound by legal and financial
restrictions
1-Ask about the beneficiary’s nature of work in general.
2- Where did the beneficiary hear about the program
3- Highlight interest rate
4- Clarify the value of credit after and before interest rate
5- Clarify credit duration
6- Identify monthly repayments
7- Concentrate on holding on to the proposed project
8- Clarify the problems caused by delinquency.
9- Restricting the response of micro credit program in accepting and
refusing the application to a time period not exceeding 15 days
10- Identify grantors in on condition that one of them must be an employee
11- Clarify costs of insurance and file fees
12- Give the beneficiary a list of the documents for the next
meeting.
• Copy of the beneficiary identity card
• Copy of the grantor’s identity card.
• List of prices of needed material
• If the beneficiary or the grantors were employees a job
certificate and photo for his social insurance card
• If the beneficiary or any of the granters owned any
establishments a copy for the ownership document
• List of current assets available
13- List ADR’s other activities and operations
B) Second meeting : filling the application
1- brief revision for the main ideas mentioned in the first meeting
2- Check required documents
3- Fill the application
4- Check filling for costs, revenues and project revenue
expectations
5-Check for any other revenue resources
6- Attach the application with
• Copy of the beneficiary identity card
• Copy of the granter’s identity card.
• List of prices of needed material
• If the beneficiary or the granters were employees a job
certificate and photo for his social insurance card
• If the beneficiary or any of the granters owned any
establishments a copy for the ownership document
• List of current assets available

506

CASE 18

Association D'Aide au Développement Rural (ADR)

Field supervisor duties
1- All filled applications must be delivered from the credit officers to the
FS
2- The FS studies the applications and make sure that it has been filled in a
correct way and it has the necessary documents
3- The FS makes the necessary visits to collect any other necessary data
4- The FS selects samples from applications for investigations
5- The FS writes his recommendations on the applications
6- The FS presents the applications of his region during the credit
committee meeting
The credit committee
The credit committee reviews the projects presented by the loan applicants according
to criteria aiming at improving the income and businesses of beneficiaries through
financial and consultative support.
The committee is assembled once per month or at necessity.
The credit committee is composed of ADR employees and volunteers in addition to
representatives from the bank sector and members from the civil society.
1. The presented projects must meet the following economical, social and moral
criteria:
2. The presented project should meet with the committee’s development criteria.
3. The project should be in start-up or established
4. The loan should satisfy at least one of the three following goals:
a. income generation
b. job creation
c. value added or asset’s increase
5. The project should be productive and not consumption oriented
6. The repayments of the loan should be generated from the project revenue
7. The beneficiary should be marginalized in the financial sector
8. The house hold income should not exceed 1000$
9. The beneficiary’s reputation should be satisfactory
10. In case of acceptance the applicant will also get auditory and administrative
consultation.
The committee aims to help the greatest number of applicants.
Procedures of credit delivery
1- Inform the accepted beneficiaries
2- Inform the accepted beneficiary about notes signing day, and in the value
of insurance, stamps and file fees
3- prepare the insurance letter
3- Collect the stamps value while the beneficiary is signing notes
4- Be sure that signing notes done properly
5- Stamp the notes with the identified date
6-Confirm that all notes has been signed
7-deliever to the treasurer all money collected from stamps and write a
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receipt in the value
8-not deliver the order to pay to the beneficiary before performing
And confirming on all the previous procedures
9-Back sign the payment notes by the project manager.
10-Deliver the order to pay, reschedule of payments and notes to the
beneficiary
11-The beneficiary goes to the bank and delivers them his file (notes,
order to pay, reschedule of repayments) and receives from them his
credit amount, Discounting from it the value of insurance and file fees.
Calculating interest:
MC priced interest according to the economical situations, follow-up costs
and risk associated to each region as follows:
* (LZ) by 11% (flat)
* Tyre zone in 12% (flat)
Calculating file fees
When the beneficiary takes his file to the bank to get his loan, and letter to the bank
indicates to cut from the credit a value equals to3/1000 .This value is for insurance
fees and file fees.
The collected money will transferred to another internal account in which we paid the
insurance costs and the reminder can be consider as another achieved revenue after
interest.
1- File fees are deducted automatically in the bank
2- File fees deducted relate to the cost of loan processing and insurance
costs
3- The file fees revenues are collected in the credit line (1,15,26) account
To transferred in bank to the expense account in (24)
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Exhibit 2. OUTREACH
ADR Outreach Statistics
CAZA

%

Marjayoun
Bent Jbeil
Hasbaya
Tyre
Saida

260
177
122
678
19

20%
14%
9%
53%
1%

Nabatieh
Beirut
Blanks
Total

27
3
0
1286

2%
0%
0%
100%

AGE
Les than 30 years
30 to 40 years
40 to 50 years
more than 50
Total

280
480
341
185
1286

SECTOR
Agriculture
Veterinarian
Fishing
Services
Health services
Transportation
Building
Auto Materials
Alimentary
Commerce
Commerce
Crafts
Tourism
Total

%
0.217729393
0.373250389
0.265163297
0.143856921
100
%

128
66
58
282
26
78
111
113

10%
5%
5%
22%
2%
6%
9%
9%

37
230
140
17
1286

3%
18%
11%
1%
100%

HOUSEHOLD
INCOME
Less than 425 USD
425 to 599
600 to 799
800 to 999
1000 USD and
more
Total

340
123
294
238

26%
10%
23%
19%

291
1286

23%

TYPE
OF
PROJET
%
New Projects
228
18%
Existing Projects
1058 82%
Total
1286 100
AMOUNTS
GRANTED
Less than 2000
723
2000 to 3000
306
Greater or equal to
3000
257
Total
1286
Gender
Male
Female
Total

%
56%
24%
20%
100

%
1088 85%
198
15%
1286 100
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Introduction
AlAhlia Microfinance Company Ltd (AMC) provides credit for individuals who own
small projects or enterprises. ALAHLIA customers are distributed in three main
regions in Jordan: Amman (the capital), Irbid and Zarqa. The size of transactions may
be small relative to fixed costs. The primary clientele of AMC consists almost by
definition those who face several barriers to access credit from conventional financial
institutions. These barriers comprise mainly high operational costs and risk factors.
These risk factors are pronounced because: small borrowers' income stream can be
intrinsically risky and heavily exposed to exogenous shocks (political and economic
environment) and the borrowers often cannot provide collaterals because they possess
few negotiable assets, whether they are physical or financial.
AMC believes that innovation is the most critical factor to over come these barriers. It
concentrates on professional and qualified borrowers only, quality of credit officer,
motivation system, minimum default percentage, productive projects, borrowers'
training, and technical assistance. Moreover, it provides the net loan directly to the
borrower after discounting interest rate on the loan, commission, official stamps, and
administrative expenses. However, many financial institutions around the world use
dynamic incentives for repaying loans, where a borrower initially receive small sum,
but as a satisfactory repayment history, the borrower may obtain progressively larger
loans. The threat is to cut off any further lending when loans are not repaid.
AMC credit policy
First: Target sectors
Industry
Trade
Services
Professions.
Second: Loan Delivery Terms
Established project.
The maximum number of employees is ten.
The borrower’s income is associated with monthly repayment installment.
The borrowers' age is 21 to 65.
The borrower has Jordanian nationality.
Third: Loan uses
Delivered loans used to finance working capital, purchasing raw material, supporting
operating expenses, and the purchase of equipments.
Fourth: Repayment periods
The period for loan maturity is lasting from 6 months to about 24 months.

512

CASE 19

Al-Ahlia Microfinance Company

Fifth: Interest and Commissions
Loan interest is charged as a monthly flat rate based on the loan amount and
repayment period. The range of interest is 1.00%- 1.25% due deducted from the
delivered loan. For commissions the range is 1.5 % - 3.00% and is calculated in a
similar way of interest.
Sixth: Loans types
1.
Outstanding projects loans
The interest is calculated as monthly flat rate (1.25%) and deducted due. The deducted
commission is 2%.
2.
Home loan
This loan will be offered to the borrower at a monthly fixed interest rate and
commission of 1.25% and 2%, respectively. The loan limit is from 700JD to 10.000
JD and the repayment period is lasting from 10 month to 12 months.
3.
New projects loans
For this type of loans, AMC applies the same procedures. However, these projects are
given a permission period lasting from 4 month to 12 month. For compensations of
risk, the borrower will be charged a commission equals %1 multiplied by the number
of permission months.
4.
Automobile loans
AMC finances purchasing public transportation cars. The loan limit is from 2000JD to
15.000JD. The interest rate charged equals 9% annually. The repayment periods are
lasting from 12-48 months with a one month permission period.
Seventh: Lending procedures
1.
Contact the customer
Loan officer visits the customer.
Loan officer starts collecting information related to the borrower and guarantors to
check their credit position.
Contact the customer to provider AMC the required official documents in order to
complete loan request products.
2.
Filling the loan application
The borrower fills the loan request form and the credit officer checks the availability
of the following documents: registration certificates, ID document, bank accounts for
borrower and guarantors for the last six-month.
3.
Preparing project's cash flow
AMC follows the cash flow lending policy, which is client-focused. It is based on the
client's expected repayment capacity. This capacity is discounted by seminar claims

513

Microfinance: Text and Cases – PART II

and also by the risk that things many not work as planned. To stay in the business,
AMC usually takes a less optimistic view of the borrower's repayment capacity than
the borrower takes. This reflects several factors: one is that AMC's perspective gains
and losses are different from the borrowers'. If the loan is repaid as promised, the
AMC's gains are limited to the fees and interest collected. The borrower’s position is
different, if the investment funded by the loan works out, where he borrower’s income
many increase greatly through the leverage provided by the credit. On the other hand,
if the cash flow loan goes sour, the AMC may lose the principal amount plus fees and
interest that have not been collected. The borrower's situation may be ambiguous or
subject to range of outcomes. This asymmetrical distribution of probable gains and
losses make the AMC more cautions.
The following example explains the estimation of project cash flow by the AMC.
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Client:

Proposed
Loan:

Loan
Officer:

Term:

Al-Ahlia Microfinance Company

Breakeven Sales:

Interest:

Percentage:

Amount:

JD

Commission:

Percentage:

Amount:

JD

Signature:

Fixed Costs
(Average):
Contribution
Margin:
Loan Supervisor
Signature:

Date:
2002

2003

Item

PreLoan

9

10

11

12

1

2

3

4

5

6

7

8

Beginning Balance

200

200

337

417

547

887

1277

1717

2207

2747

3177

3657

4187

2400

2400

2400

2400

2400

2400

2400

2400

2400

2400

2400

2400

2400

1000

1050

1100

1150

1200

1250

1300

1350

1400

1450

1500

1550

0

0

0

0

0

0

0

0

0

0

0

0

2400

6076

3450

3500

3550

3600

3650

3700

3750

3800

3850

3900

3950

Raw Material

2000

2720

2720

2720

2560

2560

2560

2560

2560

2720

2720

2720

2720

Owner’s Salary
Employee’s
Salaries
Rent

250

250

250

250

250

250

250

250

250

250

250

250

250

0

0

0

0

0

0

0

0

0

0

0

0

100

100

100

100

100

100

100

100

100

100

100

100

100

Utilities

50

50

50

50

50

50

50

50

50

50

50

50

50

Cash Inflow
Sales from Current
Products
Sales from New
Products
Net Loan
Other Cash
Revenues
Total Revenues

2676

Cash Outflow

Transportation

0

Capital expenditure

2560

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

Total Expenses

2400

5689

3120

3120

2960

2960

2960

2960

2960

3120

3120

3120

3120

Net Cash before
Loan

200

587

667

797

1137

1527

1967

2457

2997

3427

3907

4437

5017

250

250

250

250

250

250

250

250

250

250

250

250

337

417

547

887

1227

1717

2207

2747

3177

3657

4187

4767

2

3

3

5

6

8

10

12

14

16

18

20

Loan payments
Ending Balance
Debt Service Raito

200
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4.
Client's sign and application fees
The client signs the loan request application and pays in cash the application fees.
5.
Financial statements
AMC requests the financial statement, of the project for the last three years in order to
analyze these statements by the credit officer and to check the borrower
creditworthiness.
6.
Loan officer's recommendations
After completing all previous procedures, loan officer put his notes and
recommendation an the loan application.
7.
Reviews and recommendations of loans supervisor
Loan officer sends the clients' application to loans supervisor to analyze the
application and to check the safety of the client’s situation. In addition, he will visit the
client to check the accuracy of information in order to write his report.
8.
Branch Manager Recommendations
Branch manager put his opinion clearly based on the documents and information
available to him.
9.
Credit Department
When credit department in AMC headquarter receives the loan application, it will
check the safety of client position, and the relevancy of the loan with AMC policy.
Then it will put its recommendations on the application.
10. Credit Committee and Decisions.
AMC has two credit committees:
- First Credit Committee: examines application loans up to 5000JD.
- Second Credit Committee: examines application loans higher than 5000JD.
Each committee studies the application loan and make the appropriate decision. After
that it informs the branch manager about different details of that loan in accurate way
in order to pay the demanded loan.
11. Times of providing the loan
The loan will be provided to the client over all days during the month after completing
all contracts and documents. The maturity date will be determined based on the
following table:
Days of Loan Payment
24,25,26,27,28,29,30,1,2,3,
4,5,6,7,8,9,10,11,12,13,
14,15,16,17,18,19,20,21,22,23

12.
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The client or any of his guarantors are required to pay the monthly installment of the
loan on maturity date.
Required Documents
ID document
Recent contract or registration document of the project location
Registration certification at the ministry of industry and trade.
Bank account document for the last three or six months.
AMC Difficulties
Non availability of accurate financial data that can help the AMC to make accurate
decisions.
Most customers do not know the financial issues that many help them when they
request the loan, especially the estimation of project future cash flow. Therefore, this
responsibility will be transferred to the credit officer.
The spread of the micro-projects in different locations around the country.
Non availability of the correct number of women who work in their houses.
Outreach
The outreach of the AMC is to some 1178 active borrowers overwhelmingly men
(around 70%). They can borrow through head-office and braches. The main
concentration of the AMC is individual lending with an overage loan size of 3000JD.
AMC does not offer its loans to illiterate, rural or clients below poverty line, because
they are looking mainly for profitable customers who face a reasonable level of risk
exposure. As result, the percentage of clients who starting the micro enterprise for the
first time does not represent more than 0.1% of the AMC clients.
Financial sustainability
Staff productivity
AMC employs 47 persons to provide microfinance loans. Staff productivity is 25
which is low comparing with other microfinance institutions in other developing
countries. This is because the AMC works on commercial rather than social welfare
and looks for selective clients who can satisfy the borrowing requirements. And as
month before, the AMC does not look for illiterate clients or clients below poverty
line.
Portfolio Quality
AMC concentrates an efficient, effective, and prudential management of its loan
portfolio. This can reconfirm by the full risk coverage, which exceeds100%, portfolio
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at risk (PAR) which equals 7.5%, loan loss rate which is less than 1% and the arrears
rate of 7.10%.
Financing
AMC depends on two main financing sources: its capital and grants. The major three
founders are Jordan National Bank, USAID grants, and AMIR program. It is worth
noting that the internal source financing to loan ratio for the AMC equals 89.70%.
Operating performance
The costs of carrying out microfinance business are usually high relative to the value
of loans. On one hand, financial transactions often bear significant overhead and fixed
costs, independent of the size of transactions. These costs include the administrative
costs of making payments, keeping open offices, loan monitoring, etc. Therefore, the
AMC considers from the beginning these factors, by achieving sufficient revenue to
cover these costs. As result, the operational and financial self-sufficiency in AMC
exceeds 124% and 114%, respectively. In addition, the real (effective) interest rate
charged on the loans reaches 25% which is sufficient to cover commercial funding
ratio, which equals 14.15% only.

518

CASE 19

Al-Ahlia Microfinance Company

Annexes
The National Company for Financing Microprojects
Branch
Loan Application / Firms
Application Fees:
Borrowers Name :
Commercial Name :
Business Type :
Address

Partner’s Information
Partner Name

Nonrefundable

No:
Block :
City :
Postal Code :
Telephone :

Date : / /

Require
d Loan

Street:
Region :
B.O.Box:
City :
Fax
Legal
Type

Amount :
Purpose:
Source:

Paymen
t
Share

Period:

Notes

Client’s Info
Annual Transactions
Purchases :
Registration Department:
Registration No .
Registration Date : / / Sales :
Expenses :
Legal type :
Withdrawals :
Lenience :
Lenience
No lenience
Net Income :
Financial Info
Cash :
%
Paid Capital :
Purchases
Payable :
Working Capital :
Cash :
Fixed Assets ( Total )
Sales
Payable :
Total Liabilities :
Are you a client with the national Bank ?
yes
No
No. of
Family :
Workers
Outsiders:
Branch :
Account No. :
Type :
Other Banks ( Financial Institutions )
Name
Branch A/Typ Loans Guarantor Previous
Collaterals
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Internal Purposes
Loan Officer Notes :
Borrower:
Business Type :
Loan Size :
Business Address:
Net Assets :
Net Income :

Age :
Gender:
Of
Purpose :

Period :
City :

On

Annual Revenues:
Debt Coverage :

Client Financial Analysis

Guarantor Financial Analysis

Other Notes :

The Application is complete
Borrower & guarantor are not on the Black list and / or suspended
Is on the black list and / or suspended
Based upon whet above :
Deny the loan for the following reasons

Approve the loan , on the following conditions :
Amount :
Collaterals

Loan Officer :
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Signature :

%

Commission

%

Date :

CASE 19

Al-Ahlia Microfinance Company

Name :

References
Occupation :

Address:

Name :

Occupation :

Address:

Name :

Occupation :

Address:

Guarantors
Collaterals
Occupation :
Gender :
Age :
Marital Status :
Experience:
Work Address
Monthly Income :
JD
NO.
Street :
No.:
Street:
Block:
Region:
Block:
Region:
Work
Home
Address
City:
P.O.Box:
City :
P.O.Box:
Address
Postal Code:
City:
Postal Code: City:
Telephone:
Fax:
Telephone:
Fax:
Other Banks ( Financial Institutions )
Collateral
Collaterals
Branch A/Type Loans Guarantor Previous

Collaterals
Gender :
Work Address
NO.
Block:
Work
Address
City:
Postal Code:
Telephone:
Collaterals

Occupation :
Age :
Marital Status :
Experience:
Monthly Income :
JD
Street :
No.:
Street:
Region:
Block:
Region:
Home
P.O.Box:
City :
P.O.Box:
Address
City:
Postal Code: City:
Fax:
Telephone:
Fax:
Other Banks ( Financial Institutions )
Collateral
Branch A/Type Loans Guarantor Previous
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Attached Documents
ID Document ( Clients and Guarantors)
Bank Statements (Clients and Guarantors)
Registration Certificates
Financial Statements and Feasibility Studies
Other
Borrower…………. .………..
Signature ………….…….
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1. Introduction
In October 2004 the first international summit on Microfinance in the Arab
World took place in Amman, the capital of Jordan, conferring an official worldwide
recognition of the significant role played by microfinance in this country. All the most
famous institutions and experts working in this field participated at the four-day
summit, inaugurated by Queen Rania who calls herself the ambassador of
microfinance. Prof. Mohammad Yunus was there.
Among all the local initiatives and institutions the Queen chose to visit solely
Microfund for Women (MFW), as it is the most representative microcredit provider of
the country, the one nearest to the poor. In fact, MWF had performed so well in the
last few years it deserved a top position in the market: the Planet Finance March 2004
rating score rose from 2001 B- to A1.
Since MWF has been placed in the national and international spotlight, this article
intends to analyse this “best practice” institution and highlight some weaknesses and
new opportunities.
This article is based primarily on first-hand information, gathered during a fieldwork
in Jordan2, and is structured as follows. Sections 2 and 3 present a brief overview of
the country and of the Jordanian microfinance sector, in order to contextualise the
Microfund for Women activity in its real environment. Section 4 introduces the
institution specifying its mission and objectives. After that, the analysis is conducted
following the traditional measurement of the three dimensions of microcredit:
outreach, sustainability and impact. Thus, outreach is discussed in both sections 5 and
6 which critically describe the target clientele and the way MFW satisfies its funding
needs. Section 7 presents precisely the group lending methodology, that seems not to
have been examined in previous studies, and section 8 reports the organisational
structure and the linking between decisional and operational levels. Sustainability is
handled in section 9, while the impact analysis was, unfortunately, totally
compromised by the lack of specific internal and external information. The paper
concludes in section 10 addressed to the author’s consideration on the future planning
of the institution.
2. The environment for Microfinance in Jordan
Jordan, located at the centre of a complex political, social and economic system
between Iraq, Saudi Arabia, Syria, Palestine and Israel, is one of the best business
environments in the Middle East Region in terms of macroeconomic stability, trade
access, regulatory climate and public safety. It is classified as a middle income
developing country whose economy is characterised by limited arable land and scarce
natural resources, primarily water, mineral and energy. Thus, Jordan’s human capital
is the major factor affecting development opportunities.
The Jordanian population growth rate, after a strong increase over the past 50
years, due to the combination of high growth rates and successive waves of refugees
1
2

See Planet Rating Reports November 2001 and March 2004, www.microfund.org.jo.
The local currency is the Jordanian Dinar (JD). The October 2004 exchange rate JD/USD is equal to 0.710.
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and migrants from Palestine, is nowadays decreasing (2.9% per year), thanks primarily
to the decline of the fertility rate (the average number of births per woman dropped
from 7.5 to 3.6). The Jordan demographic profile is characterised by young age, high
literacy and increasing life expectancy: more than 69% of the population is under 29
years old, more than 90% is educated and the life expectancy at birth is 72 years.
Despite this data, which can be interpreted as a positive outcome of investment by the
government in basic social services, the real unemployment rate is 15% (the unofficial
rate is 25%) and the population below the national poverty line (JD313.5 per person
per year3) is estimated at around 12% (see insert 1).
Insert 1: Jordan 2003 at a glance
POVERTY and SOCIAL
Jordan

M. East &
North Africa

Lowermiddleincome
in the world

5,2
1,850
9.8

312
2,210
689

2,655
1,480
3,934

Average annual growth, 1997-03
Population (%)
Labour Force (%)

2.9
3.9

1.9
2.9

0.9
1.2

Most recent estimate (latest year available, 1997-03)
Poverty (% of population below the national poverty line)
Urban population (% of total population)
Life expectancy at birth (years)
Infant mortality (per 1,000 live births)
Child malnutrition (% of children under 5)
Access to improved water source (% of population)
Illiteracy (% of population age 15+)
Gross primary enrolment (% of school-age population)

12
79
72
27
5
96
9
99

58
69
44
88
31
96

50
69
32
11
81
10
112

2003
Population (millions)
GNI per capita (USD)
GNI (USD billions)

Source: World Bank data 2003.

If the analysis is conducted more deeply to understand the gender disparity
between men and women, a big gap emerges which is expected, but nevertheless
unacceptable. Despite improvements in overall trends, female empowerment and
inclusion in the economic society are still too low (see insert 2). A lack of economic
empowerment is correlated with a lack of personal empowerment: women
involvement in the decision-making roles both at household level and within society
has been and still is limited. However, recently things have been changing, and not so
slowly.

3

The Government of Jordan adopts the World Bank’s 2001 study based on the analysis of the 1997 HEIS
(Household Expenditure and Income Survey), which sets the absolute poverty line at JD313.5 per person per
year. A new poverty line was calculated in 2004 based on the analysis of the 2002/03 HEIS survey, but it is not
yet available.
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Insert 2: women dimension in Jordan
Gender gap 2002
Life expectancy at birth (years)
Adult literacy rate (%)
Participation in the labour force (%)
Unemployment rate (%)

Female
72.4
84.8
16
22

Male
70.6
94.6
14

Progress in women empowerment
GEM4 value
Seats in lower house parliament held by women (% of total)
Women in diplomatic corps (% of total)
Women at the higher level of the legal profession (% of total)
Female administration and managers (% of total)
Female professional and technical workers (% of total)

1995/97
0.220
1.25
4.6
28.7

2002/03
0.297
5.5
12.8
3.6
9.9
30.1

Source: UNDP (United Nation Development Programme), Jordan Human Development Report, 2004.

The majority of the Jordanian economy is concentrated in the service sector
(72%), especially in tourism, banking, constructions and trade. The industrial and
agricultural sectors achieve respectively 26% and 2% of the total market. Even if the
war in Iraq has strongly affected the Jordanian economy, not only because of the
devastating impact on tourism and foreign investment, but also because Iraq was its
principal trade partner, Jordan’s recent economic performance has been respectable
(see insert 3).
Insert 3: key economic data in Jordan
Economic ratio
GDP (% average annual growth)
GDP per capita (% average annual growth)
Inflation (% average annual growth)
Exchange rate (JD/USD)
Economic ratio long-term trends
(average annual growth)
GDP
GDP per capita
Structure of the economy (% of GDP)
Agriculture
Industry
- Manufacturing
Services

2002
5.0
2.2
1.8
0.714

2003
3.2
0.5
3.5
0.711

1993-03

2003-07

3.8
0.6

5.6
3.0

1993
6.0
27.4
13.3
66.9

2003
2.2
26
15.8
71.0

Source: World Bank data 2003.

4

GEM (Gender Empowerment Measure) gauges the participation of women in economic, political and
professional spheres, using the relative share of women in administrative, managerial, professional and technical
positions as a proxy for economic participation and decision-making power. Unfortunately, the method of
calculating GEM doesn’t take into account the role of women engaged successfully in the micro-enterprise
sector, voluntary organisations and NGOs.
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Hence, in this social and economic environment characterised briefly by a
young and well educated population, a quite stable macroeconomic context and
positive economic results, microfinance could be very useful and successful to support
the creation of jobs, especially for women, through the growth of microenterprises.
3. The microfinance in Jordan
The Jordanian microfinance sector, born in the late 1990s, is the most
significant in the Middle East Region. In accordance with the UNCDF5 2004 analysis,
a realistic estimate of the potential market and the current penetration has to consider
not only the number of people living under the national poverty line, but also the
considerable proportion of the population just above the poverty line (national poverty
line plus 20%). As insert 4 shows, focusing on a more appropriate target of the poor,
an apparently semi-saturated market becomes an attractive basin of opportunities for
all the microcredit providers which could meet the unsatisfied demand of a further
seventy thousand households.
Insert 4: potential market and market penetration (2003)

Population

Poverty
headcount
% (national
definition)

N° of poor
people

N° of poor
households
(household
average
size is 7)

Potential
market
(40% of poor
households
is eligible )

Active
borrowers

Market
penetration
(%)

potential market and market penetration based on the national poverty line
5,171,000

12

620,520

88,646

35,458

24,348

69

potential market and market penetration based on the national poverty line plus 20%
5,171,000

32

1,654,720

236,389

94,555

24,348

26

Source: UNCDF, Microfinance in the Arab States, Sept. 2004.

Since the government has identified microentreprises as a major strategy to
combat poverty, several initiatives have been launched, some domestic and some with
international cooperation. To give a brief summary of the Jordanian microfinance
market, it is necessary to distinguish two different types of actors:
- subsidized credit providers: this category includes all the government and quasigovernment programmes - the major one is called Development and Employment
Fund (DEF) - that provide very soft loans to poor households, which are in effect
grants. The total outstanding portfolio was about 90 million dollars (JD64 million) in
2001, against the MIFs’ portfolio of only 6 million dollars at that time;

5

See UNCDF (United Nations Capital Development Fund), Microfinance in the Arab States, Sept. 2004, pp 1721.
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- market oriented microfinance institutions (MFIs): this group is mainly composed
of four Jordanian MFIs participating in a programme financed by the United States USAID6’s AMIR program – which has allocated 30 million dollars to provide
technical assistance and loan capital to Jordanian MFIs. These four best practice
institutions have reached 16,879 clients in the first quarter 2004, managing a total
portfolio of almost JD9.7 million (see insert 5).
Focusing the analysis on the MFIs, which are the ones truly specialized in
microcredit, as they have smaller loan size and more homogenous internal and external
conditions, a brief presentation of the common features and the individual profile of
each MFW competitor is essential to understand the competitive context. The
Jordanian MFIs, as most of the Arab MFIs, despite their young age, present an
excellent portfolio quality, a tight cost control and a positive return on assets. Thus, all
of them have already reached an operational sustainability and most of them have also
reached financial sustainability. They still remain credit oriented, applying
predominantly an individual lending scheme. Voluntary savings, deposit services,
insurance and technical assistance are generally not offered. However, among the four
MFIs, a kind of market segmentation based on the choice of the target client can be
appreciated: the bigger the average loan per client, the lower the MFI depth of
outreach (see inserts 5 and 6).
- Ahli Microfinancing Company (AMC) is the first private sector financial
institution owned 100% by the Jordan National Bank. AMC applies only the
individual lending methodology and targets micro and small entrepreneurs having an
existing business and one or more guarantors as collateral. The loan amount per
client varies from JD700 to JD15,000, the absolutely highest of all the MFIs. As a
consequence it is clear that the AMC depth of outreach is very shallow: the target
client is low income (even middle) more than poor, positioned just in the step before
banks’ clients;
- Jordan Microcredit Company (JMCC) is a no-for-profit company created by the
Noor Al Hussein Foundation. JMCC disburses loans to low-income individuals, not
necessarily with an existing business, asking only for guarantor as collateral. This
institution and MFW are the ones that target the poorer, really “unbankable”, client;
- Middle East Micro Credit Company (MEMCC) is the microfinance institution
born in a project set up by three main Jordanian banks and a domestic foundation in
order to provide microfinance services to low and middle income Jordanians,
especially micro and small enterprises. MEMCC applies both group and individual
lending methodology, with a loan range from JD100 to JD14,000. Nevertheless, its
average loan is still quite high in comparison with the other major competitors.

6

USAID is the acronym of United States Agency for International Development, while AMIR (Access to
Microfinance and Improved Implementation of Policy Reform) is the name of the programme.
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Insert 5: Jordanian microfinance institutions
MFI
AMC

1,143

Oustanding
portfolio
(JD)
2,213,410

JMMC

2,757

1,848,655

500

2,000

888

36.3

MEMCC

2,259

3,097,874

100

14,000

1,371

74.1

234

12.6

Active
clients

Min.
loan size
(JD)
700

Max .
loan size
(JD)
15,000

Averag. Out.
Loan per
client (JD)
1,936

Aver. Out. Loan
per client (JD)
as % of GDP7
104.7

10,720
2,504,074
100
5,000
MFW
Total
16,879
9,663,986
Source: Planet Rating, Microfund for Women, Jordan – March 2004.

Insert 6: the pyramid of credit

Large loan size

AMC
MEMCC

Medium loan size
JMCC
MFW
Small loan size
Micro loan size
MFW

To finish this brief description of the competition on the microfinance market, it
is necessary to mention that a government initiative, the National Bank for Financing
Small Projects, better known as the “Bank of the Poor”, is underway and expected to
provide subsidized credit. Even if the products and prices have not yet been defined,
many microfinance actors are concerned about the potential impact of this institution
on the supply of microcredit. Since the authorizing law for the bank provides
numerous tax exemptions and advantages not accorded to others MFIs, the
introduction of the Bank of the Poor will generate an unfair competition. All the local
microcredit institutions are waiting to see if the tax exemption status will be extended
also to them, as may be possible, or if they have to organise themselves into a protest
movement. Specific microcredit regulation is urgently required.

7

The average outstanding loan balance as a percentage of GNP per capita is commonly used as a proxy for the
poverty level of the client, or, in other words, the depth of outreach: the lower the loan balance, the poorer the
client.
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4. Microfund for Women: historical background, mission and objectives
Microfund for Women is a private Jordanian no-profit company, operating in
the microfinance sector.
It began its operations in 1994 as a pilot program initiated by Save the Children (SC)
to provide credit to Palestinian refugees. Since 1994, MFW has been through two
major changes in its registration form:
in December 1996 the pilot program of SC was registered as an independent
NGO under the name “Jordanian Women’s Development Association”
(JWDS);
in December 1999 JWDS changed the legal status of NGO, which limited its
freedom in setting financial goals and credit activities for too much, into a noprofit limited liability company (LLC), under the Minister of Trade and
Industry and adopted the current legal name of “Microfund for Women”.
Since April 2003, MFW has had two shareholders, the present Chairman for 60% and
Save the Children for 40%8. MFW is planning to turn into a for-profit LLC in order to
clarify a current great confusion consisting in the fact that shareholders don’t know
what their personal liabilities as owners of MFW are9. There is no law in Jordan that
clarifies the responsibility and immunity of shareholders in no-profit LLC, as there is
no specific regulation for the microfinance sector.
The mission of MFW is very clear: to provide sustainable financial services
to women microentrepreneurs in Jordan. Providing “sustainable” financial services
implies striking a balance between profitability and outreach. As a consequence, the
client target is not “the poorest of the poor” who have to satisfy basic needs (as food,
water, clothes, housing and other physical needs) and for whom only government
subsidies can be useful. MFW, as pure microfinance implies, provides money to
finance a microentrepreneurial project, managed by a microentrepreneur without any
other collateral than her own work.
Pursuing its mission, MFW sets itself to work toward the achievement of four
objectives, which represents fundamental goals in the human development and in the
Jordanian society improvement:
1. to provide best-practice sustainable financial services to underprivileged
microentreprenuers;
2. to contribute to women empowerment as they become income earners and
decision-makers in their households and communities;
3. to contribute to reducing unemployment by enhancing economic opportunities
and providing support to microenterprises;
4. to
improve
the
overall
economic
status
of
the
women
microentrepreneurs’families through access to credit.
8

The involvement of Save the Children is not clear, but was designed to ensure the preservation of the mission.
The two shareholders, the Chairman, as a member of the Board of Directors, and SC may not receive dividends
and in case of liquidation, all MFW assets are given to a similar MFI or NGO that has the same objectives.
9
There are some legal ambiguities that should be noted. It is not clear whether the potential liability is
proportional to the percentage of ownership or if liability is limited to the absolute value of the shares purchased
by the owners, which is only JD33,000 in total (while the outstanding portfolio at August 2004 is JD2, 810,351
or USD3,958,241).
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5. Target clientele
The target market of MFW is well defined and emerges very clearly in the
institution name: exclusively women. Jordanian women are in effect the category most
excluded by formal banks and, in the same time, the one that manages more than 60%
of non registered enterprises. These female microentrepreneurs usually borrow money
from the family, or worse from moneylenders, compromising the potential business
growth and their personal development. Thus, MFW strongly believes in women
empowerment through microentreprise, as a propelling motor to social and economic
society growth. Women sense of responsibility in combination with an historical and
deep-seated exclusion condition assures that, for any reason, the female potential client
will lose the chance of her life: becoming autonomous in managing a business,
becoming a decision making member in the business and in the household, increasing
family income and achieving better living standards for her and her children. In brief,
entering a civilized society.
To be eligible, women have to respect the following characteristics:
- be aged between 18 and 65;
- have no access to the formal lending system (really “unbankabable”);
- have no assets as collateral;
- have a running home-based business or an independent enterprise that has
been running for almost six months (MFW doesn’t finance start-up, because
it wants to be sure of the borrower’s managerial capability);
- live in an urban area (population is highly concentrated in the city, in fact
two thirds of the Jordanian population live in the capital Amman);
- have the will to succeed and introduce changes into their lives.
BOX 1: ARE MFW CLIENTS REALLY ONLY WOMEN?
Despite the fact that behind a woman client there could be a man who is the one who
is actually receiving the loan, the Planet Rating report 2004 carries the news that
MFW has begun lending to men for no more than 20% of the clients. In March 2004
the number of businesses financed by the institution and registered to men totalled 30
out of approximately 11,000 active borrowers, i.e. 0.3%.
As Microfund for Women didn’t spread this information10 to the market, for example
putting it in evidence on its web site home page or making promoting it on the road,
and the percentage of men clients out of the total borrowers is extremely low, it makes
one assume this has been a pilot experiment, to be carefully evaluated before being
promoted.
But, how can lending to men ensure compliance with the mission?

10

In accordance with the latest statistics published on MFW web site, male clients at December 2004 are 1.25%
out of the total borrowers. Even if this data has been officially communicated to the market, the institution is still
quite cautious and has not yet started an advertising campaign focused on men.
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6. Products
Microfund for Women started in 1996 offering only group guaranteed loans, as
desired by Save the Children. Currently, this is still the most popular product of MFW,
even though in 1999 individual loans had been introduced in order to keep on
satisfying the needs of graduating group loan members. In fact, as a consequence of a
successful credit experience in group, a growth business requires more loans and for a
longer period of time.
Nowadays MFW offers its clients three types of products (see insert 7):
1. group guaranteed loans;
2. individual loans;
3. seasonal loans.
The group guaranteed loans are a special type of credit disbursed to a group
of 4-6 women. The requirements and procedures are very simple, fit for non
financially educated clients. All the members have to respect specific conditions
imposed by MFW to ensure the repayment loan as much as possible. These conditions
are:
be aged between 18-65, because the institution considers these to be the
minimum and maximum correct age to work as an independent
entrepreneur;
form a solidarity group of 4-6 people, where each member agrees to
guarantee the others. No assets are required as collateral, but only the
group guarantee that, as is shown by past and current worldwide
experience, is more effective than any other physical goods. Delinquency
cases are very rare due to peer pressure and to the fact that access to
further loans is given on the condition that regular repayments have been
made on the previous loan;
have an existing 6-month enterprise, because this running business
period, even if it is very short, testifies the real existence of the enterprise
itself and the good or bad management of the potential borrower. As the
MFW clients are women and female gender doesn’t enjoy a complete
freedom and independence from the male head of the family, 75% of the
activities financed by the institution are home-based activities.
Moreover, as the group loan clientele is really poor, often the enterprise
is a family business where the wife is the financed “manager” and
manufacturer and the husband is involved in specific roles like, for
example, in distributing products made by the woman;
have separate enterprises, because if more than one member is
employed in the same enterprise, the integral and punctual group loan
repayment is too dependent on the success of this specific business.
Inside a group, women can manage the same type of activity, for
example making clothes, but with separate enterprises. For the same
reason group members have to be part of different households;
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use the loan to finance working capital, because MFW devises
microcredit in the pure meaning of credit to create and support
microenterprises and not to finance consumptions. So, MFW doesn’t
grant emergency microcredit;
comply with fixed technical loan conditions, because the characteristics
and procedures of this product are standardised to simplify and
accelerate all the credit process. As borrowers’ needs are not only basic,
but also very similar, a sole product is the best solution. In fact, there is a
reduction of costs for the credit provider and greater clarity in the mind
of the clients who gain a better understanding in the way the loan
operates. Each member receives an amount of credit variable between
JD200 and JD500 – maximum JD200 the first time – for 7or 8 months,
repayable in bi-weekly or monthly instalments.
Individual loans are the second product of the MFW’s portfolio, launched in
1999 but really promoted only recently, in 2003. They are offered to women who have
already experienced the group guaranteed loan twice and are deemed eligible after a
credit and financial assessment, similar to the one carried out by the traditional banks.
Besides, it is essential that an individual client has the commitment of two eligible
guarantors who must provide a promissory note. A client starts with a JD500 loan to
gradually mature to a JD2,000 loan, repayable in monthly instalments over a period of
1-18 months, depending on the loan size and the enterprise cash flow. Microfund for
Women has been very cautious in packaging individual loans: previous borrowing
experience, specific credit risk assessment, people and not assets as collateral and
periodic client visiting to monitor the on-going business ensure a high portfolio
quality, but make the process costly and time consuming.
MFW is still mastering the individual lending methodology and working internally on
training loan officers. By adding more upmarket clients, including formal businesses
that are almost exclusively men, MFW will be in greater direct competition for this
target of clientele with some competitor MFIs moving more downmarket and with
banks now offering loans at lower interest rates.
Seasonal loans are mini group guaranteed loans provided to active group loan
borrowers who need additional working capital in certain seasons of high demand,
such as at the end of Ramadan when people have the tradition of celebrating by buying
presents, toys and sweets, or in the back-to-school period. They work exactly as the
group loans, but with smaller proportions: the group is made up of 3-4 people, the
amount of credit disbursed varies from JD100 to JD200 each member and the loan
period is at least 5 months. Seasonal loans can be required only by group guaranteed
loan clients.
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Insert 7: MFW products
Product characteristics
Creation date
Client type
Collateral required
Long term range
Repayment schedule
Loan size range (JD)
Nominal annualized interest rate
Additional fees (JD)
N° of loans and
amount disbursed
N° of loans disbursed in 2003
2003 total amount in JD
2003 total amount in USD
2003 % on total amount in JD

Group loans
1996
4-6 urban women
each group
group guarantee
28 weeks / 8 months
bi-weekly / monthly
200-500 each member
22% flat
decreasing from 5 to 1

Individual loans
1999
urban women
2 guarantors
1-18 months
monthly
500-2000
21.6% flat
fixed 5

Seasonal loans
1999
3-4 urban women
each group
group guarantee
3-5 months
monthly
100-200 each member
24% flat
decreasing from 5 to 1

Group loans

Individual loans

Seasonal loans

15,495
5,090,300
7,169,437
79%

963
864,200
1,217,183
13%

3,170
503,750
709,507
8%

Independently of the type of loan product, enterprises financed by the
institution are concentrated in trade, handicraft and production and manufacturing
sectors (93%), where activities can be made at home more easily and with an informal
organisation. Only 5% of the clients work in services, activities that require a more
professional and formal structure, while 2% work in agriculture and livestock, a sector
that is extremely limited in a desert and urban area like the one where MFW operates.
To conclude the product description, Microfund for Women is thinking about
introducing new and different products to its clients, such as leasing and
microinsurance11.
BOX 2: TWO MFW CLIENT SUCCESS STORIES
Narima Hefawi is a well-respected member of the construction community in
Irbid. She operates a lumber and construction supplies warehouse which has become a
destination for major construction companies across the city. Her entrepreneurial journey
started when her husband become too ill to run the company. Though it was a daunting
challenge, she took over the management of the construction supply and leasing operation.
She runs a highly organised and efficient business. She continues to expand the service
she offers her clients with the help of loans from MFW. Next, she hopes to buy a truck to
deliver construction supplies to her clients. Narina said “I could not have succeeded
without a lot of will power and the assistance of Microfund for Women which didn’t just
give me a loan to improve and expand my business, but also gave me encouragement and
moral support”.
Muzayna Al Moghrabi and her husband run a mini-market on the outskirts of
Jerash. Depending on the season, they cater for the changing needs of picnickers, tourists
and travellers; in addition to providing for households and schools nearby. Muzayna said
“I am an ambitious lady, always seeking to grow and improve. The loans I received from
MFW offered me the opportunity to advance and expand our mini-market. My husband
and I are investing our income in the education of our children.”. Muzayna has big plans
for the future which she hopes to realize progressively.
Source: Microfund for Women, Annual Report 2003, pp.8-9.
11

MFW approached the Microinsurance Centre, which is well renowned and specialized in this field, to work
closely on assessing the local demand and the feasibility of introducing a prototype of marketable and profitable
life insurance product, suitable to be offered by a microfinance institution in Jordan.
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7. The group lending methodology
The group lending methodology applied by Microfund for Women is quite
different from the most worldwide used model of the Grameen Bank, that is in effect
an individual lending with group guarantee and not a group lending, as is commonly
believed by mistake.
The first step of all the credit lending process is to reach potential clients.
Demand is not very high: poor women need to be convinced before they borrow. So,
marketing and client solicitation become a key activity, that is very well handled by
MFW. After five years of success the name of the institution is well known on the
local market, but a non-stop promotion on the road, door to door is essential to knock
down the wall of women wariness built up by a millenary culture.
Women interested in borrowing money from MFW, both contacted by the loan
officers and attracted by word of month, must participate to some meetings at the
branches in order to know the institution and the loan operating better. This is a
fundamental moment because women must meet and know each other and choose their
partners, as they commit themselves to guaranteeing all the group members.
When a group is formed, the loan officer starts client evaluation, visiting the
business and making each woman fill in a simple initial form to give her personal
details, information about her existing activity and the use of the loan. If the woman is
illiterate her signature can be substituted by her legally valid finger print. Group loans
are approved in the local offices (while individual loan approval and supervision is
performed from headquarters). It takes 7 days12 from the submission of the application
to loan disbursement. The loan amount is given to the group and not to the single
members in turn. This means that the 4-6 women receive a single payment loan to
share among them, not necessarily in the same proportions. Repayments are perfectly
symmetrical to disbursement: the group collects the periodic instalment from each
member and pays back the institution outright.
As a consequence, in case of eligibility, partners are called all together into the
loan office to review the contract orally and to elect two leaders, who will be in charge
of dealing future contacts between the group and the institution. All members’
presence at the disbursement meeting and at every repayment day is essential to
involve women in the process, controlling “cash” transfer personally and being
periodically reminded of the policies. Nevertheless MFW doesn’t deal with cash: all
disbursement and repayments are made through a partner bank, the Housing Bank
for Trade and Finance, eliminating cash-handling risk. This operating rule materialises
in the substitution of money with cheques. The loan officer gives the two leaders one
cheque equal to the total group loan, then the group goes to the bank to convert it into
cash. Only the leaders can touch cheque and money, while the others supervise their
actions. Loan sharing must not to be done directly by the banker, but by the leaders
under the banker’s eyes, i.e., as a witness.

12

This is due to the fact that Microfund for Women has organised the working week dedicating every day to a
different activity, for example marketing and promotion, loan disbursement, instalment payment, weekly cash
flow analysis. Thus, it can perform each activity better and optimise cash flow management.
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Instalment repayment works in the same way, but in the opposite direction: the two
leaders raise each instalment from each member, deposit the total amount in the MFW
bank account and deliver the payment invoice to the institution on the same day,
obviously under the physical control of the group partners.
Thus, the loan officer knows about client delinquency very quickly, given that
they will pick up a copy of the repayment slip from the bank or, in case of an office
with experience using the Management Information System recently installed in the
branches, by accessing the common database updated daily via electronic data transfer
from the bank. Delinquency cases are very rare: firstly because the solidarity guarantee
is applied immediately when a group member is delinquent, secondly because peer
pressure assures this happens in very few cases. The group loan product maintains a
very high portfolio quality with delay in payments and write off ratio that are both
extremely low (PAR13 > 31 = 0.2%; write off ratio after 180 days = 0.1%, December
2003). To discourage delinquency, the institution applies late penalties of about JD3
per day, as well as “punishment periods” restricting client access to a loan renewal for
a certain duration.
The group lending methodology is very strictly defined: long term range can be
28 weeks or 8 months with a repayment schedule that is respectively bi-weekly or
monthly. MFW clients do not ask to know the nominal interest rate rather than the
real one, as they are not able to interpret financial concepts. They need to verify if their
bi-weekly or monthly income is sufficient to cover their business operational costs,
families expenses and the loan instalment. If, for example, a 4 women group receives
an 8-month loan of JD1,200 -JD300 each- the interest rate used by the loan officer to
calculate the monthly instalment is 14%. Nevertheless, the percentage rises to 42.7%
transforming this interest rate into the equivalent effective annual interest rate (see
box 3). A similar result has been obtained if we consider the same loan but over a
period of 28 weeks, repaid in bi-weekly instalments calculated with an interest rate of
12% which changes into 44.6% (see box 4).
The fact that the effective annual interest rate is very high is not so surprising,
since microfinance institutions are generally obliged to charge a high interest rate if
they want to be sustainable. Making microloans is more costly than making
macroloans, not so much because of the client creditworthness and the absence of
collateral, but because of the huge of administrative expenses.

13

PAR (Portfolio at Risk = the outstanding balance of loans with overdue payments divided by the total
outstanding balance) is the international standard ratio for measuring bank loan delinquency. This ratio is
deemed to be the best delinquency rate because it considers the outstanding balance of all loans that are not
being paid on time against the outstanding balance of total loans. The degree of lateness can be pegged at
discretion. Thus, PAR captures the risk of not recovering the part of the credits disbursed which are still in the
borrowers’ hands and not regularly repaid. It helps to predict how much of the portfolio will eventually be lost
because it never gets recovered.
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BOX 3 : 8-MONTH LOAN INSTALMENT CALCULATION
Consider, for example, the following loan:
group component:
loan size:
loan term:
instalment payment:
interest rate:

4 women
JD1,200 (JD 300 each)
8 months
monthly
14%

The institution calculates the instalment applying the periodic interest rate to the
capital and dividing the total amount by the number of repayments, as follows:
1,200 × (1 + 0,14)
≡ JD 171 group monthly instalment (JD 42.75 each member)
8

The 8-month interest rate can be easily transformed in the corresponding nominal
annual interest rate, considering that in one year there are one and a half 8-month
periods:

(1 + 0,14)1,5 − 1 ≅ 21,7%
The calculating methodology used by the institution is very elementary and easy
to explain to non financially educated borrowers. Nevertheless, the real cost of the
loan, called effective annual interest rate, doesn’t correspond to the nominal
interest rate (21,7%). It is determined by applying the financial calculating
methodology, according to which the actual value of the loan disbursed must be
equal to the sum of the actual values of all the periodic repayments.
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Solving the equation, the discount rate that verifies the equality is the effective
interest rate:
Effective annual interest rate = i = 42.69%
The real annual cost of the loan is 42.7%, against the almost 21% declared
by the institution. The percentage is more than double.
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BOX 4: 28-WEEK LOAN INSTALMENT CALCULATION
Consider now the following loan:
group component:
loan size:
loan term:
instalment payment:
interest rate:

4 women
JD1,200 (JD 300 each)
28 months or 7 months
bi-weekly
12%

Following the same procedure adopted in the previous example, Microfund for
Women calculates the instalment multiplying the capital by the interest rate and
dividing the total amount by the number of periodic payments :
1,200 × (1 + 0,12)
≡ JD 96 group bi-weekly instalment (JD 24 each member)
14

Considering that in one year there is a one 7-month period and five months more,
i.e. the fifth part of a 7-month period, the nominal annual interest rate is:

(1 + 0,12)1,71 − 1 ≅ 21,4%
To determine the effective annual interest rate, considering that the loan
repayment is bi-weekly for 8 months, the equation is defined as follows:
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Solving the equation, the discount rate that verifies the equality is the effective
interest rate:
Effective annual interest rate = i = 44.59%
The real annual cost of the loan is 44.6%, against the almost 21% declared by
the institution. The percentage is more than double, like in the previous
example.
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8. The organisational structure
The MFW is a medium microcredit institution with 70 employees, 70% of
whom are loan officers. The organisation chart shows the structure of the institution
and the linking between the decision-making centres involved in all the company
functions, especially in the credit lending process.
Insert 9: MFW organisation chart

Source: Planet Rating, Microfund for Women, Jordan – March 2004, p. 13.

The current decision-making process is managed by the management team, but
actively supervised by the Board of Directors. The team includes a General Manager, a
Finance Manager, an Operations Manager, an Internal Auditor with the participation
of a Communications and Marketing Officer and a MIS Officer. To fulfil a gap in
market research expertise, MFW is currently recruiting a Market Research Officer.
The definition of rules among the team is clear and each manager has its own
appropriate job description.
Field operations are the responsability of the Operations Manager. Currently,
he supervises a head office in Amman and 9 branches serving the major cities in
Northern and Central Jordan: Raghadan, Russaifa, Zarqa, Wehdat, Balqa, Irbid, Zanal,
Madaba and Jerash. Each branch has a strategic location, near to the client and to the
housing bank. All the branches offer group guaranteed loans and seasonal loans, while
only the head office and very few pioneer branches offer individual loans. As a
consequence, the Operations Manager is assisted by a Credit Supervisor to oversee the
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individual loan process and by Area Supervisors, one for each branch, to perform
administrative duties and supervise group loan officers.
It is exactly at this middle management level that the greatest challenges are emerging.
Firstly, the expanding individual loan demand could cause some bottlenecks at
headquarters. Secondly, in order to improve the efficiency of operations at its
branches, Microfund for Women initiated a gradual decentralisation process, giving
the branches increased responsibility and autonomy in portfolio tracking and
management. The first step of the decentralisation process was linking the branches to
the head office Management Information System (MIS) and email system, by setting
up necessary infrastructure and developing staff’s computer operating skills. On the
one hand, the introduction of automated data management system should have a
positive impact on the timely response and processing of loans, as well on the
improvement of quality of services provided to the clients. On the other hand, it should
decrease the vast amount of administrative work at branches and make it possible for
only one person to control more than one office. This is the reason why the best Area
Supervisors are being transformed in Regional Managers, who would each oversee
two branches and have a more strategic role on the portfolio quality supervision.
Data is entered at branch level and transferred to Area Supervisors physically or
through the MIS. These experts analyse dossiers and approve group loans, but they
don’t issue cheques which are an exclusive competence of the Headquarter. Area
Supervisors also carry out control and monitoring activities, meeting each new group
and being present at disbursement moments. They have to report to the Operations
Manager that they have performed at least two client visits per month per loan officer.
The loan officer is a key figure of the lending process, as he is the link between
MFW and the clients. He represents the institution among the people, so he must be
well trained, responsible and motivated, but also able to understand and manage the
frailty and sometimes the shrewdness of the human soul. MFW deals with women in a
region where the female role is a very particular one. This impacts strongly not only on
the product packaging, but also on the structure composition, as female loan officers
are the best, and in certain cases, the sole people who can approach female potential
and actual clients in their houses where they manage their microbusiness.
Nevertheless, in Jordan it is difficult to employ and retain female loan officers who
often leave for family obligations.
9. MFW EVALUATION
The traditional evaluation of a microcredit activity consists in measuring the
three dimensions of microcredit: outreach, sustainability and impact. As in many other
cases all over the world, this methodology can be only partially applied to Microfund
for Women, because of lack of data and information produced both by external
evaluators and internal MFW staff.
Impact analysis is impossible with the information actually published, but a
local agency is currently collecting data to produce a microcredit impact assessment on
a national level.
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Outreach analysis can be only based on few elements like the loan average
size and the number of clients compared with the other MFIs. In fact, MFW
description of its clientele doesn’t highlight fundamental aspects like the percentage of
borrowers under the poverty line or the percentage of illiterate clients, in order to
better understand if the institution reaches a segment of the population which is really
poor and excluded by the formal financial system. Moreover, the fact that MFW
borrowers are women, the group guaranteed loan size is around the national poverty
line and the number of clients is three or four times the one of the other microcredit
institutions operating in Jordan makes a positive appraisal possible. MFW is surely the
MFI nearest to the poor, even if its strategic choice of not financing start-up, but only
running enterprises, moves the institution away from the maximum depth of outreach.
Sustainability analysis is the only one really feasible. MFW is a completely
self-sufficient institution, having reached its operational sustainability in 2001, two
years after its beginning, and its financial sustainability one year later (see insert 10).
This positive performance is due to the combination of three main elements:
-

a very high portfolio quality: MFW has consistently been extremely
careful and cautious in product definition and client selection. All the
delinquency ratios confirm it: 2003 repayment rate exceeds 99%, PAR<30
days is 0.6% for group guaranteed loans and 1.7% for individual loans,
while PAR31 drops respectively to 0.1% and 0.6%. Besides, write-off ratio
is around 0.6% and all loans at risk are covered by the loan loss reserve;

-

a very strong portfolio yield: in the last three years the lending activitiy has
been very profitable, never less than 43%. Retained earnings are becoming
an increasing source of fund for the institution, even if the reduction of the
interest rate has brought down the portfolio yield in 2004. Given the
expectation of interest rate cuts and potentially greater competition in the
future, it is expected that the portfolio yield will decline in 2005 too;

-

a significant decrease in operating expenses: the operating expenses ratio
has dropped from 40% in 2001 to 25% in 2003, as portfolio growth in this
period has permitted MFW to reach greater economy of scale, although
individual loan development will require significant changing at a middle
management level and specific training for an increasing number of staff
members. In fact, despite strong profitability, MFW staff productivity could
be improved. The introduction of individual loans has made average
productivity decline. The goal is 400 clients per group loan officer and 150
clients per individual loan officer. In March 2004, the first goal was almost
reached with 313 loans, but the second was completely missed with only 55
clients per loan officer.
It is expected that MFW will continue to remain financially self-sufficient, but
it may not reach the same level in the future.
Due to its good financial status, for the first time in 2003,MFW financed its portfolio
growth with two commercial loans. The first loan for USD1,056,000 was contracted
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with Citibank/Jordan under the USAID 100% guarantee, and issued at 6.75%. The
second loan for USD150,000 was received from Blue Orchard Finance (Dexia
Microcredit Fund), without any collateral or guarantees.
Until that moment, the funding source was almost exclusively donated equity from
USAID, while in 2003 liabilities accounted for 21% and retained earnings for 17%
(see insert 11).
Insert 10: efficiency and profitability
Ratio

Dec.
2001

Dec.
Dec.
Formula
2002
2003
Productivity
Staff Productivity
98
126
140 Active borrowers / number of personnel (end of
period)
Loan officer productivity
175
214
208 Active borrowers / number of loan officers (end
of period)
Profitability
ROA
2.4%
7.3% 14.1% Net operating income before donations / average
assets
ROE
2.4%
7.9% 16.7% Net operating income before donations / average
equity
Portfolio Yield
43.8% 44.1% 43.3% Portfolio revenue / 13-month average gross
outstanding portfolio
Operating expenses
39.5% 33.3% 25.0% Operating expense / 13-month average gross
outstanding portfolio
Funding expense ratio
0.0%
0.0%
1.4% Interest and fees paid on funding liabilities / 13month average gross outstanding portfolio
Outstanding loan portfolio/assets 72.3% 71.0% 83.8% Net portfolio/total assets
Self-sufficiency
Operational self-sufficiency
110.0% 129.3% 163.8% Revenue from operations / (financial expense +
loan loss expense + operating expense)
Financial self-sufficiency
83.4% 102.4% 133.0% Operating self-sufficiency after adjustments to
expenses
Source: Planet Rating, Microfund for Women, Jordan – March 2004.

Insert 11: description of capital structure

Source: Planet Rating, Microfund for Women, Jordan – March 2004, p.28.
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10. Final considerations
The main strategic decision for the next futures seems to be the expansion of
the offer of individual loans. This is justifiable for several reasons. Microcredit
demand in Jordan is not so active and consequently reaching potential clients is a
costly and time consuming activity. Besides, it would be economically penalizing to
lose the best clients who have conducted their business profitably and have moved to a
higher income level. Under the current conditions, MFW offers individual loans only
to previous group guaranteed borrowers, but its strong conviction to make this product
grow will call for the need for greater loan officer involvement and a bigger amount of
capital, to the detriment of group loans. It can even be supposed that this slow
movement towards a higher marker segment will gradually eliminate the obligation of
the previous group experience. In such a case MFW could finance new individual
clients directly for the first time, exactly like the other MFIs and some commercial
banks which are including lower income people in their portfolio.
On the basis of information collected in the field, in order to boost individual
loan offer, it seems that the lending procedure will be simplified. The most important
problem that borrowers complain about is the commitment of two or three guarantors.
MFW could solve it and lighten the whole procedure by accepting assets as collateral
and eliminating the previous group loan participation, at least for the applicants with
the best credentials.
MFW does not seem to have sufficiently considered that now it is the market
leader, but offering individual loans, the more intense competition and the
consolidated experience of the major competitors could reduce its profit margin. The
institution should learn from its past and present experience which has been successful
thanks to the implementation of a unique microcredit model in Jordan. So, rather than
pushing individual loans strongly, MFW should offer new instruments that are not
already present on the market, such as leasing or microinsurance. In fact, the Jordanian
microcredit market is actually credit oriented, so products like these are extremely new
in a virgin land. Indeed MWF is studying the feasibility of the introduction of these
instruments, but it could give them a primary importance, and not a marginal role, as it
seems.
The recent movement towards individual loans and consequently towards men
affects another aspect: MFW activity compliance with its mission.
The target on which MFW has been concentrating its activity are women for the
reasons already explained in this document. In a society like the Jordanian one, where
women are traditionally not free to act independently, it is easy to deduce that they
have to obtain authorization or consensus from fathers or husbands to become MFW
clients. There is the possibility that women may have to share the borrowed money
with her man. MFW doesn’t verify the absolute independence of its clients and doesn’t
care if they are single, married, divorced or widowed. In fact, even if, in the worse
scenario, the woman was a pure instrument in the male hands, she should be obliged to
have relations with MFW and the other members of her group and therefore she should
inevitably be involved in the process. Becoming conscious of money and business
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management and learning from the different experiences of the other MFW clients
improve certainly her empowerment.
Despite this, the institution has decided to lend also directly to men. In one year
the percentage of male borrowers is 1.25% and the decision of promoting individual
loans leads one to think this number will augment. The original mission defined by
Save the Children seems to be changing its skin to obey purely the logic of the profit.
The name of the institution doesn’t adapt itself to this change that appears imminent. If
it is really so deep, MFW should think about modifying its name, maybe by taking
advantage of a change in its registration form.
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In 2001 the Syrian Government established the Agency for Combating Unemployment
(ACU) as part of its overall reform program of the financial system and in 2002 the
Agency started the Family Loans Project, the most important microfinance program in
the country. Under this program the Agency provides micro and small loans to poor
people through the Agricultural Bank, the largest provider of rural credit, which acts as
an Intermediary Agency (IA).
This study does not claim to be comprehensive. The starting points for this study
are not guidelines and policies, but the daily practise of the ACU. The ACU relies
heavily on formal and informal interviews conducted with the Managing Director,
staff members at different levels (Financial Analysts, Society Development Experts,
Branch Directors and Branch Officers) and ordinary clients. Despite its limitations,
this case is in our view detailed enough to draw a general picture of the financial
technology, the procedures and the products the Agency offers.

General information
Name: Agency for Combating Unemployment – ACU
Address: Mazzeh – P.O. Box 34379 – Damascus – Syria
Website: http://www.acu-sy.org
E-mail: acu-md@mail.sy
Year of establishment: 2001
Legal status: Government organization under the Prime Minister office
Office numbers: Headquarters (in Damascus) and 14 branches
Number of staff: 250 (60 in the headquarters)
Main funding sources: The Syrian Government (the largest funder), UNDP and
AGFUND
Products offered: Family (micro), Small and Expansion (medium) loans. They
also implement two other projects: the Public Works project and the Training &
Community Development project.
Number of active borrowers: 31,631 (23,000 for micro loans alone)
Women borrowers: 52% for Family (micro) loans, 20% for Small and
Expansion (medium) loans
Rural clients: 98%
Average loan size: SP 75,000 (US$ 1,500) for Family (micro) loans
Average loan term: 4 years
Institution’s mission: ACU’s main goal is to promote job creation in the private
sector, mainly for unemployed individuals. The job creation and investment plan
is intended to create up to 100,000 jobs per year by 2006 through the expenditure
of one billion US dollars. Its operations focus on providing easy credits to small,
medium and micro enterprises in the private sector, in addition to public
investment in basic rural utilities
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1. Brief background of the ACU
The ACU was established in 2001 by Law No. 71 (Annex 1). The Law created the
National Program for Combating Unemployment and the Agency as part of this
program. It fixed the objectives, the composition of the Board of Directors and other
details related to the Agency. According to the Law the duration of the program and
thus of the Agency is of 5 years, subject for renewal by decision of the Prime Minister
at a proposal by the Minister of the State for Planning Affairs.
2. Organizational structure
The Law No. 71 states that the Agency must be administered by the Board of
Directors and the Managing Director and fixes the composition of the former and the
powers of the latter.
The Board, chaired by the Minister of State for Planning Affairs, is made up of 21
members and meets at least once every month. Half of it is composed of deputy
ministers and the other half representatives of the private sector, civil organizations
and trade unions. The Board approves the final annual balance sheet after having being
audited by the Government Accounting Office.
The Managing Director manages the Agency and is responsible before the
Minister concerning the implementation of the operational plan prepared by the
Board of Directors. He is nominated by decision of the Prime Minister according to
minister proposal.
Four departments are directly responsible to the Managing Director: the Small and
Medium enterprises Department, the Public Works Department, the Training and
Community Development Department and the Administrative Affairs Department (see
figure 1).
The ACU has its headquarters in Damascus and implements its programs through
14 branches (one in each governorate): the Branch Director represents the Agency in
the governorate and leads the branch work team, the analysers and the engineers
follow up the investment activities in different fields and the Guidance Officer
oversees the project/loan evaluation and provides consulting to the beneficiaries. In
most governorates are then established a number of special committees to solve
specific problems related to the relationship between the beneficiaries and the local
communities.
At the Head Office level, has also been created the Scientific Advisory Council. It
comprises national and international experts in economic and development issues and
it aims to provide advice for better guidance of the Agency. Other units and personnel
under the Managing Director’s control are the IT unit, the Auditing Unit, the Resource
Planning and International Cooperation Unit and the Legal Advisor.
All the staff is mainly recruited via delegation from Public Departments, in addition to
subcontracting some national experts.
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Figure 1. ACU Organizational Chart

(Source: ACU)

3. Products offered
The ACU implements three main kinds of programmes: the Loan Programme, the
Public Works Project and the Training & Community Development Programme. These
programmes are not directly executed by the Agency: it acts as an umbrella agency
selecting existing Intermediary/guarantor Agencies (IAs) that are assigned to execute
the projects and reach the unemployed in rural areas. The Agricultural Bank is most
important of these Intermediary Agencies and in the loan program it becomes the
guarantor vs the ACU and charges half of the interests paid by the beneficiaries. The
rules regulating the relationship between the ACU and the Intermediary Agencies have
been fixed by Law.
Specifically, the Loan programme finances small individual projects through
Intermediary Agencies (the banks). The ACU lends to the IAs who onlend to the
clients. The Agency is entitled to recover all of its funds while the banks bear the
credit risks in return for a commission equal to half of the interests charged to the
beneficiaries. The programme consists of three kinds of loans and every kind is created
to satisfy different needs of different kinds of beneficiaries. The ceiling for the Family
(micro) loans is SP 100,000 (US$2,000), while the loan amount for the Small loans
ranges between 100,000 SP and 3 M SP (US$60,000). This ceiling can go up to 5
million SP (US$100,000) for the Expansion loans (Table 1). The first two kinds of
loans are for start-up activities while the Expansion loans target existing businesses
that need assistance to increase their production. All the loans are individual; the ACU
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is planning to introduce group-based loans but they didn’t implement them yet due to
legal problems.
Table 1. Loan types, amounts and interest rates
Loan type
Loan amount
1. Family (micro) loans
< 100,000 SP (US$ 2,000)
2. Small loans
100,000 SP – 3 M SP (US$ 60,000)
3. Expansion loans
3-5 million SP (US$ 100,000)

Interest rate
4%
5%
7%

(Source: ACU)

The Public works project has been established to set up the necessary
infrastructure in rural and desert areas through loans and grants while the Training
programme delivers several training courses. In addition to basic training programs,
ACU developed programs to help the youth, with no guarantees, establish small
business and social projects aimed at boosting women’s empowerment.
In this study we will focus on Family (micro) loans. When not specified we will
refer to these kind of loans tailored to the needs of poorer unemployed clients.
3.1 The Family (Micro) Loans
The services provided by the Agency can be classified as unemployment lending
programs, but the Family Loans program while targeting unemployed people owns
most of the characteristics of the programs implemented by the traditional
microfinance institutions. The program has nearly 23,000 borrowers, with an average
outstanding balance per borrower of 75,000 SP (US$1,500) and an average loan term
of 4 years.
Family loans target unemployed people whose families live on the poverty line in
rural and desert areas. With a ceiling of 100,000 SP (US$ 2,000) these loans finance
individual income-generating activities within the family area and the main activities
financed are animal husbandry and agricultural production.
As previously mentioned the activities financed are only start-ups. This last
requirement is intended in the belief that start-ups have a better impact on job creation
than the increase of existing activities. This can be true but needs to be considered that,
given the interest rate structure, serious problems of financial sustainability and risk
management should be underlined when dealing with brand-new microenterprises (the
issue is reported in the discussion points at the end of the case). In 2003 the ACU
disbursed 21,197 Family loans and created 26,496 new jobs.
3.1.1 Target clients
The ACU focuses on underdeveloped communities (and mostly on women), especially
in the areas where the population suffers more from a lack of basic services. As
already mentioned, even if the overall main task of the Agency is to reduce
unemployment, this kind of loan is designed to meet the needs of individuals and
families living in impoverished areas, especially in the desert and the countryside.
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The main criteria to be satisfied to become a new client of the ACU are the following:
1.
2.
3.
4.

The applicant must be between 20 and 50 years old;
The applicant’s permanent residence must be in the governorate of the project;
The applicant should have completed or be exempted from his military service;
The applicant should be a non-governmental worker and/or not receive social
security benefits;
5. The applicant or his/her partners should have sufficient experience in the area
of the project or their qualifications should be relevant to the nature of the
project;
6. The applicant must present a feasibility study.
To obtain a loan all these conditions are required; the ACU provides technical
assistance for different issues, in particular for the writing of the feasibility studies.
The percentage of women borrowers is 52%, in line with the average of the Middle
Eastern and North African region microfinance industry, and more than double
compared to the women percentage in the Small and Expansion loans. Furthermore 5
out of 7 borrowers interviewed run their business from their homes while the others
rent bigger buildings; sometimes this happens if the business becomes successful.
Hanan Abdul Rahman, a 32 years old woman living in rural Damascus, applied
for a Family loan 3 months ago, after having been aware of the ACU programs
from a television advertisement. She received 75,000 SP (US$ 1,500) and by
adding some of her own savings to this received amount she bought a cow and a
calf. She took the loan in her name because her husband, who is the person that
administers it, is a government employee.
The interest rate is 4% and, according to the ACU rules, she benefits from a 1
year grace period. During the grace Hanan doesn’t pay any instalments but the
bank deducted all of the interests due in the duration of the loan from the
nominal amount of the loan disbursed to her. This practice is against the rules but
it is very common and generally accepted among the clients. The collaterals are
the salaries of her husband and two of his friends.

3.1.2 Credit delivery process
The Family Loan program, like all the other ACU programmes, is implemented
through intermediaries such as governmental administrations, vocational institutes,
local branch offices or other public organizations but a key role is played by the
Governorate of Agriculture Extension Offices and the Agricultural Bank.
Through this program the ACU aims at addressing the credit needs of small
borrowers that without the assistance of the Agency couldn’t be able to obtain a loan
directly from the bank. The banking procedures are very complicated and without the
ACU program they would represent an insurmountable obstacle for this kind of
borrowers.
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The Governorate of Agriculture Extension Offices represents the link between the
farmers and the ACU, in addition to being the first of three main filters that the future
clients must overcome to obtain the loan. The second filter is represented by the ACU
itself while the last one is represented by the Agricultural Bank which has the branch
networks needed to reach the target population. Every Governorate of Agriculture
Extension Office gives the ACU 25 names (plus 10 extra) of farmers every year that,
according to them, are eligible for a loan. This represents the first step to receiving a
loan from the ACU. These offices are very small local institutions and know very well
who is in need, which kind of business can be successful and who are the people who
are unreliable with repayment. It is important to remember that the applicants can go
to these offices to ask for a loan but if there isn’t an Extension Office in the area (this
is the case of Damascus and Homs) they can go directly to the local ACU branch.
The ACU randomly choose 6 names and checks if the Extension office followed
all of the criteria correctly. If no mistakes occur, all of the 25 applicants are accepted
and the procedure progresses. Otherwise, even if there is something wrong with only
one application, all 25 are rejected. The Extension units make the first selection
because they have all of the property documents of all of the farmers but situations
where an officer lies about farmers in order to let him/her get the money without being
entitled want to be avoided. The 10 extra names are used to adjust the numbers of the
projects financed, which according to a new rule, must be exactly half agricultural and
half industrial.
The bank, the third and last filter, is entitled to the final approval of the loan.
Various documents are sent to the local bank branch which is different according to
the type of the project financed (see table 2).
Table 2. Projects types and banks
Type of the project
Agricultural
Industrial
Commercial
Service

Bank to deal with
The Agricultural Bank
The Industrial Bank
The National Savings Bank
The Public Credit Bank

(Source: ACU)

All of the banks belongs to the government. According to the type of project the
clients must deal with a different bank but in case there isn’t a branch of the relevant
bank in the region, the client will deal with the Agricultural Bank which is the biggest
and the most established bank in the country. If all of the criteria are satisfied the loan
is disbursed.
All of the clients interviewed except one complained about their relationship with
the bank. They underlined the difficulties in having to deal with the local branch,
complicated procedures and delays for the final approval. This is probably due to the
fact that while the ACU gives the money to be disbursed it doesn’t bear the credit risk,
the bank takes this risk and it probably operates by following the classical banking
approach.
After the disbursement of the loan, the client is visited on average 3 or 4 times:
two times by the bank and once by the ACU and the Extension Office. The ACU is
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also entitled to make random visits at every stage of the process and, if anything is
wrong, stop the disbursement of the loan or enforce an early repayment.
Abir Kassem Labis is a 29 year old housewife who applied for the Small Loans
project and received 200,000 SP (4,000 US$). This amount is higher than in
Family loans where the ceiling is 100,000 SP. The loan was disbursed in 3
instalments, the first of 100,000 SP, the second of 60,000 SP and the last of
40,000 SP. The interest rate is 5% and the bank deducted all of the interest due
from the first 100,000 SP disbursed. She received the last 40,000 SP after the
completion of all the administrative issues. She used the money to open her own
store: she bought goods, shelves and now she is able to buy a refrigerator for cold
drinks. The collaterals are the salary of her husband and two of his friends who
are all public sector employees.

The most important factors in the loan appraisal process are the satisfaction of the
criteria, the economic viability of the enterprise and the integrity of the borrower. The
feasibility study presented before the disbursement of the loan is a key point of the
chain.
3.1.3 Collaterals
The main collateral used for Family Loans are the salaries of government employees.
They are usually the salaries of other members of the family or friends and in case of
default, after all the legal papers have been issued, the money still due is automatically
deducted from the salary of the guarantor. The collateral is an essential element of the
loan and those who do not have someone who guarantees for them will not be able to
obtain the money.
Another difficulty and constraint is that the number of Public Sector employees in
impoverished areas are limited, and when two or three have to vouch for someone, the
number of employees will reduce and eventually finish in that area, which means no
more funding for people from a certain town. This problem has been reported from
several clients and has became an insurmountable obstacle in the Khabour region,
where the Family Loans projects had not been implemented at all due to a lack of
guarantors. This is a clear example of a failure of the collateral system used by the
ACU and it is even more important if we also take into account that 30 M SP (US$
600,000) of donations were available for that region. To solve this problem the ACU is
now studying a new scheme which will be based on group collateral to overcome this
obstacle. Assets like houses are not taken as collateral because the whole procedure
would be too expensive compared to the small amount of the loan. In addition to this
illegal houses are very common in rural areas and as a consequence the client doesn’t
have the property papers to use as collateral.
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ACU Branch Quneitra
Region: QUNEITRA
Year of establishment: 2002 July
Staff: 10
Clients: 526 (for Family Loans)
Quneitra is one of the poorest regions in the country situated on the Israeli
border. The unemployment rate is 23% (Annex 2), the highest in the country
where the average is 11.7% (according to the ACU figures). In the region there
are 10 Governorate of Agriculture Extension Offices and the Agricultural and the
Industrial Bank have 1 branch each.
The assessment of the conditions of the clients is made mainly from assessing
their assets, the conditions of the houses and the number of people living inside
it. They work in a very small society and so they know which project could work
and which is likely to be unsuccessful. Once a loan is approved they visit the
clients an average of 2-3 times before the disbursement of the money in order to
double-check that all of the requirements are satisfied. These controls aim to stop
the procedure at any stage if anything is found to be wrong.
The major problem that the ACU is starting to also face in this region is the lack
of guarantors (government employees) and problems concerning the relationship
between the clients and the local branches of the Agricultural Bank have also
been reported by most of the clients interviewed.

3.1.4 Interest rate structure and repayment schedule
The ACU lends the loan funds to the Agricultural Bank (or to the other public sector
banks) while these banks onlend at 4% and take the credit risk. The instalments are
due every 6 months and the standard duration is 4 years with a grace period of one
year where no principal but only the interest is due.
The timely repayment is an essential condition. If a client does not repay the
instalments the bank, after a first warning, waits for 10 days and then gives the papers
to the local legal authority. After 10 more days they start to recover the money from
the people who guaranteed for the client. This is a situation that sometimes happens
but clients in arrears are usually helped by the other community members or relatives.
Another situation where the bank can ask the client to repay all of the loan before
the settled schedule is the misuse of the money received. If the bank discover that the
money has not been properly used the client is forced to repay the total loan within 1
month at the interest rate of 9%. This last condition has been introduced to reduce the
cases where the money is used for consumption and not for production. To avoid the
same problem other successful experiments like the provision of assets like cows or
seeds instead of money have been tried in different branches.
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Nasra al-Baida, a widow from the Quneitra region who has 2 sons and 2
daughters, received her first Family loan in September 2003. She used the money
to buy 3 sewing machines but she had to source more money to the amount
received of 90,000 SP (US$ 1,800). Following the common practise of the
Agricultural Bank of deducting all the interests due before the disbursement of
the loan, she received only 84,000 SP. The duration of the loan is 5 years.
She is the only client interviewed who reported a good service provided by the
bank. Moreover she participated in a fair organized by the ACU in Damascus and
she found a lot of new customers there: this service has been highly appreciated
by her.
She is planning to expand her business because the demand for her products has
increased and she intends to apply for a new loan.

4. Training
The ACU has three different training levels where the first is reserved to its own staff
and focuses on internal regulation, projects and administrative approach. The second
level is for intermediary and sponsoring agencies while the third concerns new
beneficiaries of the ACU and aims at assisting them in choosing the appropriate
project and conducting feasibility studies if necessary.
Training sessions for the clients of the small and medium loans are delivered
through 32 training centers from the private sector. The Family Loans clients receive a
3-day training session at the Agricultural Extension Offices level mainly about the
procedures adopted by the ACU and the banks. Technical support in the form of
special training courses for applicants in specific domains as well as for those who are
facing operational or repayment difficulties are also provided.
The lack of basic training structures at the Agricultural Extension Offices level
could mean that this training procedure is probably just a formality even if the
management is really committed to further develop this key field. The interviews
conducted with the clients confirmed this impression in most of the cases.
The ACU also started a new program to help beneficiaries in facilitating marketing
through the participation in trade fairs.
5. Financial resources and allocation
The financial resources of the Agency come from two main sources: the Syrian
Government and foreign donations or credits from Arab and International
Development Institutions and organizations such as the AGFund and the UN
Development Program.
In its establishment decree, the government authorized the ACU to mobilize up to
SP 50 billion (1 billion US$) to finance all of the projects in the period 2002-2006.
The plan of annual spending has then been ratified by the Prime Minister in 2002 and
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it shows, after an initial spending of about 4 billion SP in 2002, an average of 11
billion per year for the period 2003-2006.
The biggest ACU programme, as for allocated financial resources, is the Small
Loan Programme (which also includes the Family-micro loans) with 70% of the total
resources while the Public Works Project is implemented using 20% of the ACU total
investments. The Training Programme absorbs the remaining 10% (see table 3).
Table 3. Financing scheme years 2002-2006
Program
Total
% of total investments

Small projects

Public Works

Training

Total

35,000 M SP
(700 M US$)

10,000 M SP
(200 M US$)

5,000 M SP
(100 M US$)

50,000 M SP
(1,000 M US$)

70%

20%

10%

100%

(Source: ACU)

6. Outreach
The ACU does not have a priority to reach the poor and the very poor. The level of
poverty is not the main criterion used to choose the clients eligible for the loans,
because the Agency does not fight poverty, but unemployment. Therefore it does not
have the tools, methods or studies to locate the poor. Priority is then given to women
who are the main source of support for their families, and to the handicapped who are
capable of doing business. We have also faced serious problems to obtain any kind of
data about the income level of the clients: the ACU officers reported that officially the
Government states that there is not poverty in Syria. Further important information
that couldn’t be collected was the illiteracy rate among clients.
Despite these limitations crucial outreach data is available. The percentage of
women borrowers is equal, for the Family Loans, to 52% while 98% of the clients live
in rural areas and all of them started a new microenterprise. The percentage of women
borrowers is higher than in the other kinds of loans (small and medium) where it drops
to 20%. In Family Loans the projects financed are smaller and the most financed
activity is animal husbandry, a typical women occupation. In addition to this, in many
cases the husband is a government employee and he takes the loan in the name of his
wife to overcome the ACU rule that does not allow him to be the beneficiary of the
program that fights unemployment.
Conclusion
We strongly believe that Case Studies are an important vehicle for better
understanding real-world example of MFIs management and organizational issues.
This case, while analysing the structure of a state-owned institution, underlines the
feelings that we perceived from our field work, especially from the institution’s
clients. The difficult relations between them and the banks, the women who are often
the formal clients but cannot control the loan money and the real implementation of
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the program are just some examples of data collected directly from the final
beneficiaries.
The ACU Family Loans program is the most important microfinance program in
Syria. The sector is still young but despite its short experience it is growing rapidly
and the main challenge it has to face for the future is the relationship between these
government-subsidized programmes and sustainable market-driven projects. There is a
wide potential market and the unmet demand for financial services among poor
households represents the main shortfall in the country’s industry. The experience
gained by the leading institution will be crucial to better deal with these financial and
market gap issues.
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Discussion Points
With this Case Study we have drawn a detailed overview of the Agency for Combating
Unemployment, a state-owned institution that implements the most important
microcredit programme in Syria.
This section underlines several matters that we consider as crucial in the organization:
some are “weak points” that should be improved, others are meant to stimulate
discussions. It is also possible to compare them with similar problems in other MFIs.
They are all drawn from our research and field work, but the most interesting issues
arose from the clients’ interviews.
The Family Loans only finance start-ups. Start-ups are probably more risky and
involve more operational costs for the bank than existing activities. The interest
rate charged (4%) seems not to be sufficient to cover cost of funds, operational
costs and loan losses. Do you think that this scenario, in addition to the government
subsidized nature of the program, could endanger the development of other
microfinance institutions in Syria?
Assets instead of money. There have been examples of provision of assets or raw
materials required by the activity instead of money in order to prevent misuse of
funds, often diverted to consumption needs. What are the possible shortfalls and
advantages of this option?
Failures of the system. There are some issues that could be considered as failures
of the system and two of them are the relationship between the clients and the
bank, which has been reported by almost all of the clients interviewed to be very
difficult, and the system of collateral. In the region of Khabour a lack of public
sector employees and the inability to use houses as collateral due to the lack of
legal papers has led to under-usage of the funds allocated. Discuss.
Role of the Agricultural Extension Offices. Since the Agricultural Extension
Offices are the ones who choose the clients, a problem related to personal
connections, and bias, could lead to choosing unsuitable clients where more
reliable ones do not have a chance. Discuss the best trade-off of using institutions
very well established locally, with huge advantages in term of efficiency, and the
management of the problems mentioned above.
Gender-based impact. The clients are often women but the “real” clients are their
husbands that are not eligible for the loan as they are public sector employees.
Discuss.
Training. Training seems to be only a formality and in same cases an additional
financial burden for the institution (ACU has contracts with 32 training centers).
The main training centres are located in the main cities and the courses delivered
through the Agriculture Extension Offices seem to be inadequate. Many MFIs
stopped to provide training together with credit due to sustainability problems with
the programs. Discuss the pros and cons of providing training together with
financial services.
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Annex 1:LAW No 71 COMBATING UNEMPLOYMENT
Then President of the Syrian Arab Republic In compliance with the provisions of the
constitution And in accordance with the People Assembly resolution passed at his
meeting on 10 /9/1422 H and 25 / 11 / 2001 Issues the following law
Section One
Definitions
Article 1
the terms and expression appearing in this law shall have the meanings given to them
here under.
• Program: The National Program for Combating Unemployment.
• Agency: the Public Agency for Implementing National Program for Combating the
Unemployment.
• Board: The Board of Directors of the Agency.
• Minister : The Minister of the State for Planning Affairs
• Managing Director : The Managing Director of the Agency
Section Two
Establishing the Agency
Article 2 The Public Agency for Combating Unemployment is here by created. The
Agency shall have juristic personality and financial and administrative autonomous
status, and shall be attached to the Minister of the State for Planning Affairs. The head
office the agency shall be in Damascus, and the Agency has the right to open branch
offices in the governorates ( al – mohafazat )
Article 3
The period of this Program is five years subject for renewal by decision of the Prime
Minister at a proposal by the Minister
Section three
Objectives and Activities
Article 4
The Program aims at fulfilling the following objectives within the scope of the general
plan of the state.
a) Studying, financing and implementing a group of productive and services activities
which generate income and employment opportunities, finding out new fields of work
and production, diversifying the structures of the economy and absorbing existed
unemployed labor force and the new entrants into the labor market for the first time .
b) The Program activities include productive and services projects implemented at the
level of governorates in general, and rural and remote areas, in particular as following :
1) Small and medium agricultural and industrial productive projects
2) Handmade and mechanical industries, especially the traditional industries prevailing
in rural areas.
3) Tourist services projects especially those located around archaeological areas and
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highways roads.
4) Projects which meet the specific requirements of each governorates.
5) Projects of reorganization and buildings related cooperative housing and developing
the random housing areas.
6) Projects which improve the environmental conditions.
7) Training qualifying and rehabilitation programs for individuals may be affected by
modern techniques, the technology of information and telecom actions.
8) Projects in favor of young woman and men.
9) Contribution in combating unemployment, especially in rural and desert areas by
allocating 20% of the program revenues as grants to be given to the project fulfilling
that objective
10) Encouraging sectors which have been financed or subsidized to raise its
competitive and exporting capacities.
11) Contributing in financing training and transforming training programs.
12) Any other project ( within the scope of the programs objectives deem necessary to
the agency
Section Four
Article 5
5-1 Funding of the Program is composed of the following sources:
a) Syrian government grants to be allocated yearly in the state budget for specific
projects.
b) Grants and loans and other from Arab, international, and regional organizations.
These funds shall be deposited in special account under the name of the Agency.
c) Soft loans in favor of the beneficiaries of the program may by obtained from the
banks.
5-2
a) The Agency will open special account in the Central Bank of Syria in which the
agency deposits the yearly government allocations to the benefit of agency projects.
The Agency shall open as well another special account in which it deposit proceeds
from external loans and grants.
b) Those two accounts could be operated by signature of the minister, or an officer
Authorized by him accordingly, and within the limits of delegation, along with the
signature of the financial director or delegated financial officer jointly.
Article 6
The Agency shall prepare yearly budget for its projects in which the estimated
revenues and allocations appear. This budged shall be approved by the Cabinet and be
issued by order of the Prime Minister.
Article 7
The funds of this Agency are subject to the provisions of this law as will as the
provisions of other regulations concerning public funds of this Program and subject to
the control of the government Accounting Office of financial control and auditing
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Article 8
The agency shall be administered by:
1) Board of Directors
2) Managing Director
The Board of Directors is composed of the following members:
1) Ministries of the State for Planning Affairs chairman
2) Deputy Minister of the State for Planning Affairs vice chairman
3) Deputy Minister of Finance member
4) Deputy Minister of Agriculture and Agrarian Reform member
5) Deputy Minister of Local Administration member
6) Deputy Minister of Tourism member
7) Deputy Minister of Education member
8) Deputy Minister of Higher Education member
9) Deputy Minister of state for council of ministers affairs member
10) Deputy Minister of Labor and Social Affairs member
11) Deputy Minister of State for Technological Affairs member
12) Deputy Minister of Industry member
13) Representative of Engineers Federation member
14) Representative of Workers Trade Union member
15) Representative of General Federation of Farmers member
16) Representative of Syrian Chambers of Commerce member
17) Representative of General Federation of Handcrafts member
18) Representative of Damascus Chamber of Industry member
19) Representative of Aleppo Chamber of Industry member
20) Representative of Syrian Youth Federation member
21) Managing Director of the Agency member and rapporteur
Appointments of representative of the ministries will be nominated by competent
minister, while representative of institutions, federation and chambers shall be
nominated by their general directors and presidents.
Article 10
1 - The Board of Directors shall be chaired by the Minister of State for Planning
Affairs, the Bard shall meet at least once every month, the managing director of the
agency shall attend the meeting but without voting right. The meeting will be
considered legal if it is attended by at least two third of the members. The Minister
shall appoint secretary for the Board
2 - the Board shall discuss the annul operation plan of the program which has to be
approved by majority of votes, the Board will study follow up reports, discuss projects
annual balance sheets, and approve them. The Board shall approve as well the final
annual balance sheet after being audited and checked by government Accounting
Office which have the authority to oversee and direct the program following up and
accountancy.
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Article 11
A) The posts in the agency shall be staffed through transfer from various ministers and
public administration without regard the maximum period of the delegation provided
for in the main law for state employees.
B) The Agency is authorized to sign work contracts with some experts and specialists
whose qualifications and experiences are well considered to fill some positions in the
agency for limited period. Salaries, wages and remuneration shall be specified in the
contract without regard to maximum wage ceilings. These contracts have to approved
by the prime minister.
Article 12
1- The Managing Director of the Agency shall be appointed by a decision of the Prime
Minister according to minister proposal.
2- The Deputy Managing Director and the heads of the departments shall be appointed
by Minister.
3- The Board of Directors shall prepare annual plan of operations to be presented and
approved by the Cabinet.
4- The authority of the Managing Director and of his deputy and heads of departments
shall be specified in the administrative regulations. The Managing Director will
manage the Agency affairs and will be responsible before the Minister with regard to
the implementation of operation plan.
Article 13
The Board Directors shall work out the following agency systems and regulations
without need to comply with any effective government regulations and provisions:
- Financial regulations
- Grants and loans regulations
- Procurement regulations
- Operation systems All the above regulations shall be issued by decree of the Prime
Minister.
Section Six
Projects
Article 14
A- The projects to be implemented within the year period well be specified by decree
of the Prime Minister, according to the Board of Directors proposal and in regard to
the allocations of the budget and in the light of studies effected to these project
B- The Agency agreement with the concerned banks and in accordance with
conditions and provision agreed upon with the banks facilities shall be extended to
beneficiaries to enable the banks extending loans to them directly for implementing
their own project in compliance with the aims with the program and in order to combat
the unemployment problem and increase the income of families and individuals. The
priority shall be given to the project which offer substantial employment opportunities
or to the projects established in rural and desert areas.
C- The Agency may grant to some individuals percentage of project value and costs as
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a grant by approval of the board. The percentage of grant well be specified in the grant
decision provided that beneficiary has obtained a loan equals the rest of project value.
The loan obtained shall be settled in accordance with the provisions of this law. The
grants and loans regulations shall specify the cases and conditions where subsidies and
grants to be offered the regulation shall specify as well the cases and conditions of
loans granting and the system of loans settlement and interest
D- The Board may increase the percentage of subsidies and grants to the traditional
hand craft projects in rural areas and projects allocated to woman and young men as
well .
E- The board shall work out a system to oversee the following up of the
implementation of the project within the period specified to the same .the competent
departments have to follow up the progress of implementation for each project and
report the results in monthly report presented to managing director .
F- The Board may cancel and take back the loans as well as the grant and subsides if
any and take all necessary legal measures against the beneficiary incase the delay
period of implementation of the project exceed six months , unless the Board decided
to extend the period of implementation for additional six month
Section Seven
Evaluation and Monitoring
Article 15
The activities of the program shall be evaluated annually on two levels:
A- Internal evaluation will be effected throw biannual report by the agency and
presented to the minister who shall report to the council on the results of evaluations.
B- External evaluation will be effected by a local team of experts and representatives
of financing agencies and subsidy and grants donors’ in addition two representatives of
UNDP. The results of evaluation will be presented to the Minister who shall after
checking and studying, report the council on the results of evaluation, a copy of report
shall be delivered to the donor countries and organizations.
C- The Minister shall deliver as well, yearly report on the results achieved by the
program in the light of internal and external evaluation reports
Article 16
At the end of the specified period of the Program, liquidation and finial balance sheet
shall be effected by the board and audited accordingly.
Article 17
The ownership of the projects which have been financed by public funds at the account
of public institutions shall be assigned to one of those institutions by decision of the
Prime Minister.
Article 18
Upon termination of the Agency, the remaining fund shall be transferred to the state
budged or to one of public administrations to be a specified by a decision of the Prime
Minister.
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Article 19
Projects have already benefited from subsidies or loans will be left to the ownership of
their owners.
General Provisions
Article 20
a) Each member of the Board shall be allowed remuneration on each session to be
specified by decision of the Prime Minister. The remuneration is not subject to
effective laws and regulations.
b) The Minister may award agency staff and the assistants required by the agency
monthly remunerations in proportion with extended assistants and efforts paid not
exceeding 100 % of the monthly salaries effective at the date of issuance of legislative
decree No (1) of 1990. Those remunerations are not subject to maximum ceilings
provided for in the effective laws and regulations
Article 21
The Minister is the authorized person of expenditures and settlement of financial
matters. He may delegate some of his authorities in this respect to whom he may
appoint within the limits and conditions specified by the financial regulations, wholly
or partly
Article 22
The Managing Director represents the Agency at the courts of justice and others and
he may nominate whom he delegates for this job
Article 23
The fiscal year of the agency is the fiscal year of the state
Article 24
The contracts and transactions effected by the agency are exempted from taxes and
fees including stamps duties, meanwhile the contractors and traders trading with the
agency shall be subjected to effective taxes and fees provided for in laws and
regulations.
Article 25
The Prime Minister shall issue according to proposal of the Minister and within the
scope of provisions of this law decision specifying the fields of the activities of the
agency and financing system and priority of projects.
Article 26
This law shall be published in the official gazette
President of the Republic
Bashar AL- Assad
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Annex 2: Unemployment by governorate

Governorate

Workforce

Damascus

Indicator
No of jobless

Unemployment rate

498,119

49,981

10%

Rural Damascus

647,244

45,307

7%

Homs

436,721

67,997

15.6%

Hama

437,255

45,822

10.5%

Tartous

250,848

46,187

18.4%

Latakia

337,078

65,155

19.3%

Idleb

367,189

25,703

7%

Aleppo

977,021

77,117

7.9%

Raqqa

172,980

12,109

7%

Deir-Ezzour

274,715

19,230

7%

Hasaka

351,471

76,437

21.7%

Sweida

94,331

19,855

21%

Daraa

161,094

32,037

19.9%

Quneitra

14,039

3,223

23%

Total

5,060,105

586,160

11,7%

(Source: Agency for Combating Unemployment, Annual Report 2003)

564

Author Index

Abukarsh, Sharif

361

Abuznaid, Samir

379

Al-Fayoumi, Nedal

511

Amahroq, Faiza

277

Assrawi, Fadi

453

Azelmad, El Mustapha

249

Belgaroui, Mohamed Hadji

397

Bouri, Abdelfatteh

397

Damilano, Marina

323

Driouchi, Ahmed

249, 277

Elia, Marco

545

Gallifa, Angela

421, 487

Garbero, Alberto

127, 207

Ghrayeb, Issa

343

Isaia, Eleonora

301, 465, 523

Kattan, Fadi

343

565

566

Mubarak Hashem, Abdel Raheem

97

Nabil Baz, Ghada

97

Ramadan, Reem

545

Segrado, Chiara

167, 189

Susaeta, Lourdes

421, 487

Vadalà, Sebastian

477

Zouag, Nada

277

This manual uses a practical approach to microfinance integrating theory
and case studies drawn from microfinance institutions (MFIs) in the Arab
countries. It is written for undergraduate and postgraduate curricula of
business schools and faculties of Economics and Social Sciences as well
as for microfinance practitioners around the world.
Part one is the theoretical component of this training support.
Session 1 and 2 are an introduction to the world of microfinance and to the
two approaches that still divide this industry: the institutionist and the
welfarist approach. Sessions 3 and 4 cover in detail the products offered
by microfinance institutions and the methodologies used to deliver them.
Sessions from 5 to 7 present the microcredit interest rates practices, arrears
and defaults and the financial analysis of MFIs through the calculation of
the ad hoc indicators of operational and financial self sufficiency. The last
session is dedicated to the guidelines to write a microfinance case study.
The second part is a collection of 21 case studies of MFIs from seven Arab
countries. The cases cover a wide variety of types of institutions and
approaches to microfinance, from state-owned microfinance institutions
to NGOs and commercial banks. Each case focuses on different aspects
and reflects a different strategy of approaching microcredit and
microfinance: specific topics, such as Islamic microfinance and women’s
empowerment through microcredit, are also covered.
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