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Preface

T
his report analyzes microfinance in the

Middle East and North Africa and

makes recommendations to improve

current practices and narrow the gap between

demand and supply. The main source of infor-

mation was a comprehensive survey—the first

of its kind—of 60 microfinance programs in

the region. (These 60 programs represent

about 90 percent of the region’s microfinance

activity.) If funding is available, the database

generated by this survey will be updated reg-

ularly. Over time this database will allow the

assessment of microfinance industry trends

and financial indicators specific to the region. 

Other information was derived from inter-

nal World Bank reports (including staff

appraisal reports and back-to-office reports

and memorandums), a variety of external

sources (including the microfinance organi-

zations themselves), and interviews with task

managers and Bank staff involved in micro-

finance. 

The countries covered in detail are

Egypt, Jordan, Lebanon, Morocco, Tunisia,

the West Bank and Gaza, and Yemen. (Data

for Tunisia should be interpreted with cau-

tion, however, as they may be unreliable.) In

some cases—especially when discussing the

need for microfinance and the financing

gap—Algeria, Iran, and Syria are also

included. 

Although many microfinance programs

cover both microenterprises and small

enterprises, the survey included only the

microenterprise components of these

programs.
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Providing financial
services to the
entrepreneurial
poor increases
household
income, reduces
unemployment,
and creates
demand for other
goods and
services
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Executive Summary

M
icrofinance is a powerful devel-

opment tool—one that can reach

the poor, raise their living stan-

dards, create jobs, and contribute to economic

growth. Yet of 60 microfinance programs sur-

veyed in the Middle East and North Africa,

only 10 have achieved or are close to achiev-

ing full sustainability. At least $1.4 billion is

needed to reach the region’s (conservatively

estimated) 4.5 million entrepreneurial poor

who require microfinance. Developing the

microfinance industry in the Middle East and

North Africa will require building local capac-

ity, increasing the efficiency and sustainabil-

ity of microfinance programs, and engaging

the formal financial sector.

What is microfinance and why is it
important?

Microfinance programs provide financial ser-

vices—such as credit, deposit, and savings

services—to the entrepreneurial poor that are

tailored to their needs. Good microfinance

programs are characterized by:

• Small, usually short-term loans, and

secure savings products.

• Streamlined, simple borrower and invest-

ment appraisal.

• Alternative approaches to collateral.

• Quick disbursement of repeat loans after

timely repayment.

• Above-market interest rates to cover the

high transactions costs inherent in

microfinance.

• High repayment rates.

• Convenient location and timing of

services. 

There are many types of microenterpris-

es. At one end of the spectrum is, for exam-

ple, the woman who sells vegetables. She

operates her microenterprise for just a few

hours a day because she has other responsi-

bilities, such as taking care of her children.

At the other end of the spectrum is the small

enterprise that employs several workers. 

Though microenterprises create jobs and

contribute to GDP, they are often constrained

by lack of access to financial services.

Providing financial services to the entrepre-

neurial poor increases household income,

reduces unemployment, and creates demand

for other goods and services—especially

nutrition, education, and health services. 

Microfinance best practice

Experience worldwide has shown that the

poor are bankable and willing to pay a pre-

mium for quick, reliable, and convenient

financial services. Successful microfinance

institutions have also demonstrated that,

when managed in a business-like manner,

banking with the poor can be profitable and

sustainable. Several principles guide micro-

finance best practice.

Covering costs

To become sustainable, microfinance insti-

tutions—whether credit unions, cooperatives,

nongovernmental organizations (NGOs), or

banks—need to cover their costs of lending.

If microlending costs are not covered, the

institution’s capital will be depleted and the

continued access of microenterprises to finan-
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cial services—and even the existence of the

microfinance institution—will be in jeopardy.

Avoiding subsidies

Microentrepreneurs do not need subsidies or

grants—but they do require rapid and con-

tinued access to financial services. Besides,

microlenders cannot afford to subsidize bor-

rowers. Subsidies imply that government or

donor funds are a form of charity, which dis-

courages borrowers from repaying.

Moreover, microfinance institutions have

learned that they cannot depend on gov-

ernments and donors as reliable, long-term

sources of subsidized funding.

Promoting outreach and demand-driven
service delivery

Successful microfinance institutions increase

access to financial services for growing num-

bers of low-income clients, offering them

quick and simple savings and loan services.

Loans are often short term, and new loans are

based on timely repayments. Loans are based

on borrowers’ cash flow and character

rather than their assets and documents, and

alternative forms of collateral (such as peer

pressure) are used to motivate repayment. 

Maintaining a clear focus

It takes time and commitment to build a sus-

tainable microfinance program. Thus mixing

the delivery of microfinance services with, for

example, the provision of social services and

technical services is inadvisable because it

sends conflicting signals to clients and pro-

gram staff. 

Microfinance in the Middle East
and North Africa 

The Middle East and North Africa contain

more than 60 million poor people—defined

as those living on less than $2 a day—of

which just 112,000 have access to financial

services. At the very minimum, 4.5 million

more poor people require access to financial

services. These potential borrowers need at

least $1.4 billion in microloans; today the

region has less than $95 million in out-

standing microloans. This large financing gap

does not include the additional funding need-

ed to build sustainable microfinance insti-

tutions and increase outreach. 

More than 60 microfinance programs are

active in the Middle East and North Africa.

Most are run by NGOs and quasi-

governmental organizations, including state-

owned banks operating under government

pressure and serving merely as windows for

credit delivery. Only one private bank in the

region is engaged in microfinance. 

Egypt contains 66 percent of the region’s

active borrowers. But its outreach gap—that

is, the share of potential borrowers not being

served—of 95 percent is among the highest

in the region. In other words, Egypt is serv-

ing 5 percent of market needs. The West

Bank and Gaza, by contrast, has tapped 23

percent of the market, leaving an outreach

gap of 77 percent.

Less than 40 percent of the region’s active

borrowers are women, though there are large

differences between countries and pro-

grams. Programs such as Save the Children

target women exclusively, while programs

that target both men and women tend to

reach mainly male borrowers. Across the

region, less than 15 percent of microfinance

goes to rural areas, though there are sharp

differences among countries. In Tunisia and

Yemen microfinance is predominantly rural;

in Egypt, Jordan, and Lebanon it is mainly

urban. Most programs, however, serve

high-density areas. Group lending is the dom-

inant lending methodology in the region.

There is a correlation between the aver-

age loan size and the depth of poverty of the

groups targeted. Only the poor and poorest

will bother to take very small loans, incur the

transactions costs associated with such

loans (such as participating in group meet-

ings), and pay high interest rates. A com-

parison of average loan size, GDP per capita,

and income poverty lines reveals that

Microfinance
institutions have

learned that they
cannot depend

on governments
and donors

as reliable, long-
term sources
of subsidized

funding



Morocco and the West Bank and Gaza have

the deepest outreach—that is, they reach the

poorest borrowers. This result is not sur-

prising given that most of the active bor-

rowers in these countries are women.

Most programs in the region lack basic

information on their performance. They do

not know, for example, the number of active

borrowers or the outstanding loan portfolio.

Even more programs do not know the qual-

ity of their loan portfolio (as measured in

terms of arrears and portfolio at risk). Most

also do not know their operational and finan-

cial costs of making and managing loans. 

The sustainability of microfinance
in the Middle East and North Africa 

Of the 60 microfinance programs studied in

detail, 2 are fully sustainable and 8 are on the

road to sustainability. The “sustainability per-

formance box” provides an analytical frame-

work for evaluating the performance of a

microfinance program based on outreach

(number of active borrowers) and operational

cost recovery (see figure). Programs that do

not cover 100 percent of their operational

costs will remain dependent on donor or gov-

ernment subsidies to maintain their current

activity level. A drop in subsidies would auto-

matically deplete loan capital and cause a loss

of borrowers. Programs that cover more than

100 percent of their operational costs do not

depend on donors to cover operational costs

but do require funds for onlending. Programs

that cover their operational costs and finan-

cial costs (measured as imputed costs of cap-

ital) are financially or fully sustainable.

Sustainability cannot be achieved without

some minimum level of outreach. Only when

a microfinance institution has a certain num-

ber of borrowers can it reap economies of

scale, which enable it to lower costs. Several

small countries in the Middle East and North

Africa have limited markets and face a chal-

lenge in building sustainable programs.

Programs in the region that are already or

nearly sustainable indicate that at least

5,000–10,000 borrowers are needed.

Many programs in the region may

never become sustainable. Fifty-five pro-

grams have not yet achieved minimum out-

reach and do not cover 100 percent of their

operational costs. Of these “small depen-

dents,” 10 are very young programs that

started with an explicit objective to become

fully sustainable. They are developing

their capacity to deliver microfinance ser-

vices before expanding. Fewer than 20 of

the 45 remaining programs may opt for sus-

Many 
programs 
in the region
may never
become
sustainable
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The sustainability performance box

Operational cost recovery (percent)
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tainability and—with sufficient exposure to

best practices—move up the learning curve

while increasing scale. 

“Large dependents” have achieved sig-

nificant outreach but do not cover their oper-

ational costs. Often government programs or

quasi-government development funds, they

are usually inefficient and charge subsidized

interest rates. Given their success in reach-

ing a large number of borrowers, suboptimal

but “working” management systems, and

vested (political) interests, it is difficult to

reorient these programs toward full efficiency

and cost recovery. 

“Small capables” are programs that are

designed to achieve sustainability but that

have not yet reached sufficient scale.

Microfinance programs need time to exper-

iment with loan products, get to know the

target group, and develop systems and pro-

cedures before pursuing rapid growth.

Examples of emerging (but not yet fully)

small capables include the Save the Children

programs in Jordan, Lebanon, and the West

Bank and Gaza, and the United Nations

Relief and Works Agency program in Gaza. 

The two “large capables”—the Alexandria

Business Association and the National Bank

for Development, both in Egypt—are star

performers. They cover their operational and

financial costs while making a profit that is

reinvested in the program. The Alexandria

Business Association’s immediate challenge

is its transition into a formal financial

intermediary. The National Bank for

Development’s challenge is to expand its pro-

gram nationwide across all branches. 

What next?

More and better microfinance providers are

needed to fill the region’s enormous outreach

gap. The 60 programs studied would have to

increase their number of active borrowers by

more than 40 times to provide services to 4.5

million people. Given that it took them an

average of five years to get where they are

now—serving 112,000 active clients—it is

unrealistic to expect these programs to meet

the large unmet demand. 

Microfinance could be provided by NGOs

or, preferably, microfinance institutions with

legal status as nondeposit-taking financial

institutions. However, it took the region’s two

most successful microfinance institutions

about six years and $20 million to amass

35,000 borrowers. Expanding an NGO or

microfinance institution is expensive because

tens if not hundreds of new branch offices

must be set up to meet the demand. 

Thus, to fill the outreach gap and the $1.4

billion financing gap in a timely manner, the

formal financial sector should become more

active in delivering microfinance services.

The outreach potential of formal financial

institutions is perhaps many times that of

NGOs and microfinance institutions, because

formal institutions have extensive branch net-

works. In Egypt, for example, banks have

more than 2,200 branch offices, and in

Morocco they have more than 1,300. The

$1.4 billion financing gap represents less than

0.5 percent of total assets of the banks in the

region, and less than 1 percent of their total

lending. 

Today only one bank in the region is

actively engaged in best-practice microfi-

nance (Egypt’s National Bank for

Development), and one NGO is trans-

forming itself into a formal financial insti-

tution (Egypt’s Alexandria Business

Association). The outreach potential of the

region’s banks has been neglected by both

donors and governments. The only reason

a bank should engage in microfinance is

because it could be profitable. Emerging best

practice from around the world has shown

that microfinance can be a profitable and

appropriate niche for banks—especially

those that are active in retail banking or con-

sumer lending. Promising initiatives include

those in the West Bank and Gaza and in

Lebanon. For the sake of the poor, such

efforts must increase.

The formal
financial sector
should become

more active
in delivering
microfinance

services

4 MAKING MICROFINANCE WORK IN THE MIDDLE EAST AND NORTH AFRICA



Microenterprise
activities are
productive
investments
that generate
income for poor
people and their
households
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The Importance of Microfinance

W
orldwide, microfinance has been

recognized as a powerful tool for

alleviating poverty, raising living

standards, creating jobs, and boosting eco-

nomic growth. But because microfinance is

relatively new, there is much confusion about

its role in development. Understanding the

basic features and potential benefits of micro-

finance is essential to extending its reach in

the Middle East and North Africa.

What are microenterprises and
who are microentrepreneurs?

Donors, policymakers, and practitioners

often use conflicting terminology when defin-

ing microenterprises, especially relative to

small enterprises.1 There is, however, no

clear-cut distinction between microenter-

prises and small enterprises. The formal def-

inition used by the World Bank and the U.S.

Agency for International Development—

microenterprises have fewer than 10 employ-

ees and small enterprises have 10–50

employees—does not contribute to a better

understanding of these businesses and the dif-

ferences between them. Although the dis-

tinctions between the two types of businesses

are fluid, the key difference is the interde-

pendency between the household economy

and the business activity.

In a microenterprise the household econ-

omy cannot be separated from the business

activity: the household’s economic decisions

affect the microenterprise, and the microen-

terprise’s economic decisions affect the

household. In a small enterprise the house-

hold economy and the business activity are

less entwined. A small enterprise may

employ some outside workers and may have

a rudimentary accounting system separate

from the household budget. The household

of a small enterprise owner often has

achieved economic viability and security,

allowing it to invest in or diversify business

activity. Small enterprise owners may not be

poor. Other differences between microen-

terprises and small enterprises are described

in table 1. Note that the box does not men-

tion number of employees—depending on the

influence of the household economy on deci-

sions affecting the business, an enterprise

with, say, three workers can be small or micro. 

Microenterprise activities are productive

investments that generate income for poor

people and their households. These activities

are inextricably linked to the household’s

hierarchy of economic goals, which generally

seek to increase security over time and across

generations. The primary goal is economic

viability, or the ability to meet the basic needs

of household members, including food, shel-

ter, and clothing. The second goal is eco-

nomic security, or the ability to protect

household assets and income from unpre-

dictable forces or actions, natural or human.

The third goal is longer-term economic secu-

rity and a higher standard of living that will

be sustained to the next generation.

Households try to minimize the risk of los-

ing the economic security already achieved,

and higher-level goals are pursued only when

lower-level goals have been met.

For the poor, household viability and secu-

rity are a primary concern that cannot be

taken for granted. Microenterprises and



other productive activities are both a means

through which the poor subsist and a means

to gain a slight economic foothold (by accu-

mulating assets) to put them one step ahead

of the next crisis. Both functions are tied to

poverty alleviation. 

Microenterprises exist within a larger port-

folio of household economic activities.

Decisions about microenterprises—whether

made jointly or individually by household

members—can be understood more clearly

when considered relative to tradeoffs within

the overall household economy. Tradeoffs are

important because microenterprises depend to

varying degrees on their households for cap-

ital, labor, and other inputs. An example is a

household’s decision to use accumulated assets

to send a child to school or to buy a cart to

transport vegetables to the market.

Households will not take risks that

endanger their basic viability and security.

The availability of surplus resources is

directly associated with the household’s level

of economic security and is key to under-

standing how households move to higher lev-

els of security. Households with a minimum

base of income and assets are highly vul-

nerable and thus are likely to be risk averse.

Because even small losses could threaten their

viability, any surpluses will be used for low-

risk ventures. Households with a broader

base of income and assets are more secure

and better able to balance risks by diversifying

their resources across a mix of higher- and

lower-risk investments. 

One of the constraints facing microen-

terprises is lack of access to finance. For the

most vulnerable households—those with a

minimum base of income and assets—this

often means lack of access to savings services,

meaning a safe place to store funds as a cush-

ion against income shocks. For households

that have surplus assets above the level

required for minimum viability and securi-

ty, lack of access to finance means often lack

of access to credit. Access to credit enables

them to increase household income and to

use surpluses to invest in the well being of

household members and in microenterprise

activities.

Not every poor person makes a good

microentrepreneur, and many poor people

are better served by nonfinancial services.

The international microfinance community

distinguishes between two groups of poor

people: those that can manage profitable

activities and increase their standard of liv-
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Table 1. Distinguishing features of microenterprises and
small enterprises

Feature Microenterprises Small enterprises

Resources
Sources of finance Household savings Household savings

Retained earnings Retained earnings
Loans from formal and

informal sources

Workers Working owner Working owner
Unpaid family members Unpaid family members
Low-skilled Paid outside workers

Low- and medium-skilled

Assets Very few, mostly current Greater mix of current and 
Some low-value fixed assets moderate-value fixed 
Insecure tenure assets
Limited access to services Secure tenure

Limited access to services

Inputs Narrow range, few sources, Broader range, more 
mostly retail sources, mix of retail

Low quality, irregular supply, and wholesale
uncertain and variable costs Better and more predictable 

quality, more stable supply,
and lower costs

Production processes
Output Low volume Higher volume

Narrow range Broader range
Low quality Mixed quality

Technology Traditional Mix of traditional and
modern

Management
practices Informal Mix of informal and formal 

Markets Uncertain and limited size Moderate to large
Unstable More specialized and more
Customers mainly individual predictable
and local end users Customers a mix of local 

and nonlocal end users
and informal and formal 
businesses

Financial
performance Often moderate to high Moderate profitability

profitability but low absolute More stable income
amounts

Uncertain income



ing if given access to financing, and those that

cannot (box 1). Giving the poor access to

financial services can help reduce poverty, at

least among the entrepreneurial poor. It can

also ease the burden on public funds by

cutting subsidies and allocating spending to

more productive sectors of the economy. And

given that they are labor intensive, micro-

enterprises can absorb a large portion of

excess labor. (Conversely, microenterprises

are not bound by labor market rigidities, for

they involve owner and family labor.)

What is microfinance and why is it
important?

Microfinance programs provide financial ser-

vices—such as credit, deposit, and savings

services—to the entrepreneurial poor that are

tailored to their needs. Good microfinance

programs are characterized by:

• Small, usually short-term loans, and

secure savings products.

• Streamlined, simple borrower and invest-

ment appraisal.

• Alternative approaches to collateral.

• Quick disbursement of repeat loans after

timely repayment.

• Above-market interest rates to cover the

high transactions costs inherent in

microfinance.

• High repayment rates.

• Convenient location and timing of services

(Fruman and Goldberg 1997). 

International donors have become increas-

ingly interested in microfinance for at least

three reasons. First and most important, more

than half the people in developing countries

have been neglected or underserved by the for-

mal financial sector. Second, microenterpris-

es and small enterprises can raise the living

standards of poor people in most developing

countries. Finally, the shift toward private and

financial sector development—in response to

the declining role of government in the econ-

omy—has made microfinance part of the over-

all strategy for private sector development. 

Microenterprises and small enterprises

not only raise the living standards of the

poor and the self-employed, they also pro-

vide jobs and contribute to GDP and eco-

nomic growth. Yet such enterprises often

have limited access to financial services.

Providing financial services to the entre-

preneurial poor increases household

income, reduces unemployment, and creates

demand for other goods and services—espe-

cially nutrition, education, and health ser-

vices. Thus microenterprises play an

important role in alleviating poverty.

Women’s World Banking (1995, p. 2) argues

that “providing the poor with access to

financial services may be the single most

effective means to address poverty and cre-

The development community distinguishes

between two groups of poor people: those that

can increase their income by themselves and

those that cannot. If properly assisted, members

of the first group can generate activities that

enable them to move closer to or above the

poverty line. The second group includes poor

people who have no capacity to undertake any

economic activity, whether because they lack

skills or because they are extremely destitute.

Members of the first group have been called

the “entrepreneurial poor.” The entrepre-

neurial poor do not need assistance for them-

selves, but they do need help setting up or

managing economic activities that will even-

tually increase their income. In particular, they

need help accessing the resources required to

develop this activity. Credit is often—but not

always—among those needed resources. The

nonentrepreneurial poor, by contrast, require

direct assistance simply to survive. 

The concept of entrepreneurial poor

allows antipoverty policies to move from pure-

ly direct assistance (such as subsidies) to a mix

of direct and indirect assistance (such as sub-

sidies for the nonentrepreneurial poor and

credit for the entrepreneurial poor).

Governments and donors are more interest-

ed in indirect assistance because it targets the

causes of poverty rather than the poor them-

selves, making antipoverty policies more cost-

effective.

More than half
the people
in developing
countries have
been neglected
or underserved
by the formal
financial sector
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Box 1. Differentiating between two groups of poor people

Source: UNCDF 1996.



ate broad-based economic growth. Finance

and enterprise systems that serve the

majority can be the pivotal links and the

levers, enabling the poor to share in eco-

nomic growth and giving poor people the

means to use social services.” More than

500 million of the world’s economically

active poor people run profitable microen-

terprises and small enterprises. 

What is the best way to develop
microfinance institutions?

Successful microfinance institutions have

emerged in response to the entrepreneurial

poor’s unmet demand for financial services.

These institutions have shown that the poor

are bankable and that banking with the poor

can be profitable and sustainable. Because

microenterprises can be highly profitable,

microentrepreneurs are willing and able to pay

high interest rates for convenient and quick

access to well-designed financial services (box

2). A microfinance program that collects loan

repayments at an entrepreneur’s business, for

example, offers a convenient service that entre-

preneurs value and are willing to pay for. If

entrepreneurs were to have to close their busi-

nesses for, say, half a day to travel across town

to make a repayment, half a day’s profits

Banking with
the poor can 
be profitable

and sustainable
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Sahar, a typical microentrepreneur, lives in

Egypt near Port Said. She buys and sells fresh

fish. Every morning she goes to the fish mar-

ket with her bicycle cart, which is equipped

with an icebox to keep the fish fresh. The cart,

built by her husband, cost about $200. Sahar

usually sells her daily merchandise by 3:00 p.m.

Each day she buys 100 Egyptian pounds (LE)

worth of fish and LE 10 worth of ice; hence her

daily working capital is LE 110. Her daily rev-

enue is LE 130, so her daily profit is LE 20. The

demand for fish is high in her neighborhood,

and she could sell more if she had more work-

ing capital.

Sahar works six days a week; thus her week-

ly profit is LE 120. She uses LE 70 of this prof-

it to support her household of seven, including

her unemployed husband, and puts aside LE

30 for emergency savings and LE 20 for depre-

ciation on the bicycle cart. One household

member, her uncle, works for a small enterprise

and makes LE 60 a week. Her oldest son, an

unskilled construction worker, works an

average of two days a week and makes LE 12

a day. Hence the weekly household income is

LE 154.

Sahar has been offered a loan of LE 110 at

1 percent flat interest per week for a period of

one month. Her weekly repayment would be

LE 28.6 (LE 27.5 principal and LE 1.1 inter-

est). Should she take the loan? The table below

shows that the loan is an attractive proposition

for Sahar and her family.

The high interest rate is trivial in this cal-

culation. By paying this rate, Sahar gains access

to finance. As a result of the loan her daily prof-

it would double, and her contribution to

household income would more than double. In

fact, Sahar could pay an even higher interest

rate and still be better off. 

With this loan Sahar could not only increase

the standard of living of her household, she could

also increase her savings. If, for example, she

saved LE 60 a week instead of LE 30, she could

afford to send one of her children to school.

Alternatively, in fewer than eight months she

could invest in a second bicycle cart, allowing one

of her unemployed household members to also

start a microenterprise activity. This move would

not only create an extra job, it would raise house-

hold income even more.

Box 2. Financial dynamics and profitability in a microenterprise: The case
of Sahar

Deciding on a loan
(Egyptian pounds)

Before After 
Indicator the loan the loan

Daily profita 20 40
Weekly profita 120 240
Emergency savings 30 30
Depreciation on cart 20 20
Loan repayment 0 28.6
Sahar’s contribution to

household income 70 161.4
Other family income 84 84
Total family income 154 245.4
Daily income per household

member (U.S. dollars) 0.92 1.47

a. Before depreciation and finance charges.



would be lost. This is a much higher price than

the interest rate premium. Entrepreneurs are

also willing to pay a premium for quick and

continued access to financial services. The

profits forgone in waiting a few weeks for a

loan approval can be many times the interest

rate premium paid for getting a loan today. 

Successful microfinance institutions

respond to the special needs of microenter-

prises. These needs, which make microfi-

nance different from traditional commercial

bank lending, include:

• Access to short-term credit to build up

working capital.

• Access to timely credit, due to the high-

ly liquid nature and short-term requirements

of their businesses.

• Access to repeat loans, which provides a

powerful incentive for timely repayment.

• Access to savings services, especially in

remote areas without branches of banks.

Emerging best practice shows that success-

ful microfinance institutions can become suc-

cessful financial institutions by diversifying their

services and targeting specific groups (box 3).

Examples include Bangladesh’s Grameen

Bank, Bolivia’s BancoSol, and Indonesia’s Bank

Rakyat. Microfinance institutions can expand

the range of financial products offered to the

poor beyond simple lending to include such ser-

vices as savings, consumer and housing cred-

its, pawn lending, and money exchange. 

What role can commercial banks
play in microfinance?

Successful microfinance efforts have encour-

aged some commercial banks to enter this

market. In developing countries private,

state-owned, and savings banks play impor-

tant roles in microfinance. A survey of 206

microfinance intermediaries around the

world found that banks and savings banks

served more than 70 percent of active bor-

rowers and 90 percent of savers and depos-

itors. The outstanding microfinance loan

portfolio of these banks was nearly $7 billion,

serving more than 14 million borrowers. And

the banks had mobilized more than $19 bil-

lion in deposits and savings from almost 45

million depositors. Given their large branch

networks, banks have a much larger outreach

potential than nongovernmental organiza-

tions (NGOs) and credit unions (table 2).

Successful
microfinance
institutions
respond to the
special needs of
microenterprises
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Covering costs
To become sustainable, microfinance institu-

tions—whether credit unions, cooperatives,

NGOs, or banks—need to cover their costs of

lending. If microlending costs are not covered,

the institution’s capital will be depleted and the

continued access of microenterprises to finan-

cial services—and even the existence of the

microfinance institution—will be in jeopardy.

Avoiding subsidies
Microentrepreneurs do not need subsidies or

grants—but they do require rapid and continued

access to financial services. Besides, microlenders

cannot afford to subsidize borrowers. Subsidies

imply that government or donor funds are a form

of charity, which discourages borrowers from

repaying. Moreover, microfinance institutions

have learned that they cannot depend on gov-

ernments and donors as reliable, long-term

sources of subsidized funding.

Promoting outreach and demand-driven
service delivery
Successful microfinance institutions increase

access to financial services for growing numbers

of low-income clients, offering them quick and

simple savings and loan services. Loans are

often short term, and new loans are based on

timely repayments. Loans are based on bor-

rowers’ cash flow and character rather than

their assets and documents, and alternative

forms of collateral (such as peer pressure

through group lending) are used to motivate

repayment.

Maintaining a clear focus
It takes time and commitment to build a sus-

tainable microfinance program. Thus mixing

the delivery of microfinance services with, for

example, the provision of social services is inad-

visable because it sends conflicting signals to

clients and program staff. 

Box 3. Guiding principles for microfinance best practice 



Commercial banks should be encouraged

to engage in microfinance for several reasons.

Most important, microfinance can be prof-

itable for banks—especially banks that are

strong in retail banking or consumer lending.

In addition, banks have a large outreach poten-

tial through their extensive branch networks.

These networks give banks large economies

of scale relative to NGOs or microfinance

institutions, which would have to make major

investments in infrastructure to reach the same

number of borrowers or savers.

With well-designed loan delivery mech-

anisms, operations, and procedures, banks

may be the most efficient channel for pro-

viding microfinance to the entrepreneurial

poor. Moreover, banks have the most

accessible source of funds for onlending:

their deposit base. For instance, in the

Middle East and North Africa total funding

needs for microfinance account for less than

1 percent of deposits in the banking system.

Finally, banks can offer deposit and savings

services to the poor, a financial service often

more needed than credit. As financial insti-

tutions, banks are governed by regulations

that prevent them from jeopardizing other

people’s money; deposit-taking by NGOs or

microfinance institutions, by contrast,

should be approached with extreme caution

(box 4).

Commercial banks have been reluctant to

provide finance to microenterprises and

small enterprises and perceive several barri-

ers to entering this field. The main barriers are

the riskiness of microentrepreneurs and the

informal sector, the inadequate collateral of

microentrepreneurs, the high cost of lending

to microenterprises, the inability of microen-

trepreneurs to pay high interest rates, legal and

regulatory constraints, and social constraints.

But all these barriers can be overcome, as

examples around the world have shown. To

be successful in this field, banks must change

how they do business and adopt new lending

techniques to manage risks and lower costs.

Microenterprise risk

For two reasons, commercial banks perceive

microenterprises as high-risk borrowers.

Microentrepreneurs usually have no track

record and no formal relationship with a bank

(that is, a checking or savings account). In

addition, most microenterprises are informal,

and so lack the legal registration and finan-

cial reporting that the formal sector requires.

But microenterprises are no more or less

risky than any other business. Most simply

need to establish a formal track record with a

commercial bank to eliminate the information

asymmetry described above. A track record can

be built up if a bank initially provides only sav-

ings or deposit services, or only small loans

with short maturities for working capital pur-

poses. With timely repayment, the size and

maturity of loans can be gradually increased. 

Lack of collateral

The entrepreneurial poor usually have no assets

or valuables to use as a guarantee. Making mat-

ters worse, in most developing countries banks

accept only registered immovable assets (such

Banks may
be the most

efficient channel
for providing
microfinance

to the
entrepreneurial

poor
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Table 2. Outreach of microfinance intermediaries worldwide

Median Median savings
number of active Median loan Number of and deposit

Type of intermediary microborrowers size (U.S. dollars)a savings accounts amount (U.S. dollars)a

Banks 44,271 681 39,883 186
Savings banks 2,866 3,011 224,180 950
Credit unions 15,320 449 38,610 409
NGOs 1,781 248 0 0

a. Among banks the sample included some extremely large institutions (more than 1,000,000 active clients), including
such well-known examples as Bangladesh’s Grameen Bank, Thailand’s Bank of Agriculture and Agricultural Cooperatives,
and Indonesia’s Bank Rakyat Indonesia. Thus the table shows medians instead of means (averages) to offset this bias.
Source: World Bank 1996.



as land or real estate) as collateral. Legislation

and systems to accept more flexible collater-

al (such as movable assets, inventories, and

accounts receivable) are lacking.

Where traditional collateral is unavailable,

new types of guarantees have emerged. These

include solidarity group guarantees, group

lending instead of individual lending, and

lending based on the borrower’s character

and cash flow rather than their assets and

documents. Loan officers are recruited

from the microentrepreneurs’ community

and hence have and gain intimate knowledge

of the borrowers and can monitor them every

week or every other week. Another major

incentive to repay—perhaps the most impor-

tant—is access to continued financial services.

High cost of lending

The operating guidelines and administrative

procedures of commercial lenders are

designed for large loans. Thus, it is argued,

these procedures are costly and inappropri-

ate for the scale of financing required by

microenterprises.

It is true that microlending is costly. A

study of the world’s 12 most efficient

microlending programs found that opera-

tional costs reach 10–30 cents for every $1

lent (Christen and others 1994). But microen-

trepreneurs are willing and able to pay inter-

est rates and fees that enable the intermediary

to cover its costs—provided it offers a finan-

cial service that is quick, convenient, and tai-

lored to entrepreneurs’ needs. At the same

time, banks have found ways to lower the

transactions costs associated with a large vol-

ume of small loans. These include:

• Recruiting loan officers from the areas

where borrowers live.

• Making loan officers responsible for both

granting loans and collecting repay-

ments, so that they can develop borrow-

er and industry knowledge.

• Rewarding loan officers for their perfor-

mance—for example, paying a low base

salary that can increase substantially

based on number of new loans granted

and repayments obtained.

• Decentralizing decisionmaking (for exam-

ple, to the level of the branch manager).

Banks have
found ways
to lower the
transactions
costs associated
with a large
volume of
small loans
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As a source of commercial finance for micro-

credit institutions, voluntary deposits have gen-

erated a lot of interest in recent years. Locally

mobilized voluntary savings are potentially the

largest and most immediately available source

of finance for some microcredit institutions.

Mobilizing such savings also helps meet the vast

unmet demand for local savings services in

developing countries. 

Three conditions should be met before a

microcredit institution starts mobilizing vol-

untary savings. First, profitable mobilization

requires an enabling macroeconomy, an appro-

priate legal and regulatory environment, polit-

ical stability, and suitable demographics. 

The second consideration concerns the

supervision of institutions providing micro-

finance. To protect their clients, especially

depositors, financial institutions that mobilize

voluntary savings should be under govern-

ment supervision. This, of course, requires a

government that is willing to modify its bank-

ing supervision so that the rules for micro-

credit institutions are appropriate for their

activities, and to ensure that the supervisory

body is able to monitor these institutions

effectively. 

The third consideration concerns the history,

capability, and performance of the microcred-

it institution. Before mobilizing voluntary pub-

lic savings, a microcredit institution should have

demonstrated consistently good management

of its own funds. It should be financially sol-

vent, maintaining a high rate of loan recovery

and earning attractive returns. A good track

record is important because in many countries

low-income people have entrusted their savings

to small, unsupervised financial institutions—

only to lose their life savings. Once these three

conditions have been met, the microcredit insti-

tution should carefully consider how to mobi-

lize voluntary savings.

Box 4. When should a microfinance institution mobilize voluntary savings from
the public?

Source: CGAP 1997.



• Simplifying loan procedures.

• Using information technology to track

borrowers and manage loan portfolios. 

Inability to pay high interest rates

It is a myth that poor entrepreneurs are not

bankable and cannot pay high interest

rates. Experience around the world shows

that the poor are bankable. Their main con-

straint is the lack of access to finance—not

the price of finance. As noted, microentre-

preneurs are willing to pay a premium for

access to financial services that are tailored

to their needs and delivered in a convenient

manner.

Legal and regulatory constraints

In addition to imposing interest rate ceilings,

some countries consider banking to informal

enterprises illegal. Moreover, prudential loan

classification and auditing standards that are

appropriate for regular lending are inap-

propriate for microfinance. 

The legal framework and prudential

banking standards should not be changed

overnight. Instead, financial institutions

that are committed to microfinance could be

exempted from these regulations. A pilot

exemption could be granted for, say, two

years, and the financial institution and reg-

ulators could work together to learn from the

experience. 

Social constraints

Commercial banks tend to avoid providing

financial services to low-income communities

because of social obstacles that exclude this

population from mainstream society. And when

they do provide services to the poor, com-

mercial banks do not want to be perceived as

charging exploitative interest rates. Thus they

often end up providing subsidized loans.

Banks around the world have found cre-

ative solutions to these social constraints. One

involves “packaging” the terms and condi-

tions of a loan. That is, nominal low inter-

est rates can be charged, but the bank can

generate much more revenue than is indi-

cated by the stated nominal rate by calcu-

lating a flat interest rate and introducing fees.

In addition, some financial institutions have

set up microfinance operations under a dif-

ferent legal entity or under a different name.

Note
1. This section draws heavily on studies pub-

lished under the U.S. Agency for International

Development’s Assessing the Impact of Micro-

enterprise Services (AIMS) project, including

Sebstag and Chen (1996), CDIE (1995), and

Barnes (1996).

It is a myth
that poor

entrepreneurs
are not

bankable
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Microfinance in the Middle East
and North Africa

M
icrofinance has demonstrated its

power and potential in many

parts of the world. Likewise,

microfinance can help alleviate poverty in the

Middle East and North Africa. What

impedes its development? And what can be

done to extend its reach?

Poverty in the region

Van Eeghen (1995) estimates that 5.6 percent

of the people in the Middle East and North

Africa were poor in 1990. This corresponds

to 11 million people living on less than $1

a day (the international poverty line) in 1995.

The number of poor jumps to 40 million

when measured using spending per month of

$50 per capita, and to 60 million when using

a poverty line of $2 a day. 

In general, countries in the Middle East and

North Africa have low social indicators rela-

tive to other countries with similar or lower

income levels. Despite high public spending

on education and health care, the quality of

and access to basic services are limited in most

Middle Eastern and North African countries.

Except in Jordan, poverty is most pronounced

in rural areas. But urban poverty is prevalent

and rising among self-employed workers

engaged in small-scale trade. Poverty is

strongly correlated with a lack of education.

In addition, most poor people have large fam-

ilies. As a result the young are dispropor-

tionately represented among the poor.

Economic growth remains the most effec-

tive way to alleviate poverty. But in the Middle

East and North Africa GDP would have to

grow by at least 5 percent a year to reduce

poverty. Medium-term World Bank growth

projections for the region are 3.5 percent a

year. Thus poverty is expected to increase at

the projected growth rate. One way to avert

this outcome is to extend microfinance services

to poor people throughout the region.

Barriers to the development of a
healthy microfinance industry 

Some of the barriers to the development of

a healthy microfinance industry in the

Middle East and North Africa are unique to

the region. Others are more universal. 

Lack of experience and exposure

Some regions, such as Asia and Latin America,

have more than two decades of hands-on

experience with microfinance. In the Middle

East and North Africa, by contrast, the indus-

try is at a nascent stage. Moreover, most

microfinance players in the region—microfi-

nance institutions and bankers alike—lack

exposure to worldwide best practice. This puts

them at a disadvantage and prevents them

from learning from the experiences of others.

Hardly any best practice material is available

in Arabic or French, the most widely used lan-

guages in the region.

Political uncertainty and macroeconomic
instability

Political factors, including armed conflict, con-

strain the development of the microfinance

industry in some Middle Eastern and North

African countries. Still, several well-known
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people in need

of financial
services live

in remote areas
with inadequate

infrastructure

14 MAKING MICROFINANCE WORK IN THE MIDDLE EAST AND NORTH AFRICA

programs have managed to deliver credit even

under the most extreme circumstances. 

Microenterprises are known for their

dynamism and resilience and are generally

removed from the effects of macroeconom-

ic instability. But the combination of macro-

economic instability and political uncertainty

eventually affects microenterprises. In Gaza,

for example, frequent border closures forced

microentrepreneurs out of business—because

they could not obtain inputs and because they

had trouble selling products. The incomes and

consequently the purchasing power of their

traditional clients (other citizens of Gaza)

decreased rapidly as a result of the closures. 

Social and cultural barriers

In some countries microfinance is constrained

by social, cultural, or religious barriers. For

instance, some Islamic groups consider the

charging of interest rates to be against sharia
(the code of law based on the Koran). But

microfinance services can also be offered

using Islamic banking principles such as

mudaraba, murabaha, or musharaka. Several

programs in the region offering financial ser-

vices based on Islamic banking principles

show promising results. 

Inadequate infrastructure

A lack of adequate infrastructure is another

barrier to microfinance. Many of the poor

people in need of financial services live in

remote areas with inadequate infrastructure,

which dramatically increases a microfi-

nance institution’s costs of doing business

with these people. It is important to distin-

guish between two target groups in remote

areas. One group faces infrastructure barri-

ers that make it difficult for microfinance

institutions to reach microentrepreneurs. A

second group faces infrastructure barriers

that make it difficult for borrowers to seize

economic opportunities.

The obstacles facing the first group can

sometimes be overcome using innovations

such as mobile branches or decentralized vil-

lage banking systems. Among members of the

second group the demand for financial ser-

vices may be latent, but it will not material-

ize until higher-priority needs—such as access

to water, electricity, basic education, and

health care—are met. For example, lack of

access to water and electricity is one of the

biggest constraints to microenterprises in

some parts of Yemen. Such barriers are dif-

ficult to overcome in the short term. 

Legal and regulatory barriers

The regulatory framework in the Middle

East and North Africa does not impede

microfinance. Although laws restrict the pro-

vision of financial services by NGOs in some

countries (Egypt), set a ceiling on interest

rates in some North African countries, and

restrict loan sizes, these are rarely enforced.

Furthermore, regulatory barriers to the

Table 3. Status of microfinance efforts in the Middle East and North Africa 

Indicator Egypt Jordan Lebanon

Outstanding loan portfolio $54,938,000 $20,624,000 $6,195,000 
Number of active borrowers 74,635 9,697 7,111 
Rural borrowers (percent) 10 22 11
Female borrowers (percent) 20 45 63

Average outstanding loan balance $736 $2,127 $871 
Type of institutions 14 NGOs, 1 6 NGOs, 3 9 NGOs, 1

government government UN agency
program, 1 programs, 1 
UN agency, UN agency 

1 bank

Source: World Bank survey of microfinance institutions.
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financial sector are being eliminated in most

countries as part of macroeconomic stabi-

lization and structural adjustment pro-

grams. 

Where do things stand?

Of the more than 4.6 million potential micro-

finance clients in the region, only 112,000

are being served (table 3). Thus the supply

of microfinance in the region covers just 2.4

percent of the potential demand. (Potential

demand is conservatively measured as the

number of people who want microcredit and

are willing and able to repay their loans.)

Three of the region’s ten countries—Algeria,

Iran, and Syria—have no microfinance pro-

grams (figure 1). Egypt, which has the most

microcredit borrowers, barely reaches 5 per-

cent of its estimated microfinance market.

The West Bank and Gaza and Lebanon, with

about 9,800 and 7,100 active borrowers,

have the highest coverage, reaching 23 per-

cent and 17 percent of their potential mar-

kets—mainly because of the small size of

these markets. Jordan covers less than 7 per-

cent of potential demand, and Morocco and

Yemen less than 1.5 percent.

Microfinance in the region also suffers

from a sizable financing gap. About $95 mil-

lion in microloans is outstanding, while at

least $1.4 billion is needed to meet the

demand of the 4.6 million potential bor-

rowers (see figure 1). It is unrealistic to think

that this financing gap can be closed solely

Figure 1. The potential for microfinance is much greater than the supply…
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…and the financing gap is enormous

Source: World Bank survey of microfinance institutions.

Current outreach
Potential outreach

Current microfinance Financing
gap

West Bank 
Morocco Tunisia and Gaza Yemen Total

$994,000 $8,432,000 $4,640,000 $242,000 $96,065,000 
7,385 2,512 9,795 1,181 112,316 

40 69 2 56 14
73 68 97 35 36

$135 $3,357 $474 $205 $855
4 NGOs 6 NGOs, 3 5 NGOs, 1 3 NGOs, 1 47 NGOs, 8

government UN agency goverment government
programs program programs, 4

UN agencies,
1 bank
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with donor or government funds. Thus avail-

able resources need to be used more effi-

ciently, and the private sector must be

encouraged to participate in microfinance.

Mechanisms that encourage private partic-

ipation must ensure that such efforts are prof-

itable and help the poor on the one hand, and

reduce reliance on donor and government

funding on the other.

Sixty microfinance institutions and pro-

grams were surveyed in Egypt, Jordan,

Lebanon, Morocco, Tunisia, the West Bank and

Gaza, and Yemen (see annex 2). The oldest

microfinance program, in Jordan, dates to

1937 and was initiated by the Near East

Foundation. Egypt and Tunisia have had gov-

ernment and NGO microfinance programs

since the early 1970s. These programs are

heavily subsidized and are usually components

of larger government development and social

programs. Despite this seemingly long tradi-

tion, however, microfinance remains a fairly

new sector in the Middle East and North

Africa. Most microfinance programs in the

region—70 percent—were launched in

1987–97, and less than 10 percent existed

before 1985. 

Egypt contains 66 percent of the region’s

112,000 borrowers and accounts for 57 per-

cent of the outstanding loan portfolio (fig-

ure 2). Though Jordan contains only 9

percent of the region’s borrowers, it accounts

for 22 percent of the outstanding loan port-

folio because loans are fairly large. By con-

trast, Yemen’s recent foray into microfinance

involves about 1,200 active borrowers and

accounts for less than $250,000 of out-

standing loans.

Loan sizes and uses vary among programs

and between countries. Loan sizes also vary

considerably within the same program—the

upper range of loans can reach 30–60 times

that of the lower range. In the Egyptian Small

Enterprise Development Foundation and

Assiut Business Association programs, for

example, loans range from $150 to $5,000.

This range reflects the various purposes for

loans acquired by microentrepreneurs, rang-

ing from low working capital needs to acqui-

sition of small machinery and other invest-

ments. Some programs provide fixed capital

for periods ranging from 18 months to 20

years.

Institutional setup

Microfinance institutions come in a variety

of institutional forms, including NGOs, non-

profit microcredit entities, government-

owned banks operating microfinance units,

and commercial banks operating through

microfinance subsidiaries. Most of these types

of institutions are in place in the Middle East

and North Africa (figure 3). Local NGOs are

the most common form, followed by gov-

ernment programs operating through the

Figure 2. Egypt has the most microfinance
borrowers…

…as well as the largest outstanding loan
portfolio

Source: World Bank survey of microfinance institutions.
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banking sector (and usually subject to polit-

ical pressure), by international NGOs such

as the Near East Foundation, CARE

International, and Save the Children, and by

United Nations agencies. Only one bank in

the region, Egypt’s National Bank for

Development, provides microfinance services

without government interference (box 5).

International NGOs operate either inde-

pendently or jointly with local entities using

domestic funding, foreign funding, or both.

Private microfinance institutions have played

a very limited role in the region’s microfi-

nance efforts.

Each type of institution’s share in the total

number of active borrowers is not always cor-

related with its share in the number of micro-

finance institutions. Local and international

NGOs account for 78 percent of the 60 micro-

finance institutions in the region and serve 72

percent of active borrowers. Governments

account for 13 percent of microfinance insti-

tutions and serve 8 percent of borrowers. But

while the National Bank for Development is

the only bank active in microfinance, it serves

an impressive 17 percent of borrowers.

This impressive performance by the

National Bank for Development is not sur-

prising given the economies of scale inherent

in its branch network. Moreover, other com-

mercial banks in the region have started to

show more interest in microfinance. The Arab

Bank, Jordan National Bank, and Commercial

Bank of Palestine recently started microfi-

nance programs in the West Bank and Gaza

The National Bank for Development’s micro-

credit program—the only program in the

Middle East and North Africa run by a private

commercial bank—shows that banks can build

profitable microloan portfolios. The bank has

assets of $1.7 billion, capital of $71 million, and

total lending of $946 million. The microcred-

it program has been implemented in 33 of its

66 branches. 

The microcredit program has 19,000 active

borrowers and an outstanding loan portfolio of

$12 million. Like the Alexandria Business

Association’s programs, it offers individual suc-

cessive loans to microenterprises. The initial

loan size is $100, which indicates that the bank

targets poorer entrepreneurs than the

Alexandria Business Association. The bank also

offers small business loans. One of its unique

features is the mobile branch. Every week mini-

vans—with a driver (who also acts as a securi-

ty guard), tellers, and loan officers—visit areas

in Cairo where the bank has no branches.

Repayments are collected, new loans are dis-

bursed, and applications are reviewed. In areas

where the bank has branch offices, loan officers

visit borrowers every week to collect

repayments. 

The outreach potential of the National Bank

for Development is considerable given its net-

work of branches. Until a year ago the bank

recruited recent graduates to serve as loan offi-

cers because it was thought that current staff

were “tainted” by traditional banking proce-

dures and could not be trained to issue and

manage loans on a cash-flow basis. But the bank

may prove this microfinance premise wrong:

it recently started using existing staff. This staff

is paid partly on a performance-based reward

system and works on the microcredit program

after official office hours. Initial results are

promising and show that financial incentives are

a major determinant of performance. 

Box 5. Egypt’s National Bank for Development: A model of best practice and
private participation in microfinance

Source: National Bank for Development and World Bank.

Figure 3. Many types of institutions are involved in microfinance
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with help from the International Finance

Corporation. And at least one bank in

Lebanon, one bank in Morocco, and two

banks in Yemen are expected to start micro-

finance operations in the near future. While

microfinance practitioners should see these as

positive signs, a lot of work is needed to avoid

suboptimal practices and results. Monitoring

banks’ involvement to ensure the develop-

ment of a solid microfinance sector—based

on best practice—is crucial.

Type of services and outreach

Most of the services provided by microfi-

nance institutions (except in some programs

in Egypt) are either purely lending operations

with some form of compulsory savings or

part of an overall package of charitable activ-

ities. Group (joint liability) lending and indi-

vidual lending are the two main forms of

lending in all countries (except Morocco,

where group lending is the only document-

ed form). In addition, Egypt and Yemen have

village banking systems, in which 30–40 vil-

lagers save and borrow. In terms of active

borrowers, group lending is dominant in all

countries except Egypt and Tunisia (figure 4).

Group lending is most prominent in Jordan,

Morocco, and the West Bank and Gaza. 

There is a positive correlation between the

poverty of the borrower and the size of the

loan: the poorer is the borrower, the smaller is

the loan (and the average outstanding loan bal-

ance). Only the poorest seek very small loans.

For short-term working capital loans with a

maturity of less than six months, the average

loan size (that is, the original principal amount

lent) is often twice the average outstanding loan

balance. A microfinance program’s effectiveness

in targeting the poor can be gauged by com-

paring the average outstanding loan balance to

the country’s per capita income and to the

poverty line. In the Middle East and North

Africa only Jordan and Tunisia have an aver-

age loan balance above per capita income—sug-

gesting that these programs are not targeting

the poor and the poorest. Most microfinance

programs in the region have an average loan

balance somewhere between the per capita

income and the poverty line. 

Only the programs in Morocco and the

West Bank and Gaza have an average loan bal-

ance below the poverty line, indicating that

they may be targeting the poorest. The pro-

grams in these countries—the Save the

Children program in the West Bank and Gaza,

the United Nations Relief and Works Agency

group lending program in Gaza, and Al Amana

in Morocco—target exclusively women, who

around the world are among the poorest.

These programs also rely on group lending,

which appears to be more attractive to the

poor and poorest. All three programs are well

on the road to sustainability. Though there is

a perception that it is difficult to reach women

in the Middle East and North Africa, well-

designed programs that focus on female par-

ticipation can be successful.

There is no clear relationship between

institutional setup and depth of services.

While NGOs like Save the Children target

the poorest, other NGOs have large, medi-

um-size, and small average loans relative to

a country’s per capita income. The same

applies to government and bank programs.

Target groups

Four of the seven countries studied (Lebanon,

Morocco, Tunisia, and the West Bank and

Gaza) have more female than male borrow-

ers. Three countries (Egypt, Jordan, and

Figure 4. Group lending is more common than individual lending
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Yemen) serve more men than women (figure

5). But given the regional dominance of

Egypt’s programs (in terms of number of bor-

rowers), more men than women benefit from

microfinance services in the region. 

Most programs target both poor men and

poor women. But some—such as those run

by international NGOs (Save the Children)

and UN agencies (United Nations Children’s

Fund and United Nations Relief and Works

Agency)—focus exclusively on women to

promote their participation in economic

activity and alleviate their poverty. Thus it is

not surprising that the two countries with the

largest share of female borrowers (Morocco

and the West Bank and Gaza) also have the

deepest outreach; because, in general,

women are the poorest. Meanwhile, local

NGOs and government programs that have

no specific gender orientation (as in Egypt)

have mostly male borrowers.

In just two countries (Tunisia and

Yemen) are more than half the borrowers in

rural areas (figure 6). In Egypt, which con-

tains 66 percent of the region’s active bor-

rowers, only 10 percent of borrowers are

rural. Even in rural areas microfinance ser-

vices are concentrated in high-density

areas, leaving sparsely populated and

remote regions almost untouched. These

geographic disparities develop because

microfinance services are costly to provide

(particularly when the number of borrow-

ers is low) and the difficulty of accessing

these groups is aggravated by a lack of ade-

quate infrastructure.

Sustainability and outreach

Sustainability and outreach are the most wide-

ly used criteria for assessing microfinance insti-

tutions. To be sustainable, a microfinance

institution must achieve a certain level of out-

reach—in terms of number of borrowers—to

benefit from economies of scale. In addition,

it must generate enough revenue to cover oper-

ational and financial costs and allow for excess

funds to be reinvested in the institution to serve

a growing number of microentrepreneurs.

Although outreach is necessary for sus-

tainability, it is insufficient. A few programs

in the region have reached a large number of

borrowers—in some cases more than

10,000—but are far from sustainability. Most

of these programs are government or quasi-

government programs that charge subsidized

interest rates. Borrower screening and follow-

up are inefficient and loan arrears are high.

The political will to transform these pro-

grams into sustainable microfinance institu-

tions appears to be lacking.

Sustainability in the region’s microfinance

institutions will be a challenge for years to

come. About 95 percent of programs have

not reached the first level of sustainability:

Figure 5. Though some microfinance programs target women,
a majority of borrowers are men
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recovering operational costs, including

depreciation and loan losses, from interest

income and fees. Of the 60 programs sur-

veyed, 46 are unable to recover 50 percent

of their operational costs, 11 cover 50–99

percent, and just 3 cover 100 percent. Of the

3 programs covering their operational costs,

2 have achieved full sustainability—that is,

they cover their operational costs as well as

their financial costs adjusted for subsidies and

inflation—and can operate without donor or

government support. These are the National

Bank for Development and the Alexandria

Business Association, both in Egypt.1 In addi-

tion, Save the Children programs in Jordan,

Lebanon, and the West Bank and Gaza are

well on the way to full sustainability. Table

4 provides details on a few best practice pro-

grams in the region. Operational sustain-

ability among the other programs is

hampered by the poor quality of loan port-

folios, a lack of management information,

excessive donor reporting requirements, and

inefficient systems and procedures.

Poor loan portfolios. Except for the few

following best practice, most microfinance

programs in the Middle East and North

Africa have lax loan collection methods, lead-

ing to high unpaid dues and delinquency

rates. In Jordan, for example, some programs

have delinquency rates of 70 percent.

Some programs also provide unnecessary

subsidies by charging interest rates that are

too low to cover costs and granting long

grace periods. In some cases, even when

microfinance institutions charge interest rates

that would enable them to cover costs, gov-

ernments force them to lower the rates or

forgo repayments. Such practices deplete

microfinance institutions of capital and assets

and limit their ability to achieve outreach and

sustainability. Moreover, the large size and

long maturity of loans in some programs

strain the liquidity of microfinance institu-

tions, and thus require (in addition to high

levels of capitalization) longer than average

periods for the programs to achieve sus-

tainability and outreach. 

Lack of management information. Most

microfinance programs suffer from a huge

information gap: managers and staff lack

basic knowledge on the quality and level of

the services they provide. Information such

as number of active borrowers or quality of

the loan portfolio are hard to come by and

do not seem to have any use in most micro-

finance institutions. This information gap is

aggravated by a lack of understanding of

microfinance terminology and indicators, and

of their usefulness for planning and deci-

sionmaking.

Excessive donor reporting requirements.
Many programs must respond to excessive

reporting requirements from donors.

Programs that are funded by several donors

spend a lot of time preparing reports—

reports that are designed to meet the needs

of the donors rather than of the microfinance

institutions. Moreover, reporting require-

ments do not include key management infor-

mation data such as number of active

borrowers, outstanding loan portfolio, or

aging of arrears. Programs can accurately and

immediately provide the amount of funds

disbursed to date, to satisfy some political

constituency in a foreign country. But such

information does not serve the managers of

microfinance institutions.

Inefficient systems and procedures. Most

microfinance institutions do not have a clear

mission statement, which translates into an

absence of adequate objective statements—

particularly for sustainability and out-

reach objectives. Many institutions also fail

to consider the importance of good man-

agement ability and structure, including

board members and staff qualified in

microfinance issues. Accordingly, conflicts

often arise between the twin objectives of

charity and financial viability. In addition,

information systems rarely provide timely

information for decisionmaking, monitor-

ing, and evaluation of programs. Finally, few

institutions have been exposed to microfi-

nance best practices.
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Table 4. Examples of best practice microfinance in the Middle East and North Africa

Alexandria Business National Bank Save the Children
Indicator Association for Development microcredit programs

Year founded 1990 1987 1994

Location Alexandria, Egypt Egypt Jordan, Lebanon, West Bank and Gaza

Number of branches 10 Microfinance provided through 33 of Not available
66 branches

Employees 195; 120 loan officers 390; 160 loan officers 86 loan officers

Number of active 14,500 18,800 Jordan, 3,700; Lebanon, 3,000; West 
borrowers Bank and Gaza, 7,300

Loans per loan officer 121 118 160 

Outstanding loan
portfolio $11,000,000 $12,000,000 $1,500,000

Average outstanding
balance $765 $638 $133 

Share of urban
borrowers 100 percent Mainly urban (Cairo 75 percent) 100 percent

Share of female
borrowers 12 percent 14 percent 100 percent 

Share of 
manufacturing loans 64 percent 22 percent Not available

Loan products and Individual successive loans from Individual successive loans from Group members each receive same
delivery mechanisma $300–1,000 with a maturity $100–3000; disbursement and loan and guarantee; disbursement 

of 4 months to 2 years; repayment through weekly and repayment through banks 
disbursement and repayment visits by loan officers at borrower’s through group treasurer
through banks site

Guarantee • Post-dated checks • Compulsory savings • Group liability
mechanisms • No access to future loans • Promissory notes • Compulsory savings

• Insurance fee • No access to future loans
• Up-front late payment fee
• No access to future loans

Savings No Compulsory savings of 10 percent Compulsory savings as down payment
of loan amount

Reward system Incentives based on repayments Bonuses for loans granted and Based on performance
for loan officers and number of clients repayments obtained

Institutional setup Local NGO Private bank; total assets of $1.7 billion Microcredit programs are part of the 
and total lending of $946 million larger Save the Children program

Sustainability 100 percent operational and 100 percent operational and financial Well under way
financial cost coverage; profitable cost coverage

Strengths Highly efficient Outreach potential Targets poorest

Weaknesses Limited willingness of top • Limited managerial commitment • “Mother” organization does not 
management to put in own • High overhead costs want to let go
funds • Group loans have limited market

Future Transition into a bank Nationwide expansion Spin off into microfinance 
institutions

Main donor USAID USAID USAID; CGAP

Note: As of December 31, 1997.
a. All three programs charge an annual percentage interest rate that combines interest rates and fees. This rate is set to cover all operational and financial costs at
an assumed but realistic break-even lending volume. For confidentiality reasons these rates are not disclosed.
Source: World Bank survey of microfinance institutions. 
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The sustainability performance box

Sustainability is a minimum prerequisite not

only for a microfinance institution to con-

tinue delivering financial services to the poor,

but also for growth and ability to serve more

entrepreneurial poor. In addition, sustain-

ability enables a microfinance institution to

be independent of (unreliable) donor or gov-

ernment funds.

As noted, the basic pillars of sustainabil-

ity are covering costs and maintaining or

deepening outreach. Targeting the entre-

preneurial poor and poorest is always a chal-

lenge for a microfinance institution. If

sustainability becomes a microfinance insti-

tution’s sole objective, it may be tempted to

target borrowers other than the poor. If that

happens, the microfinance institution may get

diverted from its primary goal—alleviating

poverty—and become closed off from local

reality, including demand. 

The sustainability performance box can

be used to analyze microfinance programs,

evaluate performance, constraints, and

challenges, and suggest strategies for high-

er achievement (figure 7). The x-axis

shows the width of outreach—that is, the

number of active borrowers. The y-axis

shows operational cost recovery—that is,

the percentage of operating costs covered

by revenue and fee income. Note that the

depth of outreach (how poor borrowers are)

is not shown but is taken into account when

plotting a microfinance institution’s place

in the box. 

Operational cost coverage

Cost coverage (operational and financial) is

a function of pricing, efficiency, and volume.

Pricing involves setting interest rates or fees

high enough to cover costs. To avoid pass-

ing the costs of inefficiency and scaling up on

to borrowers, microfinance institutions

should base their prices on a realistic fore-

cast of an optimal lending volume. 

Efficiency indicators include the number

of active borrowers per loan officer and the

ratio of support staff to staff directly

involved in lending. In the Middle East and

North Africa an efficient and productive loan

officer can manage at least 100 individual

loans or 200 group loans. As for volume, per

unit overhead costs decrease as a microfi-

nance institution increases its lending. 

A microfinance institution that does not

cover 100 percent of its operational costs will

remain dependent on subsidies. If subsidies

dry up, these institutions will have to cut

lending and will be forced to close in the

medium to long term. Note that the sus-

tainability performance box does not mea-

sure institutions’ ability to cover financial

costs—because a microfinance institution

must cover operational costs before it can

cover financial costs. If the box did show

financial cost coverage, all the programs in

the region except two would fall in the lower

half (see below), without much room for fur-

ther distinction. 

Outreach

In the sustainability performance box, out-

reach measures the number of active bor-

rowers (width). The more borrowers a

microfinance institution has, the higher is its

lending volume and the lower are its over-

head costs per unit of principal lent. Only by

reaching a large number of borrowers can

microfinance programs have a sustainable

impact on poverty alleviation. As noted, the

second dimension of outreach is its depth—

how poor borrowers are. 

The Middle East and North Africa can be

divided into countries with potentially large

markets for microfinance (Egypt, Iran,

Morocco, Syria), countries with limited

markets because of small populations

(Jordan, Lebanon, West Bank and Gaza),

and countries with a population spread over

a large, inaccessible area (Yemen). One of

the challenges for the smaller countries is

building small but sustainable microcredit

programs. Depending on its country (espe-

cially costs of living and accessibility of bor-

rowers), loan size, and target group, a
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microfinance institution in the region

needs 5,000–10,000 active borrowers to

become fully sustainable. Microfinance

institutions in small markets may never

grow much beyond these numbers, but they

can deliver needed services on a sustainable

and profitable basis.

Four types of institutions

The sustainability performance box shows the

four types of microfinance institutions in the

Middle East and North Africa: small and large

capables and small and large dependents.

Capables. The upper half of the sustain-

ability performance box contains the region’s

“capable” microfinance institutions, com-

prising small capables and large capables.

These institutions show clear potential for

becoming fully self-sustainable and achieving

their objectives, and have put in place the

basics of sound management.

The large capables (upper right-hand cor-

ner) cover 100 percent of their operational

costs, are increasing their market share, face

no constraints on expansion, and have the

greatest potential for alleviating poverty.

Some of the programs in this group cover

their operational costs but not yet their finan-

cial costs. Thus their challenge is to increase

volume and efficiency to generate a healthy

profit, to build a capital base. Only with a

capital base can the programs start borrow-

ing commercially for onlending. Institutional

setup and independence are crucial during

this phase of development. For example,

banks will only lend to legal entities that are

accountable and transparent. An NGO or

microfinance program within a larger social

program does not fit this description. Thus

a legal transformation appears to be an essen-

tial precondition for microfinance institutions

seeking to borrow commercially for onlend-

ing (not to mention those seeking to take

deposits).

The small capables (upper left-hand cor-

ner) cover 100 percent of their operational

costs. They are familiar with best practice and

usually have explicit sustainability and out-

reach goals. Their main challenges are to

increase loan volume and cover financial

costs (if they have not yet done so).

For programs operating in small markets

this will often entail diversifying loan prod-

ucts—that is, offering several types of loan

products, each catering to a different mar-

ket niche. The United Nations Relief and

Works Agency program in Gaza falls into

this category. It will probably never

become sustainable if it offers only group

lending or only individual lending. But if

Figure 7. The sustainability performance box
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it provides different financial services to dif-

ferent target groups, allowing borrowers to

graduate from one loan product to anoth-

er, it will become a small but sustainable

program. 

For programs operating in large markets,

increasing loan volume basically means

doing more of the same. The challenge for

these programs is to manage growth carefully,

ensuring that monitoring systems keep up

with the increase in loan volume. In several

cases programs in the region have expand-

ed too rapidly and suddenly faced arrears,

fraud, and loss of customers.

Dependents. The lower half of the sus-

tainability performance box contains the

“dependent” microfinance institutions,

comprising small dependents and large

dependents. These institutions, unable to

generate sufficient revenue, require contin-

uous government or donor funding to main-

tain their operations, even with no plans for

expansion.

The large dependents (lower right-hand

corner) have achieved a lending volume that

technically enables them to cover their costs,

but they do not. Because these programs

have always been subsidized (by govern-

ments or donors), they have never felt pres-

sure to become sustainable. They are often

inefficient and usually charge subsidized

interest rates that are well below the prime

rate and in some cases negative in real terms.

If large dependent microfinance institutions

lose their subsidies (without increasing effi-

ciency and prices), they will end up deplet-

ing their loan capital and may eventually

disappear. 

The small dependents (lower left-hand cor-

ner) can be divided into two groups: deficient

dependents and potential growth dependents.

Deficient dependents are programs that will

never achieve scale and will never become sus-

tainable. Many have implicitly or explicitly

chosen this path. Not every program should

aim for full sustainability, and not every pro-

gram can become sustainable. Becoming sus-

tainable has a price, and some program

managers are unwilling to pay that price.

Whatever a program chooses to achieve is jus-

tifiable—as long as its choice is based on full

information and understanding of the conse-

quences of each option. The challenge for

donors is to ensure that these programs are

exposed to best practice so that a conscious,

strategic choice can be made about whether

to strive for sustainability. When a program

chooses not to strive for sustainability,

donors need to carefully assess whether its

benefits outweigh its costs. 

Potential growth dependents are young

microfinance programs that are expected to

scale up and cover costs rapidly. Their chal-

lenge is to manage growth while keeping up

systems and procedures. Experience shows

that early experimentation with loan product

delivery systems and procedures is very impor-

tant. Experimentation may delay growth, but

it enables a microfinance institution to test loan

products, get to know its clients, and devel-

op systems and procedures. Once these are in

place, the institution is ready and able to grow.

Evolving from a small dependent to a small

capable is preferable to evolving from a small

dependent to a large dependent. Evolving

from a large dependent to a large capable is

difficult. The process consumes considerable

time and money, and there is no guarantee that

it will work.

Note
1. Sustainability is defined at two levels.

Operational sustainability is the ability of a micro-

finance institution to cover its operational costs,

including depreciation and loan losses, from its

interest income and fees. Financial sustainability

or full sustainability is the ability of a microfinance

institution to cover its operational costs as well as

its costs of funds (adjusted for subsidies).
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Building Institutional Capacity in the
Region’s Microfinance Institutions

T
o become sustainable, microfinance

institutions in the Middle East and

North Africa must extend their out-

reach and recover operational—and even-

tually, financial—costs. As things stand, most

microfinance institutions are too weak to

achieve either goal. What can be done to

boost the institutional capacity of the

region’s microfinance intermediaries?

What is institutional capacity?

Institutional capacity refers to a set of elements

that need to be in place for an institution to

function properly and achieve its mission and

goals. One element of institutional capacity is

visionary leadership that sets the direction for

an organization. Another element is compe-

tent and autonomous management that takes

the actions needed to achieve the organiza-

tion’s mission and goals. Thus a clearly stat-

ed mission, accompanied by goals and

objectives, is also essential.

Among other things, a mission statement

for a microfinance institution might pledge

to raise the living standards of underserved

poor groups by providing financial services

that facilitate productive activity and eco-

nomic independence. The medium- and long-

term goals that accompany the mission

statement explain the results that are need-

ed to achieve the mission. Goals, in turn,

should be divided into short-term objectives

that are quantified and time-bound, to help

measure the microfinance institution’s

progress toward the goals.

Institutional capacity also requires an orga-

nizational structure that allows the efficient

achievement of those goals and objectives.

For example, an institution seeking to serve

geographically dispersed borrowers within

three days of a request for service should be

able to act quickly. Thus the most appropriate

structure would be a decentralized organi-

zation with well-trained staff at the field

office level who are able to make loan deci-

sions quickly. 

Similarly, qualified and motivated staff are

essential to institutional capacity. Staff

should have relevant education and experi-

ence, complemented by proper training. Of

equal importance is an incentive scheme that

encourages employees to act in the interests

and according to the objectives of the micro-

finance institution—as when loan officers are

rewarded according to the number of their

loans that are repaid on time. In addition, sys-

tems and procedures should establish work

guidelines in an efficient and transparent

manner, with built-in controls to continu-

ously improve operations.

Finally, a microfinance institution cannot

function unless it can mobilize resources,

both financial and technical, to implement

programs. Technical resources include items

such as a management information system

and decentralized loan processing system.

Whether manual or computerized, a man-

agement information system should provide

managers with timely information so they can

make proper decisions.

For microfinance programs to be effective

and efficient, good institutional capacity

should prevail at three levels:

• The level of the microfinance institution.

Building capacity in microfinance insti-
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tutions will improve management of

microfinance programs and increase effi-

ciency in the use of resources (through

better cost control and pricing policies),

enabling microfinance institutions to

achieve larger outreach and higher sus-

tainability.

• The level of training institutions.
Increasing training capacity will help build

the human resources needed to manage

microfinance institutions (both existing

and new) and develop and disseminate

information on best practices. Over the

medium to long term higher local train-

ing capacity will increase efficiency by

lowering the costs of training and infor-

mation, which otherwise are provided at

high costs internationally. 

• The level of microenterprises. Building the

capacity of microenterprises will help

them understand basic principles of busi-

ness management, manage their business

efficiently, service their debts, and raise

their standard of living. Best practice sug-

gests, however, that building capacity in

microenterprises is a nonfinancial service

that is best offered by institutions other

than microfinance institutions. 

Areas to focus on

The survey of microfinance institutions

undertaken for this report reveals that micro-

finance best practices are generally not fol-

lowed in the Middle East and North Africa.

Weak institutional capacity is reflected in a lack

of clear mission statements, goals, and objec-

tives; poor institutional structures and unqual-

ified staff; and insufficient systems and

procedures. Unless investments are made in

human capital and systems development,

microfinance will continue to play an insignif-

icant role in the region’s economic activity.

Mission statements, goals, and objectives

All but a few microfinance institutions in the

region do not have a clear mission. And when

mission statements and goals are spelled out,

they are vague and not specific to the micro-

finance institution. Examples include:

• Promoting socioeconomic development.

• Improving production technology.

• Acting as a development NGO.

• Creating and consolidating employment.

• Increasing national food security and

improving the quality of life of

communities.

Such goals are hard to achieve. Most objec-

tives are similarly general and lack a timeframe

for their achievement. This situation makes it

difficult to measure progress toward objectives

or to take corrective actions. In addition, most

microfinance institutions seem confused

about the distinction between the business plan

and the goals and objectives, which makes it

hard to tell where an institution is heading and

how is it measuring progress.

One of the most important objectives for a

microfinance institution—one that is often

overlooked—is to achieve sustainability. While

not a goal in itself, sustainability is necessary

to achieve other goals, such as becoming an

independent autonomous entity, serving a larg-

er population, and alleviating poverty. 

Structure and staff 

Most microfinance institutions are organized

by function—few are organized by project—

and many fall under an overall social devel-

opment program. A proxy of a program’s

focus on microfinance is the share of staff

working on microfinance (as a percentage of

all staff). Among the institutions surveyed, the

share of staff working directly on microfi-

nance activities varied. One-third of the insti-

tutions have at least 67 percent of their staff

working on microfinance (figure 8). Just 20

percent have 100 percent or close to 100 per-

cent of staff working on microfinance; half

of these are in Egypt. At the other end of the

spectrum, 18 percent of the institutions sur-

veyed have less than 3 percent of their staff

working on microfinance—indicating that

microfinance is an add-on activity.

In most microfinance institutions deci-

sionmaking is centralized and cumbersome.
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For example, 78 percent of the institutions

surveyed have centralized decisionmaking for

loan approval or rely on lengthy and

bureaucratic approval procedures. Some loan

approval decisions involve board members,

an executive committee, and the director of

the microfinance institution, while others

require a series of approvals before the loan

is disbursed. 

Most microfinance institutions have

untrained staff, and there is a huge need for

training in all areas of management—par-

ticularly areas related to microfinance.

Most of the training provided by microfi-

nance institutions is general and is not tai-

lored to the needs of the institution and staff

or to the microfinance industry.

Systems and procedures 

Most microfinance institutions do not have

internal control systems, effective informa-

tion systems, or incentive schemes for staff.

All the institutions surveyed produce month-

ly and annual reports, including financial

statements. Yet in most cases management of

information appears to be deficient.

In many instances basic information—

number of staff working on microfinance,

number of active urban or female borrowers,

level of funding received by the institution—

was left unanswered. Although nearly half of

the institutions reported having a perfor-

mance-based incentive scheme for staff, the

descriptions of these schemes reveal that only

a third of them can be considered as such. 

Building skills with training

Most of the institutional shortcomings in the

region’s microfinance institutions are not sim-

ply related to microfinance practices; they

also involve general business practices.

Most microfinance institutions recognize the

need for professional training in both areas

(table 5). Egypt, Jordan, and Tunisia have a

relatively higher need for training in micro-

finance practices. Only Lebanon has a

greater need for training in general business

practices. The other countries in the region

have more or less the same need to learn

about general business practices and micro-

finance practices. 

Can microfinance institutions expect to

receive such training locally? Maybe.

Microfinance practitioners from Egypt,

Jordan, and Tunisia, for example, believe that

training in most of the general business areas

listed in table 5 can be provided locally (table

6). Except for Jordan, the same respondents

believe that local training capacity is slight-

ly lower for microfinance subjects. On the

other hand, microfinance practitioners in

Lebanon, Morocco, and the West Bank and

Gaza believe that local training capacity in

all areas, particularly microfinance, is very

low.

But in countries where local training

capacity is believed to exist, training facil-

ities are rarely used or the training tends

to be irrelevant to the needs of microfi-

nance institutions. One reason for this

weakness is that microfinance institutions

do not consider training an important ele-

ment of strengthening management and

motivating employees. Another is that the

curriculums of training institutions do not

meet the needs of the marketplace. As

noted, microfinance training is believed to

Figure 8. Most of the region’s microfinance
institutions are not fully devoted
to microfinance activities

Source: World Bank survey of microfinance institutions.
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be less available than general business

courses by all respondents except those in

Jordan. 

The need for microfinance training is

expected to increase because of the

region’s large outreach gap. The expansion

of existing microfinance institutions and

the entry of new ones should dramatical-

ly increase the demand for microfinance

training in the next few years. Despite the

large demand for microfinance training,

local supply has been almost nonexistent.

Few local microfinance experts are capa-

ble of conducting good training. Most

training is conducted abroad with foreign

consultants, making it very expensive for

microfinance institutions to meet their

training needs. 

Table 6. Microfinance institutions assess local training 
(percent)

Respondents who believe that Respondents who believe that 
general business training can microfinance training can 

Country be provided locally be provided locally

Egypt 88 82 
Jordan 69 77 
Lebanon 15 0 
Morocco 25a 0
Tunisia 92 81 
West Bank and Gaza 25 25 

Note: Results for Yemen are not shown because survey responses were unclear.
a. Finance and accounting only.
Source: World Bank survey of microfinance institutions.

Table 5. Microfinance institutions assess their training needs 

West Bank 
Training needed Egypt Jordan Lebanon Morocco Tunisia and Gaza Yemen

General business practices
Governance 14 8 1 2 3 7 3
Strategic and business planning 11 8 3 3 33 8 3
Finance and accounting 15 7 3 4 18 10 5
Human resource management 15 6 3 3 7 6 4
Legal and regulatory issues 12 6 2 2 7 8 2

Microfinance practices
Loan portfolio management 18 9 1 3 20 7 4
Management information systems 19 9 1 3 18 4 1
Delinquency management 19 9 1 4 20 8 4
Fraud management 14 6 2 6 10 3
Product development 20 7 1 3 30 8 4
Accounting, budgeting, and control 17 8 2 4 29 9 2
Targeting and outreach 15 7 1 3 20 6 2
Loan officer incentive systems 20 7 3 2 5 7 3
Program evaluation 17 8 3 3 33 8 2

Maximum possible score 39 33 15 12 36 12 15

Note: Scores show the number of times respondents indicated an area where they need training and skills development. Respondents could score an area from 0 (no
need for training) to 3 (training is needed at the basic, moderate, and advanced levels). The maximum possible score is the number of respondents multiplied by 3.
Source: World Bank survey of microfinance institutions.
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What Next?

T
he provision of microfinance services

in the Middle East and North Africa

must increase dramatically to even

scratch the surface of the poverty challenge.

At least 4.6 million entrepreneurial poor need

access to financial services, and at least $1.4

billion is needed for onlending. Although it

is unlikely that donor funding for microfi-

nance will decrease—given the increasing

role of the European Union in the region,

especially in North Africa—for several rea-

sons microfinance intermediaries must

become more self-sustainable.

Encouraging microfinance institutions to

know their operational and financial costs

and strive to cover them builds a culture of

self-evaluation and increases efficiency in

the use of resources. And increased effi-

ciency, along with good management

capacity and ability to generate profits,

attracts private capital and helps narrow the

financing gap. Sustainability will make

microfinance institutions less vulnerable to

government interference and donor

unreliability.

But practitioners, donors, and govern-

ments must do more than build sustainable

microfinance programs. They must also focus

on delivering financial services to the poor

and poorest—especially women and people

in rural areas. Sustainable programs that tar-

get women exclusively can succeed in the

Middle East and North Africa. To do so, they

must both target women and pursue sus-

tainability. The next frontier for microfinance

institutions in the region is to deliver finan-

cial services to the rural poor, who are large-

ly underserved. 

Many more providers of microfinance are

needed. Banks could play a key, if not a lead-

ing, role in this sector. The opening up of

Iran and Syria offers a unique opportunity to

build sustainable microfinance programs right

from the start. In addition, the growing inter-

est of Islamic banks in sustainable microfi-

nance will contribute to new approaches to

microfinance that are unique to Middle

Eastern and North African countries.

Our recommendations are grouped in two

sections. First we offer ways to improve and

expand the microfinance industry in the

region. Then we translate those recommen-

dations into specific actions for governments,

donors, and practitioners. 

Developing more and better
microfinance programs 

The most important recommendation for

microfinance institutions is to adopt a busi-

ness orientation—based on best practices—

toward delivering financial services to the

poor. Similarly, the performance and out-

reach of existing microfinance institutions

must improve; training will play a key role

in this regard. Finally, the formal financial

sector must be engaged in microfinance, and

new nonbank microfinance intermediaries

must be created—especially in countries

where they could catalyze the development

of the microfinance industry.

Institutionalizing best practices

All microfinance providers should adopt stan-

dard principles of management that are pre-



Managers
and staff

should be
aware of

developments
in microfinance

best practice 

30 MAKING MICROFINANCE WORK IN THE MIDDLE EAST AND NORTH AFRICA

requisites for good performance. Several of

these principles were either partly or total-

ly absent in most of the microfinance pro-

grams surveyed:

• A capable governing body. If a microfi-

nance institution has a visionary board of

directors and leaders who understand the

microfinance business and have clear goals

on where they want to go with it, all the

rest will follow. 

• A clearly defined mission, accompanied by

medium- and long-term goals that are

translated into short-term objectives and

strategies. Goals and objectives should be

quantifiable and set within a reasonable

timeframe. 

• Qualified management and staff, to

design and implement strategies and

achieve goals and objectives. 

• Systems and procedures that clearly

define roles, responsibilities, and account-

ability, and aim to achieve objectives in the

most efficient way possible. Services

must be tailored to local demand; thus

they must be able to adapt to changes in

market characteristics. 

• A good management information system
that is easy to use, captures all necessary

information (on clients, loans, and staff

performance), and produces reports on a

routine or ad hoc basis. This information

should be used continuously to monitor

and evaluate programs.

All these efforts should share efficiency as a

common denominator, so that microfinance

institutions can be competitive and service

clients in the most timely manner and at the

lowest cost. Managers and staff should be

aware of developments in microfinance best

practice and adopt those that allow more effi-

cient and effective ways of doing business.

Building capacity for sustainability and
outreach

Of the 60 programs in the region, 2 are large

capables, none are small capables (though 8

are considered close), 3 are large dependents,

and 55 are small dependents (with 30 poten-

tial growth dependents and 25 deficient

dependents). Recommendations for increas-

ing a program’s capacity depend on the

group in which it falls.

Large capables. The main challenge for

large capables—which cover 100 percent of

their operational costs and have extensive

outreach—is to become fully sustainable

(covering financial costs) while maintaining

their focus on serving the poor. Such pro-

grams must manage rapid growth, decen-

tralize their lending efforts, and obtain legal

status as a financial intermediary (in order to

borrow commercially for onlending or to

take deposits). If these programs do not wish

to transform into a specialized financial inter-

mediary or bank, they could merge with

banks or sell their loan portfolios to a bank.

Both programs in this category in the

Middle East and North Africa have achieved

full sustainability. The Alexandria Business As-

sociation’s challenge is becoming a formal

financial institution while staying focused on

the poor. The National Bank for Dev-

elopment’s challenge is expanding its program

nationwide while keeping a focus on efficiency.

Both programs, operating in Egypt, have an

almost limitless market. 

Small capables. The main challenge for

small capables—which have the basics right

and manage small programs according to best

practice—is to grow. Although none of the

programs studied technically fits this cate-

gory, the three Save the Children programs

in Jordan, Lebanon, and the West Bank and

Gaza and the United Nations Relief and

Works Agency program in Gaza are close to

100 percent cost coverage and face similar

issues. They all operate in small countries

with limited markets; growth means staying

small but becoming sustainable. In some cases

this will require diversifying the financial ser-

vices offered because the market may be too

small to allow sustainability with just one

product. These programs need help design-

ing and testing new loan products and adapt-

ing their operational and management
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information systems to accommodate these

new products. By contrast, small capables in

large countries like Egypt could become large

capables by reaching more poor people with

the same product and maintaining efficiency. 

The eight potential small capables men-

tioned above are all part of larger (sometimes

charitable) organizations. Spinning off these

microfinance programs from their larger

operations is essential for their survival and

expansion because they need the freedom to

implement managerial and operational sys-

tems that are appropriate for microfinance.

Whenever possible, these programs should

be immediately spun off into a microfinance

legal entity instead of an NGO, to avoid a

second legal transformation once the pro-

gram is ready to borrow funds from com-

mercial banks to onlend commercially (see

above). In most cases microfinance legal enti-

ties should not take deposits as a source for

onlending. 

The main risk for small capables is that they

will grow too fast and their systems will not

keep up with their growth. They may need

help upgrading their management information

systems, introducing fraud control, and

decentralizing functions and responsibilities.

Large dependents. The main challenge for

large dependents—which have achieved

significant outreach but do not cover costs—

is to become more efficient and cover all

costs. This move usually involves eliminat-

ing subsidized interest rates for borrowers.

These programs have always been heavily

subsidized by donors and governments, and

these subsidies are unlikely to disappear.

Given the large number of borrowers these

programs have reached, their suboptimal but

functioning management systems, and vest-

ed political interests, it will be difficult to turn

these programs into independent, self-

sufficient programs that fully cover their

costs. 

Small dependents. The main challenge for

small dependents is to move up the best prac-

tice learning curve to become capable, and

to increase the size of their operations to

reach more borrowers. First these institutions

should strive to become small capables—that

is, to develop and test loan products, get to

know their markets, implement management

systems, and so on. Only when these fun-

damentals have been mastered will these pro-

grams be able to proceed to the next phase:

growing and becoming large capables. 

About 30 of the small dependents show

potential for learning and growth. These are

often young programs designed and imple-

mented according to best practice standards,

with clearly stated objectives for sustainability

and outreach. These programs need tailored

assistance to move up the learning curve as

soon as possible. The timing and appropri-

ateness of this assistance are of paramount

importance to the successful transition. 

The 25 deficient dependents have slim

chances of ever becoming sustainable. Most

suffer from government interference, lack

capable leadership and staff, are inefficient

and oriented toward charity, and offer sub-

sidized loans. 

Increasing training opportunities

The absence of local microfinance training

capacity has contributed to the lack of man-

agement capacity in most microfinance insti-

tutions in the Middle East and North Africa.

Developing the microfinance industry in the

region will require building human capital in

microfinance. Doing so will allow continuous

local training for practitioners, lower the cost

of training, and develop and disseminate

microfinance material and best practices.

To that end, material on best practices in

microfinance should be translated (into

Arabic and French) and disseminated. Local

and regional microfinance training should be

developed and provided to all practitioners.

Similarly, local, regional, and international

training should be given to all potential train-

ers, to build local training capacity. Training

materials should be adapted to market needs.

And professional standards, supported by a

body of microfinance professionals, should
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be developed, possibly with an accreditation

mechanism.

Engaging the formal financial sector

Only one bank in the Middle East and North

Africa—Egypt’s National Bank for

Development—has engaged in best practice

microfinance and is turning a profit. Many

other banks have been under government or

political pressure to provide credit to

microenterprises and small enterprises.

These poorly designed programs lack man-

agement commitment, since they are imposed

rather than chosen. In addition, they usually

charge subsidized interest rates. Thus it is not

surprising that such programs have poor per-

formance. Along with the cheap microloans

provided by NGOs and government agencies,

such programs have been major disincentives

for banks to engage in microfinance. 

Banks and other formal financial interme-

diaries, such as consumer lending companies,

are potentially the main players in the provi-

sion of microfinance services. In some coun-

tries the outreach potential of banks with

thousands of branches is indisputable, and the

total funding needed for onlending to

microenterprises ($1.4 billion) represents less

than 1 percent of their total assets (table 7).

Banks will only engage in microfinance

when it is profitable for them to do so. But

traditional asset- and document-based

approaches to lending are inappropriate

for microfinance. To succeed in this

field, banks must change how they do

business, adopting new lending tech-

niques that manage risks and lower costs.

In addition, several conditions must be

met to build profitable microfinance

programs in banks. Banks must be finan-

cially viable, with a strategic commitment

to microfinance. An enabling legal and

regulatory framework must be in place.

And government policies must be favor-

able to the financial sector.

Financial viability and strategic commit-
ment. Not every bank should engage in

microfinance. Only banks that see microen-

terprises (and small enterprises) as a strate-

gic market niche should engage in it. For

instance, banks that are strong in retail bank-

ing or consumer lending are closer to micro-

finance target groups than are banks that

provide only corporate services. Management

commitment is crucial because it means

microfinance will be treated like any other

product line, giving it due attention in terms

of setting objectives and plans, mobilizing

human and material resources, and ensuring

accountability to boards of directors. If a

bank is state-owned, continued commitment

to microfinance—for example, after priva-

tization or restructuring—needs to be

assured. In addition, any bank engaging in

Table 7. Outreach and funding potential of the formal financial sector
(millions of U.S. dollars unless otherwise noted)

Outreach gap Number 
(number of of bank Microfinancing Total Total Total 

Country borrowers) branches gap assets lending deposits 

Egypt 1,475,000 2,325a 371 76,000 38,000 51,000
Jordan 145,000 265 54 18,200 6,800 7,100
Lebanon 36,000 200 37 19,000 5,600 15,500
Morocco 485,000 900 194 28,000 15,000 20,000b

West Bank
and Gaza 33,000 80 17 2,500 500 2,000

Yemen 649,000 — 97 1,800 300 1,400
Total 2,824,000 3,445 770 145,500 66,200 97,000

a. Excludes 2,900 branches of the postal savings network.
b. Estimated.
Source: World Bank survey of microfinance institutions.
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microfinance should be financially viable and

in compliance with central bank

requirements.

Legal and regulatory framework.
Microfinance activities may be impeded by

such legal and regulatory obstacles as interest

rate ceilings (Morocco), inability to reward

loan officers based on performance (state-

owned banks in Egypt), lack of legal status for

mobile branches (Lebanon), inability to

engage in financial transactions with non-

registered (informal) enterprises, minimum

deposit or savings requirements that exclude

the poor from opening accounts, and loan

classification rules. In such cases financial sec-

tor legislation should not be immediately over-

hauled. Rather, exceptions should be allowed

on a pilot basis for a transition period.

Regulators and microfinance practitioners

should coordinate their efforts and learn from

these pilot programs before making permanent

changes to rules and regulations.

Government policies for the financial
sector. A deregulated, competitive financial

sector creates incentives for banks to seek out

new market niches and offer new financial

services. Lebanon offers a good example.

Such opportunities also exist in Jordan,

where steady deregulation has increased the

interest of banks in microenterprise and small

enterprise finance. Although deregulation is

not a prerequisite for microfinance—as

Egypt’s National Bank for Development

shows—an environment in which banks can

compete is more favorable to such activities.

More difficult to overcome is the negative

attitude of governments toward donor-

funded microfinance demonstration pro-

grams, especially with private banks.

Agricultural banks and postal savings systems

should not be excluded from such efforts, but

should be treated with caution on a case-by-

case basis.

The financial sector’s role in microfinance

is not limited to the direct provision of finan-

cial services to the poor. Many microfinance

intermediaries, when increasing their cov-

erage of operational and financial costs, will

turn to banks to borrow for onlending to

microenterprises. Donors and governments

should make it a priority to promote links

between the various players in microfinance.

For instance, donors can guarantee loans by

commercial banks to sound microfinance

institutions. Such links will not only deepen

the financial system, they will also enable

microfinance institution borrowers to grad-

uate and become bank clients. They will also

enable banks to get to know microentre-

preneurs, which will help eliminate banks’

misperceptions about them.

Developing new microfinance
intermediaries

Engaging the formal financial sector in micro-

finance will be the most efficient, fast, and

cost-effective way to fill the outreach gap and

financing gap and serve the needs of many

more entrepreneurial poor. Still, for sever-

al reasons new, nonbank microfinance inter-

mediaries should be created.

Some target groups—especially the

poorest women—have financial needs that

banks may never be able or willing to meet

because the costs of doing so are too high.

In the Middle East and North Africa the

poorest, usually women, are served by pro-

grams that offer group guarantee lending.

This methodology substitutes for the

poor’s lack of collateral and enables the

microfinance intermediary to transfer to the

group the high transactions costs of

microlending. Group members evaluate and

guarantee one another’s business projects,

while the group treasurer usually collects

repayments. Although a few banks in the

world have successfully engaged in group

lending, individual lending appears to be

more appropriate for banks. Hence there

is a need to replicate the successes achieved

with group lending programs in the

Middle East and North Africa, both in the

same countries and in countries with no

microfinance programs. Lessons from

emerging best practice group lending pro-
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grams—such as the Save the Children pro-

gram and United Nations Relief and

Works Agency program in Gaza—should be

carefully documented. The local staff of

these organizations should be involved in

the replication process.

A new microfinance intermediary is

more visible because it specializes in microen-

terprises, and its success can help set stan-

dards for best practice. Especially in countries

with no experience in microfinance (Algeria,

Iran, Syria) and countries with limited expe-

rience (Morocco, Tunisia, Yemen), a visible

and successful microfinance intermediary can

set best practice standards right from the

start. In addition, its success can motivate

banks to enter this market.

Finally, new microfinance intermediaries

can help meet the needs of the poor in coun-

tries where banks are not ready for or inter-

ested in microfinance. In some countries the

financial sector is weak or undergoing

intensive restructuring. In other countries the

financial sector is overregulated and there are

no incentives for banks to engage in micro-

finance. Both situations justify the creation

of new microfinance institutions. These insti-

tutions should be linked to the formal finan-

cial sector whenever possible.

What should governments do?

Governments should create an enabling envi-

ronment in which microfinance intermedi-

aries and microenterprises can develop and

grow, and in which banks can engage in

microfinance. Governments should not

interfere with or deliver financial services to

the poor; rather, they should encourage the

private sector and NGOs to do so.

As long as microfinance intermediaries

such as NGOs and foundations do not take

deposits, there is no need to regulate or

supervise the sector because doing so may sti-

fle learning, experimentation, and growth

(box 6). Except for Egypt’s Alexandria

Business Association, no microfinance inter-

mediary in the Middle East and North Africa

is ready to take deposits as a source of funds.

Moreover, an easier and possibly cheaper

way to raise funds is to borrow commercially

from the financial sector. 

Legal and regulatory obstacles to micro-

finance (such as interest rate ceilings) should

be removed. Such adjustments should pro-

ceed on a pilot basis and build on the lessons

learned. In countries where microfinance

intermediaries are ready to borrow com-

mercially for onlending—Egypt, Jordan,

Lebanon, West Bank and Gaza—govern-

ments should enhance or create a legal frame-

work for microfinance intermediaries as

nondeposit-taking financial institutions.

This ensures accountability, transparency, and

adherence to financial sector standards.

Intermediaries that are ready to become

deposit-taking banks should be considered on

a case-by-case basis.

What should donors do?

The most important recommendation for

donors is to adhere to and implement best

practice standards in selecting and funding

microfinance programs. Possibly the best-

known and most effective platform for donor

coordination and dissemination of best

practices is the Consultative Group to

Assist the Poorest; donors are advised to join

this platform.

The main priority for donor funding for

microfinance in the Middle East and North

Africa is to develop local capacity to deliv-

er services in an effective manner. This

requires training, institutional development,

technical assistance, and translation and dis-

semination of best practice materials. Any

donor-funded microfinance program should

adhere to basic business standards and prac-

tices. In designing and implementing new

programs, donors should aim to include the

formal financial sector.

Donors wishing to target women should

fund programs that target women exclusive-

ly. Efforts should also be made to increase the

poor’s access to financial services in rural

areas. Despite pressures to disburse, donors

should spend their funds with restraint to
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avoid flooding the market. Funding for micro-

finance programs should be contingent on

these programs meeting realistic performance

standards that become tighter over time. 

Donors have to carefully balance a

microfinance program’s sustainability objec-

tive with its focus on serving the poor and

poorest. If sustainability is the sole objective,

a microfinance program may become a

closed loop, sealed off from reality and the

needs of the target groups it was launched to

serve.

Bank regulators in many countries must

decide whether to regulate the emerging

microfinance sector. As unregulated financial

entities, healthy microfinance institutions have

been able to adapt operating methods to serve

their target markets. This has led to the devel-

opment of a small but growing number of

robust, specialized financial institutions, inno-

vative delivery methods, and an extension of

financial services. When regulation is war-

ranted, it requires coherent prudential guide-

lines that allow the microfinance sector to grow

while protecting the interests of small savers and

supporting the integrity of the financial sector.

Most bank superintendents and their staff,

central bank officials, and personnel from other

public agencies are unfamiliar with microfi-

nance institutions and the regulatory develop-

ments affecting them. Whether microfinance

institutions are specialized or part of a com-

mercial bank, supervising them is difficult

because of their large number of small trans-

actions, lack of conventional security, and

decentralized operations. Many regulations

adopted to address the risks of commercial

banks do not apply to microfinance institutions. 

The challenge facing regulators is compli-

cated by the fact that microfinance institutions

range significantly in institutional type, scale of

operations, and level of professionalism.

Informal rotating savings and credit associa-

tions, village banks, national and regional

NGOs, credit cooperatives, and commercial

banks may all fall within the broad definition

of microfinance institutions. A country’s reg-

ulatory approach must be consistent with the

financial sector framework and consider the

variety of institutional types. Possible respons-

es to microfinance institutions range from no

regulation to full regulation:

• No regulation. Because microfinance has

evolved outside a regulatory framework,

it has been free to develop nontraditional

approaches to providing financial ser-

vices. In some countries, as the local

microfinance industry has matured,

microfinance institutions have established

associations or interest groups to define

best practices and set industry standards. 

• Self-regulation. Self-regulation occurs when

the microfinance industry develops its own

supervisory and governance bodies. This

has occurred primarily through federations

of credit unions or cooperatives. 

• The hybrid approach. Under the hybrid

approach, regulatory authorities contract

a third party—such as an accounting or

consulting firm—to perform some or all

supervisory functions. 

• Existing law or special law. Some coun-

tries have chosen to regulate microfi-

nance institutions within the existing

legal and regulatory framework for finan-

cial institutions while adapting required

ratios and supervisory practices to

address their unique risk profile. Other

jurisdictions have established special laws.

Most microfinance institutions are small,

informal, and operate as voluntary associations

at the local level. It is neither feasible nor desir-

able to regulate them. Instead regulators should

focus their efforts on institutions that want to

offer deposit-taking services to the general pub-

lic. Very few microfinance institutions have the

ownership structure, management, financial dis-

cipline, information systems, and profitability

needed to be safe deposit takers. In most coun-

tries no more than one or two institutions might

warrant regulatory attention. In general, it is only

necessary to regulate microfinance institutions

that mobilize voluntary savings for the purpose

of onlending. But some organizations that mobi-

lize voluntary savings do not need to be regu-

lated. For example, it may not be necessary to

regulate village banks and rotating savings and

credit associations, which are usually so small that

all members know each other. Most experts

agree that as long as microfinance institutions do

not mobilize savings from the public, they should

not be regulated.

Box 6. To regulate or not to regulate?

Source: Berenbach and Churchill 1997.
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What should practitioners do?
The main recommendation for the hundreds

of microfinance practitioners in the Middle

East and North Africa—from loan officers to

chairs of supervisory boards—is to learn from

the experiences with microfinance elsewhere

and to implement best practice principles tai-

lored to local needs. Microfinance is a

nascent industry in the region. Thus practi-

tioners are in a unique position to shape the

industry, set standards, and develop best prac-

tices that reflect the features of Middle

Eastern and North African countries.

Strengthening and expanding the region’s

microfinance industry will require adopting

a business orientation toward the delivery of

financial services to the poor—whether these

services are provided by existing or new pro-

grams. Having basic business standards at all

managerial and operational levels is an essen-

tial condition for sustainability and for micro-

finance development. 

Local microfinance training capacity

should be expanded, and microfinance

should be introduced in schools as a field of

study and specialization. In addition, pro-

fessional standards should be developed and

a body of microfinance professionals should

be formed, possibly with an accreditation

mechanism. Microfinance practitioners in

each country should set minimum perfor-

mance standards and guidelines for best prac-

tices; doing so avoids excessive government

interference.
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Annex 1. Financing gap and outreach
gap for microfinance in the region

Potential Current 
Number of GDP outstanding outstanding Number of
potential per capita microfinanceb microfinance Financing gapc current active

Country borrowersa (U.S. dollars) (U.S. dollars) (U.S. dollars) (U.S. dollars) borrowers Outreach gapd

Egypt 1,550,000 832 425,568,000 54,938,000 370,630,000 74,635 1,475,365
Jordan 155,000 1,451 74,218,650 20,624,000 53,594,650 9,697 145,303
Lebanon 43,000 3,046 43,222,740 6,195,000 37,027,740 7,111 35,889
Morocco 492,500 1,200 195,030,000 994,000 194,036,000 7,385 485,115
West Bank
and Gaza 43,000 1,537 21,810,030 4,640,000 17,170,030 9,795 33,205

Yemen 650,000 454 97,383,000 242,000 97,141,000 1,181 648,819
Subtotal 2,933,500 857,232,420 87,633,000 769,599,420 109,804 2,823,696

Tunisia 122,500 2,029 82,022,325 8,432,000 73,590,325 2,512 119,988
Subtotal 3,056,000 939,254,745 96,065,000 843,189,745 112,316 2,943,684

Algeria 240,000 1,600 126,720,000 0 126,720,000 0 240,000
Iran 1,150,000 1,033 392,023,500 0 392,023,500 0 1,150,000
Syria 203,000 1,120 75,028,800 0 75,028,800 0 203,000
Total 4,649,000 1,533,027,045 96,065,000 1,436,962,045 112,316 4,536,684

a. Calculated as 50 percent of people living on less than $2 a day.
b. Calculated as (number of potential borrowers) * (0.33 * GDP per capita).
c. Calculated as (potential outstanding microfinance) – (current outstanding microfinance).
d. Calculated as (number of potential borrowers) – (number of current active borrowers).
Source: World Bank survey of microfinance institutions.
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Annex 2. Institutions that participated
in the World Bank’s microfinance survey

Egypt

Africare

Alexandria Association for Home Economics 

Alexandria Business Association Small and

Micro Enterprise Project

Association for Community Development of

Small Projects

Association of Free Market Economy

Assiut Businessmen Association for the

Development of Small Industries

Businessmen Association for the Social 

Development of Sharkiya

Businessmen Association of Asswan

Economic and Social Development 

Association

Egyptian Association for Assistance

to Small Industries and Handicrafters

Evangelical Charity Association

National Bank for Development

Port Said Business Association

Save the Children Cairo

Save the Children Minia

Social Fund for Development

United Nations Children’s Fund

Jordan

Agricultural Lending Association*

Association for Housing Assistance

Development

CARE International

Cooperation for Development

Development Employment Fund

General Union of Voluntary Societies

Industrial Development Bank*

Jordanian Women’s Development Society

(as of 1997), Save the Children (1994–97)

Ministry of Social Development

Noor Al-Hussein Foundation

Queen Alia Fund

United Nations Relief and Works Agency

Lebanon

Association D’Entraite Profesionnelle

CARITAS Association Najdeh Liban

Cooperation for Development

CRS/CARITAS Village Bank Program

Instituto Per la Cooperazione Universitaria, 

Rome*

La Cooperative Libanaise de Developpement

Middle East Council of Churches

Mvt. Libanis

United Nations Relief and Works Agency

Morocco

Al-Amana

Association Morocaine de Solidarite et

de Developpement

Fondation pour le Developpement Local

et le Partenariat 

Foundation Zakoura

Tunisia

Banque Nationale Agricole*

Banque Tunisienne de Solidarite

Comite Regional de Solidarite Social

de Mahdia

Comite Regional de Solidarite Social

de SILIANA

Commissariat General Au Developpement

Regional*
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Federation de Tunis de Solidarite Sociale

Fondation Atlas

Fondation Tunisienne Pour le

Developpement Communautaire

Gouvernorat de Tunis

Ministry of Economic Development

Union Tunisienne Solidarite Sociale

West Bank and Gaza

Agricultural Union of Palestine

CARE

Centre for Women’s Economic Projects, 

Oxfam

Culture and Free Thought Association

Save the Children

United Nations Relief and Works Agency,

Income Generation Program

Yemen

Adventist Development and Relief Agency

Hodeida Women Union

Unit of Small Industries Development

Wadi Siham Cooperative

* These institutions participated in the survey but

were not included in the aggregate data because

their responses suggested that they served small

enterprises rather than microenterprises.
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