m | \ " g6t
na b [
Microfinance Information eXchangs I [.

Benchmarking
Arab Microfinance 2003

A report from the
Microfinance Information eXchange

Growth in the microfinance industry in the Arab world is in full swing. This young sector, where non governmental
organizations and solidarity loans still predominate, is slowly transforming: diversifying its institutional structures and client
services. This slow diversification comes with rapid growth in coverage. Traditional MFIs analyzed in the 2002 edition of
the Benchmarking Arab Microfinance report have doubled their outreach, climbing to more than 400,000 active borrowers
by the end of 2003. The Moroccan sector still holds the lead with the two largest institutions in terms of outreach in the
region, but other actors, including commercial banks in Egypt, have discovered microfinance and are already offering
services to a growing number of clients.
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In Brief

Arab microfinance continues to extend its outreach and scale, taking advantage of experiences and lessons learned from
other regions of the world. Though young, the sector is reaching client levels achieved by regions in which microfinance
took hold long before. Within the region, the chasm is widening between large institutions and the rest. Large MFIs
almost doubled their outreach since 2002, while others reported much slower growth. These same flagship institutions
continue to enjoy profitability levels above those _
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- MOROCCO B SRIA EAHRAIN
the positive returns stem from low cost levels, ; CTHIS 1A FALESTINE "7 IRAD DiTaR
thanks to nearly perfect portfolio quality, and ] VR ' B f LLAE.

some of the lowest cost of funds in the industry. - LR : .

Indeed, even as some leading institutions open \ LB EGYPT
up to local and global capital markets, Arab 1 MAURITAN A

microfinance still relies primarily on grants and . R

donations for the capital to fund its lending

activity.

SalD| ARAEIS

Or4am

L YEMEM
SUDAMN p vy

DJIBOUTI r
/ SOrALLA

v



Benchmarking Arab Microfinance 2003

Overview of Benchmarking and Analysis

The MicroBanking Bulletin (MBB), one of the principal benchmarking products of the Microfinance Information eXchange
(MIX), fills a unique niche in the microfinance arena; it offers the global industry metrics and tools by which to analyze the
performance of MFIs. Its publication of global industry benchmarks creates comparative performance results with which
the industry and its retail institutions can contextualize MFI performance within relevant peer groups. Benchmarks enable
institutions to understand relative trends and drivers in their own performance in a comparative perspective. Through
standard metrics and analysis processes, the MBB analyzes the performance of MFIs — their profitability, efficiency, and
productivity, as well as their scale and outreach. Benchmarks support the transparency needed for improved institutional
performance and greater access to diversified sources of funding for growth, such as access to capital markets.

This Arab benchmark report dissects and compares Arab MFI performance measures and their drivers in the global and
regional context. The first part of each of the following sections places Arab MFI performance in the spectrum of global
industry results by region. Each section then explores the relative diversity within the young, but rapidly growing regional
industry. It analyses the varying performance of Arab institutions by scale, charter type and financial self sufficiency. Data
for this report come from the 2003 results of 16 MFIs from six Arab countries." The results published here represent
averages of all observations. To account for diverse institutional and environmental factors, these data are adjusted for
inflation, cost-of-funds subsidy, in-kind subsidy and standardized loan loss provisioning. As analyzed in this report, the
MFIs are grouped into peer groups by scale, sustainability and target market, allowing for comparisons among like
institutions and to analyze the impact of different factors on institutional performance.2

Peer Groups Criteria Microfinance institutions
Arab world ABA, Al Amana, Al Karama, Al Majmoua, Al Tadamun, AMEEN, AMSSF,
DBACD, Enda, FATEN, FBPMC, FONDEP, JIMCC, MFW, UNRWA,
Zakoura
Sustainability
Arab FSS Financial self- [Names of institutions are held confidential]
sufficiency > 100%
Arab non FSS Financial self- [Names of institutions are held confidential]
sufficiency < 100%
Outreach”
Arab Large Number of active ABA, Al Amana, FBPMC, Zakoura
Scale borrowers > 30,000
Arab Medium Number of active DBACD, Enda, FONDEP, MFW
Scale borrowers > 10,000 and
< 30,000
Age
Arab Mature Age > 8 years ABA, MFW, UNRWA
Arab Young Age > 5 years and <8 Al Amana, Al Majmoua, Al Tadamun, AMEEN, AMSSF, DBACD, Enda,
years FATEN, FBPMC, FONDEP, Zakoura

! The six countries and their respective MFIs are: Egypt (ABA, Al Tadamun, DBACD), Jordan (JMCC, MFW), Lebanon (Al Majmoua, AMEEN), Morocco
gAI Amana, Al Karama, AMSSF, FBPMC, FONDEP, Zakoura), Palestine (FATEN, UNRWA), Tunisia (Enda).

For more information on MBB peer grouping or benchmarking processes, log on to: www.mixmbb.org.
3 MFls in the Small (Outreach) category demonstrate great diversity in their operating environments. The group is not considered in this analysis.

2 A report from the Microfinance Information eXchange



Benchmarking Arab Microfinance 2003

Scale and Outreach

As MFIs increase in scale and outreach, they reach more clients with more products. Indicators of scale measure the size
of services to microfinance clients, whether through loans or deposits. Outreach indicators report on the number and
types of clients reached.

Arab microfinance in the world

Arab MFIs reach more borrowers per dollar in portfolio than their
counterparts in all other regions save Africa. Arab MFIs on the Average Loan Balance / GNI per Capita
whole are among the smallest in terms of total asset base and
gross loan portfolio. As a result, the average Arab MFI reaches
fewer borrowers than the average MFI for all other regions
outside of ECA; however, when considerations for size are taken
into account, Arab MFIs end up serving more borrowers per dollar
in portfolio than their peers in other parts of the world. Arab MFIs
record the lowest average loan balance per borrower, relative to
local income levels, anywhere in the world. This enables them to
reach a large number of borrowers despite their limited scale.
One reason for this is the fact that solidarity loans, often
characterized by their relatively small size, continue to dominate <30% I 61%-80%

the Arab market. As small, frequent transactions tend to fit with I 51%-60% . , . - o0

poorer client’s household and business cash flows, Arab MFIs Mon Paricpating Region

presumably have deeper outreach. In addition, and thanks in

large part to the strong outreach to women in Morocco — the number one country in terms of client outreach in the region
— Arab MFIs report higher levels of female participation relative to other regions.

Apart from a rise in individual loans, financial service options for clients of Arab MFIs remain limited when compared with
institutions in other regions, except Eastern Europe and Central Asia. That said, recent experiments with deposit services
in Yemen could provide support for greater product diversification throughout the region.

Microfinance in the Arab world

Arab
OUTREACH INDICATORS All MFls Arab ArabFss  ArabNon — Arablarge
FSS Outreach

Qutreach
Number of Active Borrowers 47,688 25,561 37,559 13,564 77,747 13,809 20,372 31,111
Percent of Women Borrowers 60.2% 78.2 81.3% 74.2% 68.2% 79.6% 100.0% 75.3%
Gross Loan Portfolio 10,214,376 5,884,795 8,275,951 3,493,640  16,035898 2,763,682 5,054,203 6,899,819
Average Loan Balance per 689 348 338 359 224 215 341 299
Borrower
Average Loan Balance per 74.7% 19.9% 20.7% 19.1% 16.8% 12.5% 25.8% 15.4%

Borrower/ GNI per Capita

Outreach varies greatly within the region. Young and sustainable institutions dominate the market and reach, on average,
20 to 40 percent more borrowers than the regional average.

There s_eems to be a strong Number of Borrowers Served

correlation between these three 80000

factors within the Arab industry:

outreach, sustainability and age.

The three largest institutions, in 60000 1

terms of clients served, are both

young and self-sufficient. Given 40000 +

the rather late introduction of best

practice microfinance to the 20000 -

region, today’s young institutions l
undoubtedly learned from the 0 ‘ ‘ . ‘ ‘ .

eXp_e”enCPfs of other regions in All MFIs Arab Arab FSS  Arab non Arab Arab Arab Arab
setting their targets for these two world FSS large  Medum  Mature  Young
key aspects of successful m Number of Active Borrow ers Outreach ~ Outreach

microfinance delivery:
sustainability and outreach.
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Benchmarking Arab Microfinance 2003

Financial Structure

MFIs finance their activities with a variety of funding sources. Measures of financial structure describe these sources of
capital, whether debt or equity, and compare them to resources purchased with that funding.

Arab microfinance in the world

Arab MFIs remain almost completely dependent on donor funding.
The high level of donor investment in the region has provided Arab Debt / Equity
MFIs with a substantial funding base, from which few institutions
have strayed. Arab MFIs have established few inroads with local
financial markets. Borrowings hold only negligible sway in the
regional funding equation, even when compared to other young
microfinance sectors, like the ones that developed in the wake of
the demise of the Soviet Union. Borrowings contribute barely a
quarter of all financial resources, and most of them come at
subsidized rates financed or backed by public donors. Market rate
debt contributes little more than token funding, at 17 percent of
loans outstanding.

<1 -5
-3 -5

The weight of commercial funding liabilities is even more striking Non Particpating Region

when comparing the Arab world with its African neighbors to the

south; two regions with roughly the same average age and balance sheet size. African MFIs rely heavily on deposits as a
source of funds, which results in their commercial funding liabilities ratio being nearly five times higher than the median for
Arab MFIs. In sharp contrast, only one Arab MFI currently offers savings services.

Microfinance in the Arab world

FINANCIAL

Arab

Arab Non Arab Large -
STRUCTURE All MFIs Arab Arab FSS FSS Outreach (g/luc,:?;:?h Arab Mature  Arab Young

Capital/ Asset Ratio 44.1% 74.7% 74.4% 75.1% 71.3% 76.8% 89.4% 71.3%
Commercial Funding

comm . 63.2% 17.6% 12.6% 22.6% 25.0% 36.6% 23.3% 18.4%
iabilities Ratio

Debt/ Equity Ratio 22 05 04 06 04 03 01 06
Deposits to Loans 43.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Deposits to Total Assets 19.6% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Gross Loan Portfolio/ 70.5% 67.4% 80.9% 53.8% 64.5% 68.1% 50.7% 68.6%

Total Assets

Access to debt within the region varies according to size and age. Operational size and strong financial performance
have allowed large scale MFIs to attract more loans from local banks and international funders, despite their youth. Debt
levels for these MFIs hover several points above the regional average. These same institutions also pay market rates for
a greater share of their
borrowings.

Modes of Financing in the Arab World

The region also stands out by |100%
the way in which mature MFls 90%
continue to finance their lending 80% |
activities. These institutions, 70%
founded in the early 1990s, 60% -
have yet to establish credit | g
relationships with their local 20%

commercial banks or financial 30% |
institutions. Instead, they rely on 20% -
the legacy of donors to fund as 10% | I I I I l
much as 90 percent of their loan 0% L .
portfolios. AIMFs  Arab  ArabFSS Arabnon  Arab  Arab Arab  Arab
w orld FSS Large Medium Mature Young
Capital/ Asset Ratio Outreach Outreach

m Commercial Funding Liabilities Ratio
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Benchmarking Arab Microfinance 2003

Profitability and Sustainability

Profitable and sustainable institutions earn positive returns on their operations. In microfinance, this means that an
institution earns a positive net income without depending on donor support to make up an operating loss. To account for
institutional scale, these returns are compared to the institution’s assets and equity. Sustainability measures how much
these returns cover total institutional expenses.

Arab microfinance in the world

Arab MFIs are more profitable compared to MFIs in other Adjusted Return on Assets
regions. 2003 demonstrated that Arab institutions earned the
highest average return on assets of all regions, thanks in large
part to low cost levels. Return on assets (ROA) and return on
equity (ROE) differ little in the Arab world, as Arab MFIs still
finances themselves from donations and, for the most profitable
ones, retained earnings from operations. This low leverage
explains the negligible difference between ROA and ROE. On
the other hand, Asian institutions earn ten times as much on
their equity as they do on their assets; this reflects their much
higher leverage that they through funds collected from

customers and loans from local banks. <o% .- 2%
B 0%- 1% B > 2%
Arab MFIs’ average positive returns are all the more telling in Non Participating Region

that the list of profitable institutions includes the ten largest MFls
in the region. In other words, the majority of clients served by microfinance institutions in this region take loans from
financially self-sufficient institutions.

Microfinance in the Arab world

Arab

PROFITABILITY/ Arab Non Arab Large . Arab
SUSTAINABILITY All MFIs Arab Arab FSS FSS Outreach Medium Mature Arab Young

Qutreach
Return on Assets -0.8% 2.1% 8.1% -3.9% 5.0% 4.1% 1.1% 1.6%
Return on Equity 5.9% 2.8% 10.7% -5.1% 7.8% 4.7% 1.7% 2.2%
Operational Self- 122.8% 118% 142.3% 94.6% 127.1% 114.5% 98.8% 105.9%
Sufficiency
Financial Self-Sufficiency 107.7% 106% 133.2% 79.7% 127.1% 114.5% 98.8% 105.9%

Operational scale holds the key to profitability among Arab MFIs. This observation holds true in two ways. The most
sustainable institutions have the most well honed operations, their guarantee for increasing operational outreach on a
healthy basis and to a
larger number of clients.
Likewise, large institutions
have achieved economies
of scale, allowing them to
lend at a lower cost and to
hence earn a profit from
their lending activity.

Even institutions that have
not yet reached financial
self-sufficiency contribute . l

to the high average level of
FSS among Arab MFIs.
Though loss-making, these
institutions are, on
average, close to covering

Returns in the Arab World

: All MFIs Arab world Arab FSS Arabnon  Arab Large Arab Arab Arab
their costs, a remarkable FSS Outreach Medium Mature Young
feat for such a young Outreach
sector. Return on Assets

B Return on Equity

A report from the Microfinance Information eXchange 5
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Revenues

MFIs earn most revenues from their loan portfolio. Revenue metrics look at financial revenue on the loan portfolio, as well
as on the total asset base, to assess the impact of revenue structure on profitability and sustainability.

Arab microfinance in the world

Arab institutions do not optimize the yield on their gross loan
portfolio. The loan portfolio is often an MFI's most productive Financial Revenue Ratio
asset. Yet, while Arab MFIs earn a total financial revenue ratio
equal to that of Asian institutions, they do so through higher
portfolio yields. The difference between this yield and resulting
financial revenues stems from the fact that Arab MFIs dedicate
fewer of their assets to the loan portfolio. Regions like Latin
America that put three fourth of their assets into their portfolios
have a much more productive asset base.

The institutional growth currently underway among Arab MFIs
has not yet brought full financial management capacity to these
organizations. Strong financial management will become <27% I 30.1% - 33%
essential in order to achieve the optimal asset allocation for . ore-sow o 3%
accompanying growth and diversification in operations. Non Participating Reglon

Microfinance in the Arab world

Arab
Medium
Qutreach

Arab Non Arab Large
FSS Outreach

REVENUE All MFIs Arab FSS

Adjusted Financial Revenue

o 29.1% 26.9% 33.0% 20.9% 21.4% 30.3% 18.5% 28.1%
Profit Margin -15.7% -11.9% 24.1% -47.8% 18.5% 9.4% 21.6% -14.4%
E::S'rgizgl)@oss Portfolio 38.7% 39.1% 42.3% 35.4% 34.4% 41.6% 33.0% 40.2%
Yield on Gross Portfolio (real) 29.5% 35.3% 40.0% 30.1% 31.9% 38.1% 28.0% 36.5%

Similar interest rate practices among Arab MFIs yield varying levels of returns. Regardless of the way in which Arab MFIs
are grouped, their interest rate practices differ little; average rates charged to clients vary in tight bandwidth, from 35 to 42
percent. Financial revenues earned on the whole asset base, however, vary from a minimum average of 18 percent to a
maximum of 33 percent.

The comparison between yields and overall earnings is more striking when looked at through the lens of sustainability.
The difference in these variables between FSS and non FSS MFIs increases by six percentage points. In other words,
the high interest rates charged to clients of non sustainable institutions cannot compensate for the MFIs’ higher operating
expenses.

Portfolio Yield

90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

AllMFIs Arabworld  ArabFSS Arabnon  Arab Large Arab Arab Arab
FSS Outreach Medium Mature Young
Outreach

Yield on Gross Portfolio (nominal)
0O Gross Loan Portfolio/ Total Assets
B Adjusted Financial Revenue Ratio
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Benchmarking Arab Microfinance 2003

Expenses

An MFI's financial activities generate a variety of expenses, from funding of its asset base and general operating
expenses, to provisioning for potential loss from default. Expense indicators measure the relative importance of different
expense categories in order to determine their impact on profitability and sustainability.

Arab microfinance in the world

Arab MFIs demonstrate tight cost control. The average Arab
microfinance institution is the least costly of MFls in all regions. Total Expense Ratio
The Arab world manages to keep costs down through excellent
portfolio quality and financing from donor funds. Write-off rates
in the region approach zero, while other regions, such as Africa
or Asia, lose on average three percent of their outstanding
portfolio per year. Financial expenses also remain low
compared with other regions; for example, they are three times
lower than the average in Latin America.

These two factors play in favor of Arab MFIs, but are likely to
change over the coming year as the sector matures. As MFIs
begin to integrate into local financial landscapes, they will need = ;5":2%28% = 583'12_31%
to access local bank loans and begin incurring higher costs of hior Pesteietng Fegion

funds. Likewise, product diversification will contribute to the

client risks that the MFIs will have to manage in order to contain delinquency and its associated costs.

Microfinance in the Arab world

Arab Non Arab Large Arqb
EXPENSE All MFIs Arab FSS Medium Arab Mature  Arab Young
FSS Outreach
Qutreach

Total Expense Ratio 29.4% 24.8% 24.9% 24.8% 16.5% 26.3% 17.3% 26.6%
E‘;‘;‘gc'a' Expense 7.1% 2.9% 2.1% 3.7% 3.1% 3.0% 4.5% 2.7%
Loan Loss Provision 2.3% -0.2% 0.3% -0.8% 0.7% 0.2% 2.0% 0.1%
Expense Ratio

Sgﬁga“”g Expense 20.0% 22.1% 22.5% 21.9% 12.6% 23.1% 14.8% 23.8%
;‘;;"””e' Expense 11.0% 13.8% 14.2% 13.5% 8.3% 13.0% 10.7% 14.7%
Administrative 9.1% 8.3% 8.3% 8.4% 4.3% 10.1% 4.1% 9.0%

Expense Ratio

Within the region, scale plays an important role in mastering cost levels. Medium scale institutions incur costs much
higher than those faced by larger MFIs. The former spend as much as 40 percent more on costs. Operational costs
represent the largest difference, where the smaller institutions spend nearly twice as much on personnel and overhead
costs. Economies of scale make their mark in operating costs. Only financial expense increases with size, a fact that
reflects the greater level of commercial borrowings among large scale MFls.

Expense Breakout in the Region
30%
25% 1 — C_1
20% -
15% | -
10% -
5% -
0% - .
-5%
All MFIs  Arabworld Arab FSS Arab non  Arab Large Arab Arab Arab
FSS Outreach Medium Mature Young
O Financial Expense Ratio Outreach
Loan Loss Provision Expense Ratio
u Operating Expense Ratio
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Efficiency and Productivity

Efficient institutions generate minimal costs in delivering services. Productive institutions maximize services with minimal
resources. For MFIs, the loan portfolio and staff time account for two such important resources.

Arab microfinance in the world

Arab MFIs spend more for each dollar of portfolio outstanding.
Only African institutions spend more. Despite their low cost
levels, the lending operations of Arab MFI remain inefficient. The
low cost levels deployed cover smaller average loan portfolios.
The high cost of serving each dollar outstanding, when compared
with other regions, also reflects the much smaller average loan
amounts that Arab MFIs offer.

Relative inefficiency also stems from lower average staff
productivity. While in line with overall global norms, Arab staff
productivity falls below that of every other region, except Eastern
Europe and Central Asia. The lower productivity is even more
striking for a region that depends almost singularly on group
lending methodologies for serving its borrowers, which typically
increases staff productivity.

Microfinance in the Arab world

Arab Non Arab Large ATElD Arab

Medium
Qutreach

EFFICIENCY All MFIs Arab Arab FSS

FSS Outreach Mature

Operating Expense/ Loan

Operain 33.2% 39.9% 29.5% 48.3% 20.4% 32.0% 31.7% 42.4%
ﬁg:tsfgﬂge' Expense/ Loan 17.9% 26.2% 18.6% 32.3% 13.3% 18.3% 23.4% 27.6%
é‘;%rif‘fe Salary/ GNI per 748.4% 420% 443.0% 398.9% 405.3% 275.3% 506.6% 396.9%
Cost per Borrower 158 121 85 157 43 58 135 111

Arab
Arab Non Arab Large Medium Arab

FSS Outreach Outreach Mature

Borrowers per Staff Member 136 138 168 107 190 127 88 153

PRODUCTIVITY All MFIs Arab FSS

Institutional efficiency is strongly tied to sustainability, as well as outreach. For each dollar outstanding, large scale
institutions spend 50 percent less than medium scale MFIs, which is in large part driven by the larger MFIs’ higher staff
productivity.

The same observation can be made of sustainable institutions that serve their customers at 40 percent less cost for each
dollar outstanding, and at half the price per borrower. This is directly attributable to higher productivity levels.

Efficiency in the Arab World
60%

50%
40%

30%

20%

10% l
0%

AlIMFIs  Arabworld ArabFSS  Arabnon Arab Large Arab Arab Mature Arab Young
FSS Outreach Medium
Outreach

B Operating Expense/ Loan Portfolio
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Portfolio Quality

The loan portfolio constitutes an MFI’'s most important asset. Its quality will determine future revenues, as well as the
institution’s ability to increase its outreach and continue to serve existing clients.

Arab microfinance in the world

Arab MFIs still maintain their lead in portfolio quality. Low
delinquency allows Arab MFIs to keep costs associated with client
risk to the lowest levels in the global industry.

Particularly risk adverse, leading Arab MFIs maintain conservative
loan loss provisioning policies. These institutions provision nearly
twice as much for risk as their African counterparts, despite similar
historical loan loss rates.

The exceptional recovery rates of Arab MFIs find their explanation in
part through client relations and tracking, and in part through the
predominance of group-based lending methodologies. Such low
delinquency rates could also mask an underlying level of risk
aversion that prevents MFls in the region from reaching out to other
underserved populations.

Microfinance in the Arab world

Arab

Arab Non Arab Large - Arab
PORTFOLIO QUALITY All MFIs Arab Arab FSS FSS Outreach (gﬂu??él;?h Mature Arab Young
Portfolio at Risk> 30 Days 5.2% 2.2% 0.4% 4.0% 2.6% 0.5% 9.3% 0.5%
Portfolio at Risk> 90 Days 2.8% 1.5% 0.4% 2.6% 2.5% 0.3% 6.0% 0.3%
Loan Loss Rate 2.5% 2.6% 0.5% 4.7% 2.3% 0.3% 9.6% 1.2%
Risk Coverage 278.7% 368.3% 282.2% 489.6% 203.9% 424.8% 399.4% 420.8%

Sustainable Arab MFIs distinguish themselves through their portfolio quality. They maintain high repayment levels and
have almost no loan loss. When compared with their non sustainable peers, sustainable MFIs carry portfolios at risk over
30 days nearly four points lower. Sustainability in Arab microfinance is closely linked to the question of portfolio quality.

A striking difference in portfolio quality levels also exists between younger and older institutions. Young MFIs have much
lower risk levels and loan loss rates. Institutions founded in the early 1990s experience significantly greater difficulty in
recovering loans on time, another sign that more recent start-up institutions have learned more from experience in other
regions on how to adapt products to local market demand.

Client Risk in the Arab World
10%

8% -

6% -

4% - l

2%

O‘%(: . . — . —

AllMFIs  Arabworld ArabFSS Arabnon Arab Large Arab Arab Mature Arab Young
FSS Outreach Medium
Portfolio at Risk> 30 Days Outreach
B Loan Loss Rate
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Comparative Regional Benchmarks

INSTITUTIONAL

CHARACTERISTICS All MFIs

Arab world

Definition

Number of MFIs Sample size of group 231 16 57 57 49 52
Age Years functioning as an MFI 9 7 7 12 5 13
Total Assets Total Assets, adjusted for inflation
and standardized loan portfolio 32,410,823 9,812,513 9,113,640 81,198,092 10,719,008 31,863,457
provisioning and write-offs
Offices Number, including head office 48 29 23 138 12 18
Personnel Total number of employees 376 170 149 1,039 83 236

FINANCIAL

All MFIs Arab world

Definition

Africa

STRUCTURE
Capital/ Asset Ratio Total Equity, a;cgjuus;teedd/ Total Assets, 24.1% 74.7% 41.8% 31.5% 64.0% 32,90
C_ommgrmal F_undlng All liabilities with market_ price/ 63.2% 17.6% 103.7% 72.4% 21.8% 61.8%
Liabilities Ratio Gross Loan Portfolio
Debt/ Equity Ratio Total Liabilities, adjusted/ Total )

Equity, adjusted 22 0.5 3.2 5.0 13 6.4
Deposits to Loans Vqunt;rgn?;\i/cl)ngsé/jg;gzs Loan 43.0% 0.0% 91.9% 51.4% 7.4% 26.9%
Esggtsslts to Total Voluntary Sz\gjrllg;é t‘jl'otal Assets, 19.6% 0.0% 27 1% 29.2% 5.20% 20.6%
Gross Loan Portfolio/ Gross Loan Portfolio, adjusted/ Total 70.5% 67 4% 59.2% 69.8% 79.6% 76.0%

Total Assets Assets, adjusted

SCALE AND

Definition All MFIs Arab world

Africa

OUTREACH

Number of Active Number of borrowgrs with loans 47,688 25561 26,285 130,169 5.840 31,424

Borrowers outstanding

Percent of Women Number of active women borrowers/ o o o o o o

Borrowers Number of Active Borrowers 60.2% 78.2% 62.5% 64.2% 65.6% 38.1%

Gross Loan Portfolio Gross Loan Portfolio, adjustedfor g 514 376 584795 5800360 40,132,314 8,510,944 25,176,261

standardized write-offs

Average Loan Gross Loar_1 Portfolio/ Number of 689 348 370 402 1.263 903

Balance per Borrower Active Borrowers

Average Loan Average Loan Balance per Borrower/

Balance per GNI per Capita o o o o o o

Borrower/ GNI per 74.7% 19.9% 124.6% 53.9% 73.0% 59.9%

Capita

Number of Voluntary Number of savers with passbook and

Savers time deposit accounts 27,621 0 31,100 61,134 763 17,381

Voluntary Savings Total value of passbook and time 1 574 ;39 0 3,680,225 58,680,859 2,626,406 14,771,660
deposit accounts

Average Savings Voluntary Savings/ Number of 841 0 1411 169 2.842 618

Balance per Saver Voluntary Savers

PROFITABILITY/
SUSTAINABILITY
Return on Assets

Definition All MFIs Arab world

Net Operating Income, adjusted and

Africa Asia ECA LAC

- 0, 0, - 0, 0, - 0, - 0,
net of taxes/ Average Total Assets 0.8% 21% 4.6% 1.2% 0.3% 0.2%
Return on Equity Net Operating Income, adjusted and o o e o o o
net of taxes/ Average Total Equity 5.9% 2.8% 4.6% 12.4% 1.2% 15.6%
Operational Self- Financial Revenue/ (Financial
Sufficiency Expense + Net Loan Loss Provision 122.8% 118.3% 117.1% 128.0% 130.7% 117.3%
Expense + Operating Expense)
Financial Self- Financial Revenue, adjusted/
Sufficiency (Financial Expense + Net Loan Loss 107.7% 106.5% 94.4% 118.8% 109.3% 108.8%

Provision Expense + Operating
Expense), adjusted
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REVENUE Definition All MFIs Arab world Africa Asia ECA LAC
Adjusted Financial F'”""A”\f('e"’r‘ggg"fo’gf , adlusted/ 29.1% 26.9% 26.4% 26.5% 33.5% 31.4%
Profit Margin Nelfir%‘:]ecriz}'g%\'/’;‘?ﬁj”e‘eé;cgé‘ggd’ -15.7% -11.9% -34.1% 7.7 3.7% -16.7%
Yield on Gross Financial Revenue from Loan
Portfolio (nominal) Portfolio/ Average Gross Loan 38.7% 39.1% 40.1% 35.2% 42.4% 37.5%
Portfolio

Yield on Gross (Yield on Gross Portfolio (nominal) - o o o o o o
Portfolio (real) Inflation Rate)/ (1 + Inflation Rate) 29.5% 35.3% 23.3% 31.3% 33.9% 28.1%
EXPENSE Definition All MFIs Arab world
Total Expense Ratio (Financial Expense + Net Loan Loss

Eggx'ssé‘;” ai}‘fggﬁf ;Vggzr:t%gt . 29.4% 24.8% 30.7% 25.0% 32.9% 31.0%

Assets
Loan Loss Provision Net Loan Loss Provision Expense, o N 0 o o o o
Expense Ratio adjusted/ Average Total Assets 2:3% 0.2% 2:3% 2.9% 1.5% 3:3%
Operating Expense Opeggggix%?;:':sdé‘tftew 20.0% 22.1% 20.7% 15.9% 24.6% 18.9%
;‘;{;0””9' Expense Persﬁgggg'i"%?;i ssdét‘;te‘" 11.0% 13.8% 10.4% 9.1% 13.3% 10.5%
Adm|n|strat|v¢ Administrative Expense, adjusted/ 9.1% 8.3% 10.2% 6.8% 11.3% 8.4%
Expense Ratio Average Total Assets
Adjustment Expense Net inflation and subsidized cost-of-
Ratio funds adjustment expense/ Average 3.8% 2.2% 5.8% 2.0% 4.5% 3.5%
Total Assets

EFFICIENCY Definition All MFIs Arab world Africa Asia ECA LAC
Operating Expense/ Operating Expense, adJusted/ 33.2% 39.9% 43.8% 26.0% 33.7% 26.8%
Loan Portfolio Average Gross Loan Portfolio
Personnel E?(pense/ Personnel Expense, adjusted/ 17.9% 26.2% 21.3% 15.0% 17.9% 14.7%
Loan Portfolio Average Gross Loan Portfolio
Average Salary/ GNI Average Personnel Expense, 748.4% 420.9%  1341.9%  4222%  670.9% 629.3%
per Capita adjusted/ GNI per capita
Cost per Borrower Operating Expense, adjusted/ 158 121 129 50 299 181

Average Number of Active Borrowers

PRODUCTIVITY Definition All MFIs Arab world
Borrowers per Staff Number of Active Borrowers/ Number 136 138 164 144 84 146
Member of personnel
Bor'rowers per Loan Number of Active Bor_rowers/ Number 269 210 334 274 151 323
Officer of loan officers
Voluntary Savers per Number of Voluntary Savers/ 110 0 166 171 7 120
Staff Member Number of personnel
Personnel Allocation Number of Loan Officers/ Number of o o o o o o
Ratio personnel 53.7% 67.8% 53.9% 55.1% 56.0% 45.7%
PORTFOLIO N .
QUALITY Definition All MFIs Arab world Africa
Portfolio at Risk> 30 Outstanding balance, loans overdue>
Days 30 Days/ Gross Loan Portfolio, 5.2% 2.2% 7.5% 7.0% 2.1% 4.3%
adjusted
Portfolio at Risk> 90 Outstanding balance, loans overdue>
Days 90 Days/ Gross Loan Portfolio, 2.8% 1.5% 3.9% 3.8% 1.1% 2.5%
adjusted
Write-off Ratio Value of loans written-off/ Adjusted o o o o o o
Average Gross Loan Portfolio 3.0% 2.6% 3.0% 3.1% 1.6% 4.2%

Loan Loss Rate Adjusted Write-offs, net of

recoveries/ Adjusted Average Gross 2.5% -0.5% 2.9% 2.9% 1.3% 4.0%

Loan Portfolio

Risk Coverage Loan loss reserve, a?,‘iJ“Sted/ PAR> " 278.7% 368.3% 192.7%  261.6%  372.2%  281.6%
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Conclusion

On the whole, Arab microfinance is developing at a much faster pace than in other regions. Despite its youth, the sector
reaches, on average, more borrowers with loan sizes more likely to reach poorer clients than do MFIs elsewhere. Its
operations earn it returns that exceed global averages. Arab microfinance has crossed the threshold of sustainability,
thanks to low cost levels and the exceptionally high quality of its loan portfolios.

At the same time, the sector’s youth reveals itself in other ways. Client services remain limited to loans, mostly as micro-
enterprise credit. Current regulations forbid MFIs from offering savings services in most countries in the region. Other
services, such as money transfers or insurance, are not yet offered by Arab MFIs. Without access to public deposits and
with few links to local bank loans, these institutions remain cut off from their local financial sectors. As a result, most of
them finance their portfolios through subsidized donor funds.

The canvas of Arab microfinance is evolving. Experiments with taking micro-deposits have been underway for some
years now in Yemen. With the help of donors, Egyptian commercial banks have successfully launched microcredit
operations through their vast branch infrastructure with nationwide coverage. Large Moroccan institutions are becoming
part of the local financial sector, relying on banks, investment funds and international financial institutions to finance their
growth. To narrow the gap between the supply and demand for microfinance services in the region, more efforts are
needed to reinforce the organizational structure of medium scale MFIs in order to create a more diverse institutional
landscape. To accompany this diversification, regulatory changes could give high performing institutions more flexibility to
extend their product offerings in order to make microfinance an integral part of the local financial system.

Nadia Laraj Blaine Stephens
Sanabel Microfinance Information eXchange
August 2005

The MIX is a non-profit organization whose mission is to help build the market infrastructure by offering data sourcing,
benchmarking and monitoring tools, as well as specialized information services. The MIX is a newly set-up partnership
between CGAP, the Citigroup Foundation, the Deutsche Bank Americas Foundation, the Open Society Institute, the
Rockdale Foundation, and others. To learn more about the MIX, please visit the MIX website at: www.themix.org.

Sanabel is a regional network for microfinance institutions in the Arab world. Sanabel® members serve 80% of active
microfinance clients — more than 775,000 micro-entrepreneurs — in the Arab region. Its mission is to maximize outreach
to microentrepreneurs in the Arab world by providing microfinance institutions with a forum for mutual learning and
exchange, capacity building services, and advocacy for best practice microfinance.

Through its partnership with the MIX, Sanabel also aims to improve transparency and standards of practice by
encouraging participation in the MIX Market and benchmarking services (MicroBanking Bulletin) and the utilization of
external audits, standard reporting, and ratings services. For more information, please visit the Sanabel website at:
www.sanabelnetwork.org
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