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FOREWORD

During the last decade, the microfinance sector in the Middle East and North Africa has caromed from crisis to crisis. Some 

were caused by problems within the industry, while others were a product of the political instability that has gripped the 

region since the Arab Spring.

Despite those challenges, the microfinance sector has continued to grow. But it has done so at a much slower rate than in 

many other parts of the developing world, which has deep implications for economic growth. Based on the assumption that 

knowledge is power, this report aims to understand what is holding back microfinance in the Arab World and explore ways 

that the sector – so essential for job creation – can prosper and grow. 

With the knowledge that perceptions can be even more powerful than reality, Voices focuses on the main risks facing the 

industry as seen by a broad group of stakeholders, from donors to microfinance institutions to regulators. By laying the 

cards on the table, it is our hope that we begin a debate about which risks are real and pressing, and which are a product 

of outdated thinking.

What is clear from this study is that perceptions of risk in the microfinance sector are changing. Stakeholders are becoming 

increasingly concerned with challenges like political instability, over-indebtedness, and government regulation. Critically, 

these perceptions affect the choices made by microfinance institutions – choices that have a tremendous impact on the 

growth of the sector.

With this is mind, Sanabel, the Microfinance Network of Arab Countries, with a generous contribution and technical 

support from the International Finance Corporation (IFC) in the Middle East and North Africa, undertook the task of 

launching a series of leadership papers. The first is this report. It is based on the methodology of the Banana Skins annual 

survey, which seeks to monitor the risks facing our sector, with additional adaptations tailored to the region.

Voices rates twenty six risks in terms of their severity and offers explanations for their prevalence. While it documents where 

we stand today, this report also allows us to reflect on how best to move forward in an environment that is characterized by 

risks, no matter which may be the most pressing in any given year.

We hope you enjoy this paper and welcome your feedback.

Mohammed Khaled,     Sahar Tieby,

International Finance Corporation    Sanabel, the Microfinance Network of Arab Countries
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While it is evident that there has been growth, the sector’s outreach in terms of portfolio has been increasing at a 

relatively slow rate5.  Several factors caused this decline in momentum, including political instability arising from 

the Arab Spring, security concerns in parts of the region, and repayment crises in some of the larger markets. Such 

instability has manifested itself in risk-averse behavior on the part of MFIs, which have shown a lack of interest in 

new investments and product diversification, resulting in stagnation. As such, it can safely be said that weak risk 

management structures are at the core of the limited expansion of the sector.  

It is important to note that while this study is assessing microfinance in the Arab World as a whole, the size of the 

market varies substantially from country to country. Currently, in terms of active borrowers, Egypt represents the 

largest market, followed by Morocco. Combined, the two countries account for 65 percent of the market. In terms 

of outstanding portfolio, Morocco represents the largest share, followed by Egypt. Combined, they account for 50 

percent of the region’s outstanding portfolio (2013)6 (see charts 2 and 3 below)7. In addition, the largest 15 MFIs in 

the region serve approximately 75 percent of the market both in terms of borrowers and outstanding portfolio. This 

concentration makes the sector highly susceptible to shocks; any problems in the largest markets or at the largest 

MFIs will have a substantial effect on the microfinance sector in the region as a whole. As such, there is a clear need to 

better understand the challenges the microfinance sector faces today in order to implement sound risk management 

structures. 

The sector has witnessed several events over the past few years that have sparked interest in the subject of risk and 

risk management. In 2009, Morocco suffered from a major delinquency crisis; defaults of all loan types soared 

across most of the country and eventually Zakoura, the then second largest player, collapsed and was later absorbed 

by Fondation Banque Populaire, a smaller MFI backed by a major bank.  This crisis is often attributed to the rapid 

growth of the sector, aggressive competition, poor lending discipline, weak governance, and, most importantly, high 

levels of multiple borrowing – all characteristics of poor risk management. 

This crisis was soon followed by a wave of uprisings, first in Tunisia and Egypt, then in other countries, which resulted 

in the rise of non-performing loans and a decline in lending. The political and economic instability associated with 

these uprisings has highlighted not only the need for better credit risk and non-performing loans (NPL) management, 

but also for stronger overall risk management frameworks. These events have illustrated that some stakeholders in 

the sector do not have a comprehensive understanding of the risks that surround them and thus, have not proactively 

identified mitigation measures in the event that these risks arise. The first step in the process of managing these risks 

is understanding the elements which threaten the sector. As such, this study seeks to lay out these risks as perceived 

by the sector’s stakeholders in the Arab World. 

5 IFC Presentation for Sanabel conference 2014
6 IFC’s Consolidated Data on Microfinance derived from MIX Market and IFC client reporting
7 IFC Presentation for Sanabel Conference 2014

Over the past few years, the challenges facing the microfinance sector in 

the Arab World 1 have been on the rise. Political and social unrest, which 

have become staples of the region, along with various shocks to the system, 

such as the microfinance crisis in Morocco2, have laid bare the internal 

weaknesses of many microfinance institutions (MFIs). They have also 

brought to the forefront the importance of identifying the key risks of doing business in the sector, as well as the 

importance of building a strong risk management framework that can help build the industry’s resilience to shocks. 

To date, however, no comprehensive attempt has been made to identify the risks facing the sector in the Arab World  

and to understand the degree to which they present a threat to its health 3. This study aims to map out and analyze 

the challenges that the microfinance sector faces today as perceived by its stakeholders, including practitioners, 

donors, policy makers, consultants, and national networks. 

This first chapter will assess why risk management has become a critical subject for the microfinance sector and will 

outline the methodology used for this study. The next chapter will then assess each risk highlighting key findings by 

stakeholder group and country. Chapter Three will assess how perceptions of risk in the Arab World compare to 

those in other regions and how well-prepared the sector is to handle the identified risks.

1.1 Why Risk Management is Crucial for Microfinance in the Arab World Today

While the microfinance sector in the Arab region has grown substantially since the early 2000s, since 2008, 

the sector has been largely stagnating. In 2008, the sector’s outreach (measured in terms of credit) was 2.74 million 

borrowers with an outstanding loan portfolio of $1.26 billion. A year later, the sector started to shrink, recording 

2.65 million borrowers and an outstanding loan portfolio of $1.32 billion . As of 2013, the sector had only grown 

to serve 2.97 million borrowers and has an outstanding loan portfolio of $1.7 billion 4. 

1  Countries included in the Arab World are: Bahrain, Egypt, Iraq, Jordan, Lebanon, Morocco, Palestine, Sudan, Syria, Tunisia, Yemen, KSA and Qatar   
2  The Moroccan microcredit crisis took place in 2009. It was characterized by sector-wide credit risk soaring to 14% and reaching as high as 38% for one leading MFI (CGAP).
3  Several Microfinance Banana Skins have been produced by CSFI to understand the risks facing the microfinance sector as seen by an international sample of practitioners, 

investors, regulators and observers. However, typically, the MENA region has been underrepresented in these reports. 
4 IFC’s Consolidated Data on Microfinance derived from MIX Market and IFC client reporting
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1.2 OVERVIEW OF THE ARAB WORLD8

9

2011 2012 2013

Population of the Arab World  
 355.1 

million

362.5 

million

369.8 

million

GDP of the Arab World 
$2.487 

trillion

$2.744 

trillion

$2.853 

trillion

GNI of the Arab World 
$2.515 

trillion

$2.755 

trillion

$2.846 

trillion

People ( age 15+)   with an account at a formal finan-
cial institution in MENA 18 percent

Women ( age 15+)  with an account at a formal finan-
cial institution in MENA 13 percent

8 Annex A shows key statistics by country
9 Countries included in the Arab World are: Algeria, Bahrain, Egypt, Iraq, Jordan, Kuwait, Lebanon, Libya, Morocco, Oman, Qatar, Saudi Arabia, Sudan, Syria, Tunisia, UAE, Palestine 

and Yemen.

EgyptLibyaAlgeria

Morocco
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UAE
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1.3 METHODOLOGY

VOICES adopts the same methodology as the Global Microfinance Banana Skins survey published in 2009, 2012, and 2014, 

as well as the Risks to Microfinance in Pakistan Report, published in 2011. It is based on a survey that was conducted between 

May and July 2014 and sent to various stakeholder groups across the region10. The stakeholder groups surveyed include: financial 

service providers, donors, investors, national networks, regulators and policy makers, and independent consultants. A total of 92 

responses were received, covering 10 Arab countries.

The questionnaire was divided into four sections as follows:

Section 1: Background information on respondents;

Section 2: Identification of the main risks facing the microfinance sector;

Section 3: Risk ratings in terms of severity and trend; and

Section 4: The microfinance sector’s ability to handle risk.

A breakdown of respondents by stakeholder group (Chart 4) and country of operation (Chart 5) is presented below. Financial 

service providers represented the largest number of respondents at 49 percent. This group includes microfinance institutions, 

banks, and NGOs that lend to micro and small enterprises. Donors represented the second largest group of respondents at 22 

percent.  

It appears that a large percentage of respondents have regional experience in microfinance. However, when we come to assess 

the breakdown of respondents by country, we find that respondents from Egypt accounted for 22 percent of responses received 

followed by respondents from Jordan, who accounted for 12 percent. 

1.4 HIGHLIGHTS 

VOICES represents the first survey of its kind focused on identifying and ranking the risks facing the microfinance sector in the 

Arab World. The results are based on the perceptions of respondents, who graded risks from low to high. The key takeaway from 

this study is that external risks, such as security challenges and macroeconomic downturns, are perceived as more problematic 

to the sector than internal risks. 

We begin by assessing what emerged as the biggest risks and how respondents perceived the trends. These concepts are measured 

as follows: 

• Biggest Threats: The percentage of respondents who judged a risk to be very high (5) or high (4) in terms of severity;

• Fastest Trends: The percentage of respondents who judged a risk to be rising11. 

10 A copy of the survey is included in Annex B
11 In the analysis of each risk, it is indicated whether respondents perceive the trend as rising, steady, or falling.

Donor 22%

Others 7%

Regulator/Policy Maker
5%

Investor
9%

Researcher/Consultant/
Trainer 4%

Financial Service Provider
in the Arab World

49%

Network 4% Egypt 22%Regional
24%

Morocco 5%

West Bank
 and Gaza

8%

Yemen 3%

Tunisia 4%

Syria 3%

Sudan 4%

Bahrain 1%

Jordan
12%

Lebanon 7%

CHART 4:
BREAKDOWN 

BY RESPONDENT TYPE

CHART 5:
BREAKDOWN 
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2. RISKS FACING MFIS IN THE ARAB REGION - A DEEPER LOOK 

Combining the views of all stakeholder groups12, we get the below risk ratings, which are discussed in further detail in the remainder of 

this section13. The percentages in the table indicate the number of respondents that perceive a risk to be ‘high’ or ‘very high’.

Key:

76 percent - 100 percent 26 percent - 50 percent

51 percent - 75 percent 25 - 0 percent

1 External 68 percent

2 Security 65 percent

3 Over-indebtedness 61 percent

4 Macroeconomic 51 percent

5 Staffing 50 percent

6 Political Interference 50 percent

7 Corporate Governance 50 percent

8 Regulation 49 percent

9 Competition 48 percent

10 Management Quality 48 percent

11 Quality of Risk Management 46 percent

12 Strategy 46 percent

13 Technology Management                                                                              45 percent

14 Client Management 41 percent

15 Product Diversification 39 percent

16 Credit 38 percent

17 Transparency 38 percent

18 Too Little Funding 37 percent

19 Liquidity 35 percent

20 Too Much Funding 32 percent

21 Operations 32 percent

22 Foreign Exchange 32 percent

23 Mission Drift 26 percent

24 Profitability 24 percent

25 Religious Influence 24 percent

26 Interest Rates 24 percent

 

As can be seen from the above risk ratings, none of the risks were perceived as excessively critical (76 percent to 100 percent) and, in 

fact, the majority of risks fell between 26 percent and 50 percent. This allows us to conclude that the sector is well-positioned to take 

preventive measures through sound risk management frameworks; it is about being proactive rather than reactive.

 
 

12 Annex C shows the risk rankings by stakeholder group and by country. These will be referred to throughout the analysis of this report.
13 Annex D compares the results of this survey against those of the Microfinance Banana Skins for the MENA region. These findings are summarized throughout this section.

2.1 EXTERNAL RISKS - The risk that microfinance providers will be affected by events beyond their control, e.g. social and 
environmental change, natural calamities, public disorder.

Trend:

61% 67% 38% 20% 44% 44%

65%

Donors Investors Financial Service
Providers

Researchers/
Consultants/ Trainers

National
Networks

Weighted Average

100%

80%

60%

40%

20%

0%
National

Networks
Regulators/

Policy-makers

CHART 6: RESPONSES BY STAKEHOLDER GROUP

Percentage of Respondents by Country Ranking Risk as a Threat

100 percent Syria, Tunisia, Lebanon

86 percent Palestine

79 percent Egypt

75 percent Sudan

67 percent Yemen, Jordan

External risks currently rank as the highest risk category in the Arab region among microfinance stakeholders, with almost 70 percent 

of the respondents giving this category a score of ‘high’ or ‘very high’. This result is not surprising when framed in the context of the 

geopolitical trends in the region. In late 2010, the Arab Spring was triggered by uprisings in Tunisia that resulted in the removal of the 

then-president. Protests in other countries, including Egypt, Libya, Yemen and Syria quickly followed suit. These events have led to 

extended periods of political instability, limited security, and in some dire cases, civil wars. Political outcomes aside, the uprisings caused 

severe instability in regional economies, which substantially impacted the microfinance sector, among many other industries. The results 

of previous studies reinforce this. In the 2009 Microfinance Banana Skins report, published prior to the Arab Spring, external risks did 

not make the list of the top ten challenges facing stakeholders. However, in the 2012 report, post-revolutions, external risks were ranked 

as the second most severe risk facing the sector14. In this study, we find that over half of the respondents in each country perceive this risk 

as ‘high’ or ‘very high’, with the exception of Iraq.

The impact of external risks on MFIs varies across the region and although present, does not always adversely affect the sector. According 

to Yousef Al Kuraimi, CEO of Al Kuraimi Islamic Microfinance Bank in Yemen, “Despite the high-risk environment in Yemen, the 

microfinance sector is continuing to grow in a steady and healthy manner because of the high support from regulators, local partners, 

and international partners.” In fact, in terms of portfolio outstanding, the sector grew from $12.8 million in 2010 to $46.4 million in 

2013, despite the instability15.

 

14 There were 18 respondents from the Middle East in the 2012 Microfinance Banana Skin report, representing 5 percent of the respondents.
15 IFC’s Consolidated Data on Microfinance derived from MIX Market and IFC client reporting
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2.2 SECURITY - The risk that a deterioration in law and order will hamper the growth of microfinance.

Percentage of Respondents by Country Ranking Risk as a Threat

100 percent Yemen, Lebanon

83 percent Iraq

71 percent Palestine

64 percent Egypt

50 percent Morocco, Sudan, Tunisia

Closely related to external risks, security challenges are seen as the second most critical risk impacting the microfinance sector in the 

Arab region. About 68 percent of survey respondents have rated this risk as ‘high’ or ‘very high’. Again, this is not a surprising result 

given the political context in which the sector has been operating over the past few years. In analyzing the data further, we find that 

security risk is perceived to be one of the most severe risks (one of the top five) facing the microfinance sector today by every stakeholder 

group, with the exception of donors. Perhaps this is because many donors are located outside of the region and, as a result, are not as 

aware of the security threats as local respondents. It also ranks as one of the top five risks, according to the perceptions of respondents, 

with the exception of those in Syria and Sudan. However, it must be noted that only five total responses were received from Syria and 

Sudan, and so the results may not be highly indicative. 

The lack of security in the Arab World has been the byproduct of various events. Syria and Iraq are currently suffering from civil wars, 

ongoing instability persists in Yemen, and countries such as Egypt and Sudan are experiencing periodic political violence.  As such, 

according to Andrew Pospielovsky, a senior microfinance specialist at IFC, “Security risks for microfinance practitioners vary from 

country to country.” 

Not only do the impacts of this lack of security vary, but many respondents have pointed to the fact that they are unpredictable. Risk 

management becomes even more critical as the impacts of lack of security can be mitigated to a large degree.   In addition, it also becomes 

important that MFI management teams develop contingency plans in preparation for any damages or losses that may occur as a result 

of security threats.

Trend:

Trend:

57% 60% 73% 70% 78% 67%

68%

Donors Investors Financial Service
Providers

Researchers/
Consultants/ Trainers

Weighted Average

100%

80%

60%

40%

20%

0%
National

Networks
Regulators/

Policy-makers

CHART 7: RESPONSES BY STAKEHOLDER GROUP

2.3 OVER-INDEBTEDNESS - The risk that microfinance providers will be adversely affected because their clients have 
borrowed, possibly from multiple lenders, beyond their capacity to repay.

Percentage of Respondents by Country Ranking Risk as a Threat

100 percent Yemen, Lebanon

75 percent Sudan

67 percent Jordan

57 percent Egypt, Palestine

50 percent Tunisia

Many microfinance stakeholders in the Arab World have become preoccupied with the issue of over-indebtedness. Sixty-one percent of 

survey respondents have assigned this risk a rating of ‘high’ or ‘very high’. There is a considerable concern that many microfinance clients 

may not be able to repay their loans because of over borrowing. This is reinforced by the fact that the majority of stakeholder groups 

perceive this challenge as one of the five most severe.

It is clear that the perception of over-indebtedness is closely linked to the Moroccan microfinance crisis of 2008. The Morocco 

microfinance sector grew ten-fold from 2003 to 200716, and such rapid growth quickly proved unsustainable. Aggressive competition, 

which had brought about this growth at the expense of high levels of cross lending, is often cited as one of the leading causes of the 

crisis. The Moroccan microfinance sector has always been one of the largest in the region and its struggles in 2008 alarmed many players 

in the sector. In the 2009 Microfinance Banana Skins report, over-indebtedness was not featured as one of the biggest risks facing the 

sector. However, this changed with the 2012 report where over-indebtedness was ranked as the most severe risk. Despite the fact that the 

Moroccan microfinance crisis is now a few years behind us, it appears that fears regarding over-indebtedness persist today.

Despite that, some markets seem to be following in the footsteps of Morocco. Heather Henyon, of Balthazar Capital, observes that 

“parallel lending in markets such as Lebanon and Jordan is increasing the risk of over-indebtedness for microfinance clients.” According 

to Ali Abu Taleb of the Yemen Microfinance Network, over-indebtedness persists in such markets because of the “the pressure to achieve 

financial sustainability and increase the number of borrowers.” This results in MFIs not taking the needed measures to ensure that the 

sizes of the loans disbursed meet their clients’ ability to repay. In addition, one respondent suggested that most MFIs are targeting similar 

clients, typically in high density areas, thereby increasing the risk of cross lending. 

16 CGAP, Lessons Learned from the Moroccan Crisis, 2013
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It is worth noting here, however, that cross-lending does not necessarily lead to over-indebtedness. In some cases, such as Morocco and 

Tunisia, clients are forced to borrow from multiple sources to meet their needs as there are restrictions on the maximum size of loan 

an MFI can disburse. In other cases, the MFIs place this restriction on themselves. Additionally, there are cases where clients are forced 

to borrow from multiple sources to cover their needs given that some MFIs do not offer a wide range of products. It is also important 

to note that the market coverage in the region remains rather low if we measure the number of active loans as a percentage of the 

population size. Having said that, MFIs need to be aware that their clients may not know how to manage their financial transactions. 

So, programs on financial literacy are an important tool for mitigating the risk of over-indebtedness.

One of the positive outcomes of the Moroccan microfinance crisis has been the requirement that MFIs report their data to a public 

credit registry in Morocco. This helps MFIs make informed decisions about their clients’ ability to repay loans. The fact that none of the 

respondents from Morocco have pointed to over-indebtedness as a severe risk suggests that this mechanism is functioning well and that 

the players are recovering relatively well from the effects of the crisis. We are observing similar developments across other parts of the 

region. In Yemen, according to Yousef Al Kuraimi, CEO of Al Kuraimi Islamic Microfinance Bank, lenders are required to use the credit 

registry, which will be incorporated into the bank’s credit scoring process. Similarly, a credit bureau has been established in Palestine and 

there is some informal sharing of information amongst MFIs in Jordan. However, few other countries have established credit registries 

and even in places with those systems, reporting remains voluntary. This can contribute to over-indebtedness, which survey respondents 

say is on the rise. 

2.4 MACROECONOMIC RISK - The risk that microfinance providers will be adversely affected by trends in the wider economy, 
such as volatile commodity and fuel prices, and a lack of growth.

48% 40% 49% 50% 67% 78%

51%

Donors Investors Financial Service
Providers

Researchers/
Consultants/ Trainers

Weighted Average

100%

80%

60%

40%

20%
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National
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Regulators/

Policy-makers

CHART 9: RESPONSES BY STAKEHOLDER GROUP

Percentage of Respondents by Country 
Ranking Risk as a Threat

100 percent Syria, Yemen

83 percent Jordan

75 percent Sudan

64 percent Egypt

57 percent Palestine

Macroeconomic risk is another exogenous risk that is perceived as 

greatly impacting the microfinance sector in the Arab region. Just 

over half of the survey respondents have categorized this risk as 

‘high’ or ‘very high’. This result is not far off from that of the 2009 

Microfinance Banana Skin survey, where respondents in the region 

viewed macroeconomic risk as the second biggest in the region and 

the fourth fastest rising trend.

Since this study covers all Arab countries, it is difficult to draw 

conclusions on what types of macroeconomic risks are most 

prominent. However, in general, the problems that can be 

observed across the region include persistent inflation, rising levels 

of unemployment, stagnant economic growth, energy crises, and 

rising fiscal deficits.  Respondents provided some insights about 

country-specific macroeconomic issues. They mentioned soaring 

commodity prices, inflation, rising levels of unemployment, 

dependence on foreign aid, and the removal of fuel subsidies in 

Yemen and inflation in Jordan, according to Ziad El Refai, the 

CEO of Tamweelcom.

Macroeconomic trends are closely linked to the performance of 

any microfinance sector. The health of the economy determines the 

levels of investment and availability of employment opportunities, 

which in turn impacts micro and small enterprises. More 

specifically, macroeconomic trends affect microfinance institutions 

in the following ways:

• Rising levels of inflation result in increased interest rates, which 

in turn increase the cost of funds for MFIs. As MFIs generally 

tend to borrow at a higher rate, the cost of loans becomes 

higher for the end beneficiary, who is already stressed by the 

macroeconomic environment; 

• Macroeconomic stress on clients may adversely affect their 

profitability, resulting in loans being used for consumption 

purposes or the patching of loans from several microfinance 

institutions. This increases the risk of default; and

• Certain types of inflation, such as rising food prices, severely 

affect the poor, the main clients of MFIs, reducing their ability 

to repay loans.

Microfinance institutions can mitigate macroeconomic risks by 

assessing their client needs, segmenting the market, broadening 

their product range, working with clients to reschedule or refinance 

loans in times of economic stress, and diversifying their portfolio 

by income group, geography, and sector. This will help minimize 

the impact of macroeconomic changes. One must say that this 

conclusion is a rather interesting one. Given that MFIs in this 

region have the highest profit margins of all regions, one would 

think their pricing structures could potentially be re-adjusted to 

accommodate for macroeconomic risks. 

Trend:
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2.5 STAFFING - The risk that microfinance providers will not be able to attract and retain good staff.

Percentage of Respondents by Country 
Ranking Risk as a Threat

100 percent Lebanon

67 percent Jordan, Yemen

57 percent Egypt

50 percent Morocco, Sudan

29 percent Palestine

Staffing came in quite high on the list, ranking fifth with a total of 

50 percent of the respondents assigning it a rating of ‘high’ or ‘very 

high’. Interestingly, in previous assessments of the risks facing the 

microfinance sector in the region, staffing did not arise as an issue. 

The responses under this category provided some explanations as 

to why perceptions of staffing risk are high. In general, it appears 

that there is high staff turnover, particularly among loan officers. 

This is perhaps a byproduct of increased competition for good 

talent within the microfinance sector. This is likely to be due to the 

entry of new players, such as commercial banks, who are offering 

their staff higher salaries than what is currently offered by many 

MFIs. According to the responses received, regulators and policy 

makers are particularly concerned about the risk of staffing, with 

80 percent of the sample assigning it a rating of ‘high’ or ‘very high’. 

That suggests there are substantial concerns among this stakeholder 

group about the sector’s ability to attract and maintain quality 

talent at an affordable cost. A senior officer at the Department of 

International Cooperation at the Embassy of Switzerland suspects 

that as regulations are passed allowing MFIs to register as non-bank 

financial institutions or companies, it is likely that these companies/

institutions will be able to attract some of the best talent away 

from the MFI/NGO sector. Additionally, some respondents felt that 

because in most countries the microfinance sector is dominated 

by NGOs, attracting the best talent becomes challenging as many 

prefer to work in the formal financial sector instead. This has often 

resulted in high turnover as suggested by Motaz El Tabaa, Executive 

Director at the Alexandria Business Association in Egypt, who 

explains that operational staff “tend to spend less than one year in 

service.”   

Having said that, a manager at a formal financial institution in the 

region has argued that “human resource policies need to be changed 

in some institutions in order to become more attractive.” This 

suggests that perhaps MFIs need to dedicate more attention to their 

human resource strategies and exert more effort in managing and 

retaining talent. Additionally, it is important that MFIs provide their 

staff with clear career paths and growth opportunities to motivate 

them to stay within the organization. Based on the perspective of 

one loan officer, “the key to lower the turnover rate is building 

employee loyalty through different channels that empower them, 

such as ongoing training.” At the end of the day, according to one 

of IFC’s senior microfinance specialists, “a well-run MFI should be 

able to retain good staff. Weak MFIs will have difficulty.” 
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Trend:

2.6 POLITICAL INTERFERENCE - The risk that interference by governments and politicians will harm the microfinance business 
by imposing controls or distorting the market.
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Percentage of Respondents by Country 
Ranking Risk as a Threat

100 percent Palestine, Lebanon

75 percent Sudan

67 percent Yemen

64 percent Egypt

25 percent Morocco

About 45 percent of respondents have rated political interference 

as high on the list of risks facing the microfinance sector. Much 

like external risks, political interference was not viewed by 

microfinance stakeholders in the region as a risk in 2009. However, 

a year after the start of the Arab Spring, political interference was 

ranked fourth on the list of biggest risks facing the sector and it 

continues to hold a similar position today.

Political interference can take different forms but it often stems 

from pressure by a government or political party. Khaled Ateeq 

of Family Bank in Bahrain explains that “very tight control from 

regulators will severely harm the microfinance business.” Political 

interference can arise even in countries where governments do not 

directly interfere in or make any public attacks on the microfinance 

sector, which tends to generally be the case in this region. However, 

the government may interfere with market mechanisms or set 

interest rates that would indirectly impact the microfinance sector. 

Political interference can also create broader market distortions 

which indirectly or directly disadvantage the microfinance sector. 

An aid effectiveness specialist at the UN explains that “the market 

is already well distorted by subsidies”, which include government-

backed lending that targets the bottom of the pyramid and does 

not require any form of repayment. 

This reduces the number of potential clients for the microfinance 

sector. While this is possible, it is likely that government-backed 

lending and social support programs target a different segment 

than the microfinance sector. MFIs zero in on individuals with 

productive businesses who are less likely to be part of social 

spending programs.

While political interference is more often than not viewed in a 

negative light, some survey respondents are not opposed to the 

idea of official involvement if it will benefit the sector. In fact some 

respondents believe that the government has a role to play in 

protecting the microfinance industry. As highlighted by one credit 

officer, “there are (currently) no laws that protect financial service 

providers from defaulters” and there is a need for such laws. 

Trend:
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2.7 CORPORATE GOVERNANCE - The risk that weakness in governance, such as low-caliber directors or lack of board 
independence, will negatively impact microfinance providers.

Percentage of Respondents by Country 

Ranking Risk as a Threat

100 percent Yemen

67 percent Jordan

57 percent Palestine

50 percent Sudan

43 percent Egypt

The risk faced by the microfinance sector due to weak corporate 

governance structures currently stands at the seventh most severe - a 

very similar result to that found in 2012, where it ranked sixth17 . 

All stakeholder groups, with the exception of donors and national 

networks, have ranked this risk in the top 10. Financial service 

providers in particular perceive this risk to be rising. This is perhaps 

closely related to the fact that most MFIs in the region are NGOs, 

and as such have largely volunteer board members. But it is also tied 

to the issue of regulation. As laws evolve in the region, MFIs may be 

allowed to register as non-bank financial institutions, which would 

create a need for investors and, as such, a need for sound corporate 

governance. 

In light of that, it must be noted that 100 percent of the respondents 

in Yemen see the risk of corporate governance to be quite high. 

This is perhaps because Yemen boasts some of the most advanced 

microfinance regulations in the region and these 

17 Microfinance Banana Skins Report 2012

regulations allow for the presence of microfinance banks with 

investors. The fact that corporate governance is already recognized 

by stakeholders as a risk is important because that means it can be 

managed by microfinance institutions. Having high-quality senior 

managers and board members can help overcome this risk. This 

was re-iterated by a regional microfinance consultant, who believes 

that this challenge is “escalating because the skill sets of supervisory 

boards, governing bodies, and senior management are not developing 

sufficiently to deal with this risk and its complexity.” Additionally, 

donors can play a role in limiting this risk by ensuring that funding 

is only made available to institutions that exhibit or adopt good 

governance practices.

Despite that, respondents have noted that corporate governance risk 

is high and rising because there are no clear policies on governing 

microfinance institutions. In other words, members of boards do 

not have clear marching orders18. As a result, according to one 

respondent, there is a lack of clarity within MFIs on best corporate 

governance practices. Clearly, there is a need for further capacity 

building and technical assistance in this area. 

However, there is also agreement among the survey respondents that 

the risk is likely to decline in the future. Mohammed Khaled, MENA 

microfinance program manager for IFC, explains that “the risk was 

high over the last decade; however the recent changes in regulations, 

which will allow for commercialization of some MFIs, are expected 

to help in decreasing corporate governance risk.” 

18 Mohammed Elayyan, The Palestinian Network for Small and Microfinance or “Sharakeh”
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Trend:

2.8 REGULATION - The risk that microfinance providers will fail to grow because of inappropriate or inadequate regulations.
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Percentage of Respondents by Country 

Ranking Risk as a Threat

75 percent Morocco, Sudan

50 percent Egypt, Tunisia

33 percent Jordan, Yemen

29 percent Palestine

17 percent Iraq

Approximately 50 percent of survey respondents have ranked the 

risk arising from regulation as ‘high’ or ‘very high’. It appears that 

stakeholders in the region today perceive regulation to be less of 

a risk than they did in the past. In the 2009 Microfinance Banana 

Skins report, inappropriate regulation was ranked as the fifth 

biggest threat to the sector. In 2012, it placed third and today, it is 

eighth. Perhaps, this is because new microfinance laws have been 

issued in several countries, including Palestine, Tunisia, Egypt and 

Jordan, leading to less uncertainty on the subject. 

The lack of regulation for microfinance in the region has long been 

a major barrier to the growth of the sector. Only conventional 

commercial banks and non-governmental organizations have 

been allowed to provide credit with no existing regulatory/

institutional framework for the establishment of for-profit non-

bank financial institutions or microfinance banks in the vast 

majority of countries in the Arab world. As a result, the number 

of microfinance providers in the region has remained somewhat 

limited.  Fortunately, following both the Moroccan crisis and the 

uprisings in 2011, momentum has built up across the region to 

improve the regulatory environments governing microfinance. 

After all, as one of the survey respondents put it, “regulations are 

the cornerstone of all institutions.” Despite this momentum, new 

microcredit laws in Egypt and Jordan continue to prevent MFIs 

from offering savings accounts, which are critical to the success of 

the sector and its beneficiaries in the long term. 

It is important to note in the long term that the development and 

revision of microfinance laws differs from country to country and 

so this risk varies given the national context. One practitioner 

working in the region explains that currently, “there are not enough 

incentives for new commercial entities to enter the market, and 

the existing ones, which are mainly NGOs, are unable to increase 

their capital quickly.” MFIs are also restricted in how much they 

can borrow. These factors have been limiting their growth. While 

regulations are changing in some countries, the process is slow, 

so the underlying challenge remains. Additionally, there was some 

concern among respondents regarding the potentially restrictive 

impact of regulation on microfinance institutions. As one Tunisian 

investor put it, “There are very high risks for MFIs to move 

towards corporatization, along with the difficulties of mobilizing 

capital and capturing savings.” 

Trend:
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2.9 COMPETITION - The risk that microfinance providers will be driven by competition to take greater risks in areas such as 
pricing, product innovation, and credit quality.

35% 60% 49% 50% 56% 67%

50%

Donors Investors Financial Service
Providers

Researchers/
Consultants/ Trainers

Weighted Average

100%

80%

60%

40%

20%

0%
National

Networks
Regulators/

Policy-makers

CHART 14: RESPONSES BY STAKEHOLDER 
GROUP

Percentage of Respondents by 

Country Ranking Risk as a Threat

100 percent Lebanon

67 percent Yemen

57 percent Palestine

50 percent Jordan, Sudan, Tunisia

25 percent Morocco

Competition is considered to be a high risk facing the Arab region. 

Approximately half of the respondents have assigned it a rating 

of ‘high’ or ‘very high’ and its ranking did not change from the 

responses of MENA region in the Microfinance Banana Skins 

2012 report. Competition is perceived to be higher in Lebanon and 

Yemen but also ranks quite high in Palestine, Jordan, and Sudan. As 

Zina Sanyoura, a senior investment manager at Bamboo Finance, 

stated, “Competition will be rising in some countries where 

new regulation is allowing transformation and establishment of 

greenfield commercial companies, for example Tunisia.” According 

to the data collected, 100 percent of the respondents from Lebanon 

(with the caveat of a very small sample size) perceive the risk of 

competition to be quite high. 

This is quite understandable; according to the latest MIX figures, 

the market consists of 70,000 active borrowers with six MFIs 

serving them. Abed El Moqadem, operations manager at Al 

Majmoua, also points out that MFIs do not just compete with 

each other. Particularly in Lebanon, they compete with the Qard 

Hassan19  (benevolent loans) made available by political parties 

such as Hezbollah. El Moqadem estimates that there are at least 

120,000 such loans in the market, almost twice the size of the 

outreach of the microfinance sector.

Similarly, the impact of competition differs according to the 

characteristics of a given market. On one level, in a healthy market 

that exhibits best practices and conducive policies, competition 

benefits borrowers. It “theoretically drives prices downward and 

pushes institutions towards offering innovative products - two 

very positive changes for the clients”, says one survey respondent. 

However, high levels of competition – which can drive MFIs to 

oversaturate certain areas and compete for the same customers - 

can result in the over-indebtedness of clients.

19  Qard Hassan is a loan extended on a goodwill basis with the debtor only required to repay 
the amount borrowed.

Trend:

2.10 MANAGEMENT QUALITY - The risk that microfinance providers will be negatively affected due to weaknesses in 
management, strategy, and internal controls.
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Percentage of Respondents by 

Country Ranking Risk as a Threat

71 percent Palestine

67 percent Jordan, Yemen

50 percent Sudan, Tunisia

36 percent Egypt

Ranking 10th on the list of risks is management quality. 

Management quality continues to hold the same position it did in 

the 2012 Microfinance Banana Skins Report. Approximately half 

of the survey respondents have rated this risk as ‘high’ or ‘very 

high’, with investors and donors perceiving it to be more severe 

than other stakeholder groups.

Management quality is often recognized as critical to the success of 

any institution. However, although some survey respondents have 

not flagged this as an issue, several others felt that a reasonable 

amount of effort needs to be dedicated to building strong and 

capable management teams and ensuring effective succession 

planning. These will allow for the sector to function smoothly 

upon the retirement of key management figures. After all, many 

managers in the region have held their positions for quite some 

time. However, one respondent said “human resource policies 

within microfinance institutions do not attract qualified staff 

or management teams.”20  In addition to that, some respondents 

suggest that inadequate governance exacerbates the problem. 

Furthermore, a lack of competitive salaries/incentives and 

20 Zahid Abdin, audit manager at Dakahleya Businessmen’s Association for Community 
Development, Egypt

inadequate investments in training and capacity building at many 

MFIs may also be a factor.

Poor management quality is seen to severely impact the 

performance of the microfinance sector as a whole. Mohammed 

Elayyan, Project Coordinator at the Palestinian Network for Small 

and Microfinance Sharakah, explains that “management quality 

affects financial service providers and this is reflected in their 

portfolio growth rates, number of clients, and outreach.” 

It is important to note that views on the risk associated with 

management quality differed based on the type of institutions. A 

senior program officer at a foreign donor agency operating in Egypt 

explains that the risk is steady for industry-leading MFIs and that 

it would be different for second- or third-tier MFIs. Meanwhile, 

a senior microfinance consultant at IFC believes that in general 

“management risk is increasing because business complexity is 

escalating.”   

Trend:
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2.11 QUALITY OF RISK MANAGEMENT- The risk that microfinance institutions will not adequately identify and manage the 
credit, financial, operational, and other risks in the business.
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Percentage of Respondents by Country Ranking Risk as a Threat

67 percent Jordan, Yemen

57 percent Egypt

50 percent Sudan, Tunisia

43 percent Palestine

This risk is rated among the moderate risks facing the region, with slightly less than half of the respondents assigning it a rating of 

‘high’ or ‘very high’. Furthermore, this risk is perceived to be steady, particularly from the point of view of financial service providers 

and donors. It appears that awareness of risk management and its importance to the health of the sector has improved over the past few 

years given that the ranking of this risk has fallen to 11th place today from 8th place in 2012. “This can be attributed to the fact that in 

the wake of the Arab Spring and the Moroccan crisis, many MFIs realized that they did not have sound risk management practices and 

have taken measures to establish risk management units or departments within their institutions,” says Mohamed Khaled, Microfinance 

Program Manager for IFC. “However, these are still at a nascent stage.” 

The political situation aside, according to Hassan Faried, the Executive Director of DBACD, the establishment of an independent risk 

management department also becomes a necessity when there is growth in outreach. For smaller institutions, risk management practices 

can be embedded within procedures and operations. “We are yet to see, however, how successful implementation will be in this area,” 

says Niveen Abboushi, a consultant. Interestingly, none of the respondents from Morocco, Syria, Lebanon, or Iraq have assigned this 

risk a rating of ‘high’ or ‘very high’ in terms of severity. National and regional networks have also played a role in increasing awareness 

of the subject by offering a series of workshops (funded by different donors) on risk management and appear to be the most concerned 

stakeholder group with this risk. They are followed by a significant percentage of donors and investors, who also have reason to be 

concerned with the quality of risk management frameworks at their grantees/ investees. 

It is important to note that the comments received by respondents on this risk suggest that many think of credit and financial risk when 

they think about risk management. Effective risk management, though, should look at the risks facing an institution in general and 

include other challenges such as achieving an institutional vision, reputational risk, contingency planning, and succession planning, to 

name a few.

Trend:

2.12 STRATEGY - The risk that microfinance providers will not be able to design appropriate strategies for growth.
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Percentage of Respondents by Country Ranking Risk as a Threat

83 percent Jordan

67 percent Yemen

64 percent Egypt

50 percent Sudan, Tunisia

43 percent Palestine

Only 49 percent of respondents ranked strategy risk as ‘high’ or ‘very high’, suggesting that stakeholders perceive it as a moderate risk to 

the sector. In addition, an even larger number of respondents do not see strategy as a rising risk. When we come to assess the breakdown 

of the data, though, we find that one stakeholder group, namely regulators and policymakers, do not share this common view. Instead, 

they believe that this risk is quite high (ranked as the fifth most severe risk facing the sector). This is understandable as regulators are 

likely to be the most concerned about the ability of microfinance institutions to devise strategies to survive and grow in the challenging 

environment in which the sector operates today. 

Some respondents suggested that MFIs in the region currently lack the capacity to develop their own strategies. However, Wakkas Noori, 

the Executive Director at Al Mosanid Center for Growth and Development, believes that this risk can be overcome “through the help of 

external expertise that can evaluate strategies and business plans” at a price affordable to many MFIs. Respondents that have ranked this 

risk highly were in general of the view that it is important for MFIs to have clear strategies otherwise there would be no sustainability 

and market loss. Indeed, “the ability of MFIs to develop strategies that adequately respond to the changing realities in their markets is a 

prerequisite for the viability of MFIs.”21  Not only that, but a clear strategy, summarized through a business plan, is closely linked to an 

MFI’s vision and as such acts as an important monitoring tool to ensure that a given MFI is indeed fulfilling its mandate. 

21  Sally Yacoub, Office for International Cooperation, Embassy of Switzerland in Egypt

Trend:
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2.13 TECHNOLOGY MANAGEMENT - The risk that microfinance providers will fail to make the most of new developments in 
information technology and delivery systems to run a thriving business and reach their customers.
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Percentage of Respondents by Country Ranking Risk as a Threat

100 percent Lebanon

67 percent Yemen

50 percent Jordan, Tunisia

36 percent Egypt

25 percent Morocco

This risk is also ranked amongst the moderate risks facing the Arab region, with 50 percent of respondents rating it as ‘high’ or ‘very 

high’. It appears that perceptions of this risk have not changed much over the years. However, with the rapid change in technology, 

it is crucial that the microfinance sector in the Arab region understands the importance of technology management. Mobile phones 

and the internet are changing how individuals access financial services and interact with financial service providers. For example, the 

introduction of mobile banking has allowed MFIs in other developing markets to expand their outreach, especially in rural areas. That 

has allowed them to better serve marginalized segments. As of the end of 2013, nine markets in Africa had more mobile money accounts 

than bank accounts22. Indeed, technology plays a critical role in increasing productivity and improving efficiency but we have not seen 

it take off in the Arab World. MFIs need to pay close attention to the importance of digital finance and develop more demand-driven 

products as client behaviors change.

The perceptions of technology management have remained steady but it is important to be aware of such a risk. As discussed, digital 

finance can dramatically change the way MFIs conduct business and as such, stakeholders in the sector need to be aware of the potential 

risk technology management may pose in the future. Furthermore, by harnessing data about clients and their portfolio in general, 

MFIs can adapt their credit risk systems and even begin to develop more advanced portfolio analytics and credit scoring. As Andrew 

Pospielovsky, a Senior Microfinance Consultant at IFC, points out, technology will “revolutionize the provision of financial services over 

the next decade.”

22 The New Microfinance Handbook 2013

Trend:

2.14 CLIENT MANAGEMENT - The risk that microfinance providers will lose business by failing to understand or communicate 
with their clients or by failing to develop appropriate products.
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Percentage of Respondents by Country Ranking Risk as a Threat

71 percent Palestine

67 percent Jordan

50 percent Morocco

36 percent Egypt

33 percent Yemen

Client management refers to understanding one’s customers and their needs in order to be able to provide them with appropriate 

products. The severity of client management as a risk is seen to be ‘high’ or ‘very high’ by almost 40 percent of the respondents and steady 

by the majority of respondents. When assessing the breakdown by stakeholder group, we find that client management is ranked as the 

third most severe risk facing the sector by regulators and policy makers, suggesting that these stakeholder groups are quite concerned 

about issues such as client protection and responsible finance.  

Client management is crucial because it directly impacts the end beneficiaries of the microfinance sector. Furthermore, inadequate 

client management has many negative consequences. One such consequence is over-indebtedness, which can place a financial strain on 

many clients. As Hamza Ghannam, Head of the Operations department at FATEN, explains, over-indebtedness can be avoided through 

effective client management, which allows MFIs to “provide for all the needs of the client” without providing them with too many loans. 

Inadequate client management can also trigger other challenges such as credit risk and reputational risk. As such, on one hand, MFIs 

need to ensure that they are transparent in their engagements with clients and may also wish to offer financial education. On the other 

hand, clients need to be able to make informed decisions and accept responsibility. 

Trend:
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2.15  PRODUCT DIVERSIFICATION - The risk that microfinance providers will fail to develop the right products and manage 
them successfully.

Trend:
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Percentage of Respondents by Country Ranking Risk as a Threat

100 percent Lebanon

75 percent Morocco

57 percent Egypt

50 percent Tunisia

33 percent Yemen

The risk of insufficient product diversification is currently not considered to be a major problem facing the Arab region; it was ranked 

as a low and steady risk by the majority of respondents. This may be because the current legislation in most countries limits NGO-

MFIs (the large majority in the region) from diversifying products beyond simple credit offerings. Laws also impose limitations on 

loan size, prohibiting MFIs from upscaling to very small, small, or medium enterprises. Therefore, many MFIs may simply not see the 

development of new products as an option.  Having said that, there are some MFIs in the region that have recognized the importance of 

product diversification and have developed partnerships with other entities that allow them to offer a wide range of products. One such 

example is Microfund for Women in Jordan, which has partnered with Al Manara Insurance Company to develop a micro-insurance 

product (Ri’aya). Clients pay a monthly premium with their loan repayment and in turn their insurance covers medical fees, childcare, 

and transportation for medical services. Al Barid Bank in Morocco has partnered with Al Wafa Insurance Company and Al Amana with 

ISAAF Assistance to offer similar micro-insurance products. 

These efforts to diversify products remain somewhat limited, though. As a result, some stakeholders, such as donors and investors, 

perceive this risk to be quite high. That suggests that these stakeholder groups find that MFIs do not provide an adequate range of 

financial products for their clients. This is a valid concern. Microfinance clients do have varying needs, the majority of which are 

currently being met through a one-size-fits-all credit product. Interestingly, only 31 percent of financial service providers have assigned 

this risk a rating of ‘high’ or ‘very high’, suggesting that they are confident in their product offerings. However, respondents in Lebanon, 

Morocco, and Egypt - fairly competitive markets with larger, more mature MFIs that are still rather limited in what products they can 

offer - do cite this as a significant risk. 

Trend:

2.16 CREDIT RISK - The risk that microfinance lenders will lose money because of default or delinquency.

Trend:
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Percentage of Respondents by Country Ranking Risk as a Threat

71 percent Palestine

67 percent Yemen

50 percent Tunisia

43 percent Egypt

25 percent Sudan

With the Moroccan microfinance crisis a few years behind us, it appears that stakeholders in the sector are less concerned about credit 

risk than before, as it ranked 16th on the list of most severe challenges facing the sector. In 2009, credit was ranked as both the biggest 

risk and the fastest riser globally and by MENA stakeholders23 . This result is slightly surprising, however, given the fact that credit risk 

is closely related to over-indebtedness, which came in third. However, in Palestine (where withholding of government salaries often 

triggers non-performing loans), Yemen (currently suffering from instability and security issues), and Tunisia (recently emerging from 

a significant uprising itself), respondents continue to see this as a high risk. Furthermore, while PAR>30 tends to be quite low in the 

region, supporting the perception that credit risk does not pose a major threat to the sector, one has to question whether PAR>30 is 

low because of effective risk management or because of strict credit terms and extreme follow up by loan officers - two observations 

that are quite prominent in the sector. Among those that have rated this risk quite highly, different views were given as to why this is a 

severe risk. An investment officer at the International Finance Corporation suggests that MFIs tend to run into high levels of credit risk 

“because they venture into new segments that they know little about, such as SMEs.” There is common agreement among respondents 

that the consequences of credit risk are quite high. “Late repayments cost MFIs a lot of money which could be used in granting more 

loans to other clients and achieving more goals.24” To overcome this, respondents have suggested a few solutions including promoting 

a culture of repayment among clients, establishing credit bureaus and loan guarantee funds (although some already exist in Egypt, 

Jordan, and Morocco but the extent to which MFIs leverage them is unclear), and developing more effective internal and external risk 

management systems. While these solutions can reduce credit risk, they are not easy to implement in all instances. Establishing credit 

bureaus, for example, is a legislative issue. However, shared data banks can be coordinated through national networks if MFIs are willing 

to collaborate to achieve similar results. 

23 Mircofinance Banana Skins 2009
24 Hamza Ghannam, head of operations department at FATEN, Palestine

Trend:
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2.17 TRANSPARENCY - The risk that microfinance providers do not provide enough reliable and accurate information to sustain 
confidence in the sector.

Trend:
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CHART 22: RESPONSES BY STAKEHOLDER GROUP

Percentage of Respondents by Country Ranking Risk as a Threat

67 percent Yemen

57 percent Egypt

50 percent Jordan, Tunisia

29 percent Palestine

25 percent Sudan

Only 37 percent of respondents have rated transparency as a ‘high’ or ‘very high’ risk, suggesting that the majority of stakeholders in 

the region are not very concerned by this challenge. This is a surprising result given that this region has not necessarily been the most 

active in reporting to the MIX Market according to Sahar Tieby, Executive Director of Sanabel. In fact, between 2009 and 2012, 

MENA underwent a 44 percent decrease in the number of MFIs reporting annual data to MIX Market, a steeper drop than any other 

region globally. “There is a dire need for more consistent and timely reporting in order to support MFIs and other sector actors in risk 

prevention, as well as to help overcome the unique challenges faced by the region and bolster stakeholder confidence,” says Melina Djre, 

the Lead Analyst for Africa and the Middle East at Microfinance Information Exchange.

When we come to look at the breakdown of results by stakeholder group, we find that regulators/policy makers and national networks 

are the only two groups that have rated this risk as quite severe. This is not surprising given that regulators in most markets have not 

historically been in charge of the microfinance sector and therefore have not been enforcing transparency measures. As for national 

networks, part of their role is to encourage fuller, more accurate reporting across the sector. It is important to note here that there are 

fewer MFIs reporting to the MIX from the region than there used to be. Networks have typically been the ones coordinating such efforts 

and, as such, national networks are the most aware of this increasing risk.

Trend:

2.18 TOO LITTLE FUNDING - The risk that there will be insufficient funding from investors to sustain healthy growth in the 
sector.
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CHART 23: RESPONSES BY STAKEHOLDER GROUP

Percentage of Respondents by Country Ranking Risk as a Threat

67 percent Yemen

57 percent Palestine

50 percent Egypt, Iraq

25 percent Sudan

17 percent Jordan

The challenge of too little funding is not perceived to be a high risk facing the Arab region. Only 35 percent of respondents assigned it 

a rating of ‘high’ or ‘very high’. This is in contrast to the results of the 2009 survey, in which too little funding was ranked as the fourth 

biggest risk facing the region25. This is a promising outcome as funding difficulties tend to raise concerns regarding the sustainability 

of the microfinance sector. However, one has to ask whether we can generalize based on this result given that the majority of financial 

service providers who responded to this survey belonged to first-tier MFIs. One would expect that second- and third-tier MFIs may in 

fact be suffering from too little funding, however, their opinions have not been well represented in this survey. Perhaps, too little funding 

did not emerge as a major risk given CGAP’s findings (December 2011). Those show  that despite the fact that MENA receives the least 

amount of funding in absolute terms of all regions, it has the highest annualized growth rate among all regions, suggesting that the risk 

of too little funding is indeed decreasing.   

25 Mircofinance Banana Skins 2009

Trend:
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CHART 24: RESPONSES BY STAKEHOLDER GROUP

2.19 LIQUIDITY - The risk that microfinance providers will suffer a shortage of ready cash to fund their operations.

Percentage of Respondents by 

Country Ranking Risk as a Threat

86 percent Palestine

67 percent Yemen

50 percent Tunisia

43 percent Egypt

33 percent Jordan

In contrast to the Microfinance Banana Skins 2009 report, where 

liquidity ranked in seventh place in terms of severity of risk, it is not 

perceived to be a major challenge by respondents in the Arab region 

today. Only 32 percent of respondents have assigned it a rating of 

‘high’ or ‘very high’ and approximately 60 percent of respondents 

perceive it to be steady. This means that financial service providers 

have enough cash to finance their short-term liabilities. Given that 

most MFIs in the region (except those in Syria and Yemen) are 

unable to mobilize deposits, their liquidity essentially comes from 

credit lines with other banks. This stable situation can change 

rather quickly, though, if economic and political factors come 

into play. If we assess the breakdown of responses by country, we 

find that respondents from Palestine, Egypt, and Yemen perceive 

liquidity to be a high risk. These countries continue to face some of 

the highest levels of political instability in the region today. 

Therefore, liquidity and cash planning, forecasting, and sound 

management are essential for microfinance institutions to mitigate 

or overcome this risk. The impacts of liquidity risk can be 

detrimental, according to Anwar Jayosi, the Executive Director of 

FATEN. “(They include) not meeting the potential demand from 

clients, decreasing outreach, not fulfilling the planned goals of the 

institution, and, most importantly, failing to meet the repayment 

schedules of commercial lenders.” As Andrew Pospielovsky, a 

senior microfinance consultant at IFC, explains, “Well-run MFIs 

should not have difficulty in assessing IFC funding and should not 

suffer cash shortages if they have appropriate planning in place. 

Weakly-managed MFIs that suffer from poor planning are more 

likely to be affected by cash shortages.”

Among those that perceive this risk to be rising, several explanations 

have been cited, including: 

1) MFIs are growing; 

2) Local banks in many countries are either not liquid or not 

willing to lend to MFIs; and 

3) Development Financial Institutions (DFI) loans are either in 

hard currency or relatively expensive when they are hedged for 

local currency26. 

26 Mohammed Khaled, Microfinance Program Manager, International Finance Corporation

Trend:
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CHART 25: RESPONSES BY STAKEHOLDER GROUP

2.20 TOO MUCH FUNDING - The risk that an overabundance of funding will encourage microfinance providers to pursue risky 
and overly aggressive strategies. 

Percentage of Respondents by 
Country Ranking Risk as a Threat

100 percent Lebanon

71 percent Palestine

50 percent Jordan, Iraq

33 percent Yemen

29 percent Egypt

Much like the risk of too little funding, the risk of too much 

funding does not appear to be high. Only 32 percent of survey 

respondents have assigned this risk a rating of ‘high’ or ‘very 

high’, and over 65 percent of respondents are of the perception 

that this risk is steady. The issue of too much funding was never 

seen to be of high risk according to previous Microfinance 

Banana Skins Report. A few respondents, however, mentioned 

that practitioners should be aware of this risk, explaining that 

funds should be made available in a controlled manner because 

a focus on disbursing funds can create risks. This risk is also 

likely to be perceived as insignificant given that donor/investor 

behavior has not changed over the last decade. As can be seen 

from the graph inserted on the right (Consultative Group to 

Assist the Poor), 87 percent of funds in 2005 were channeled 

towards retail financing and exactly 87 percent of funds were 

also channeled towards retail financing in 2012. 

  

Trend:
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2.21 OPERATIONS - The risk that microfinance providers will be damaged by weak administration, subpar accounting systems, 
and lax controls.
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CHART 26: RESPONSES BY STAKEHOLDER GROUP

Percentage of Respondents by Country Ranking Risk as a Threat

67 percent Yemen

57 percent Palestine

50 percent Sudan, Tunisia

43 percent Egypt

33 percent Jordan

The majority of the survey respondents, with the exception of regulators, do not see the risk resulting from operations as high. Only 

37 percent of respondents perceive it to be severe and the majority perceives it to be steady. Sound management of operations is critical 

as microfinance institutions grow in size. If institutions grow faster than their operational capacity, they will likely suffer from higher 

levels of credit risk and fraud. This is perhaps why this risk is perceived to be “more likely with the smaller NGOs”, according to one 

respondent. This opinion suggests that the more mature MFIs (which represent the majority of the financial service providers that 

responded to this survey) are less likely to suffer from operational risk. It is also possible that the reason the impact of this risk is seen to 

be low is related to the stagnation that the sector has been experiencing lately. With little growth, microfinance practitioners do not see 

a need to enhance their operational capacity. 

Another possible explanation could be that over the past several years, there has been substantial investment by donors and technical 

assistance providers to build internal structures and systems to improve operational capacity. As a result, this risk is not seen to be an 

imminent one in the sector. While this risk is not regarded as severe overall, it is important to note that the breakdown by stakeholder 

group shows that national networks perceive this risk to be one of the ten most severe facing the microfinance sector today. This is 

aligned with one of the objectives of national networks, which is to build the capacity of the microfinance sector.  In addition to the 

national networks, regulators view operation as a high risk threatening the industry due to the problems facing MFIs in installing 

internal control system, hiring qualified staff and managing.    

Trend:
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 2.22 FOREIGN EXCHANGE - The risk that microfinance providers will be adversely affected by volatility in the currency markets.
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CHART 27: RESPONSES BY STAKEHOLDER GROUP

Percentage of Respondents by Country Ranking Risk as a Threat

100 percent Sudan, Syria

33 percent Yemen

29 percent Egypt, Palestine

17 percent Jordan

Foreign exchange risk ranks quite low in terms of severity, as it also did in the 2012 Banana Skins report, only being recognized as a 

severe risk by researchers, consultants, and trainers. This risk is also perceived to be steady by over 65 percent of respondents. This is 

likely to be the case given that a large number of MFIs in the region borrow in local currency and are therefore not subject to the volatility 

of currency relationships. In the cases where MFIs do borrow in hard currency, volatility in currency markets can have severe negative 

impacts on some clients of MFIs, which could feed through as a credit risk.  MFIs hedge against foreign exchange risks in different 

ways. Mohammed Murad, from FATEN’s treasury department, explains that FATEN’s foreign exchange positions result mainly from 

accepting repayments in foreign currency on US dollar loans. To minimize the risk arising from that, FATEN sets the foreign currency 

prices against US dollars daily at the market price with a margin. FATEN maintains two main bank accounts in foreign currency to 

pool repayments in this currency. There is currently a procedure in place that limits the amount of foreign currency available in FATEN 

branches. All branches are required to deposit their foreign currency repayments in the available bank accounts on a daily basis and at 

the end of each day, FATEN nets its open foreign exchange position with these banks. These procedures are controlled directly by the 

treasury department. 

Trend:

2.23 MISSION DRIFT - The risk that microfinance providers will suffer loss of confidence among funders, partners, and clients 
for being seen as departing from their stated missions.
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CHART 28: RESPONSES BY STAKEHOLDER GROUP

Percentage of Respondents by Country Ranking Risk as a Threat

67 percent Yemen

50 percent Tunisia

43 percent Palestine

33 percent Jordan

25 percent Sudan

It appears that few respondents are concerned about the risk of mission drift, given that only 24  percent have rated it as ‘high’ or ‘very 

high’. This is unlike the results of 2009, where mission drift was ranked as the sixth most severe facing the microfinance sector in the 

Middle East. This is perhaps because respondents share a common view that this risk is entirely within the control of MFIs27 and that it 

would not exist if institutions are committed to their mandate28.  This appears to be the case for the MENA region as CGAP’s MENA 

representative, explains. She says recent regional events have “demonstrated a commitment from both clients and partners during 

difficult times.” Perhaps this perception of mission drift will change in the future as the discussion on regulation advances in the region 

and MFIs become allowed to transform into for-profit entities. It is also likely to change if leadership changes, given that the region has 

many of the CEOs/founders in place. Fifteen years ago, the sector’s mission was achieved through its vision to provide microcredit to 

income-generating activities. Today, the sector’s vision is more focused on financial inclusion - a different agenda. Perhaps the entry of 

new blood into the sector along with the changing regulations that aim to promote financial inclusion will increase the risk of mission 

drift in the near future.   

 

27 Andrew Pospielovsky, senior microfinance consultant at the International Finance Corporation
28 Hedar Nabil Gasim, deputy director of credit department at Vitas Iraq

Trend:
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2.24 PROFITABILITY - The risk that inadequate profitability could adversely impact the growth and commercial viability of 
microfinance providers.
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CHART 29: RESPONSES BY STAKEHOLDER GROUP

Percentage of Respondents by Country Ranking Risk as a Threat

100 percent Lebanon

50 percent Tunisia

43 percent Egypt

33 percent Yemen

29 percent Palestine

This risk has a low ranking. Only 24 percent of respondents have classified it as ‘high’ or ‘very high’ and it is considered steady by 68 

percent of respondents. Profitability was also never seen to be an issue by microfinance stakeholders in the region, according to past 

surveys, given that the sector is simply profitable. Andrew Pospielovsky, Senior Microfinance Consultant at the International Finance 

Corporation, argues that “the conditions in most markets across the MENA region support strong profitability and that a lack of 

profitability is simply an indicator of an MFI’s weakness.”  According to the MENA Regional Snapshot prepared by the MIX and 

Sanabel in 2012, the MENA region has recorded the world’s highest return on assets at 4.69 percent, followed by East Asia and Pacific 

at 2.83 percent. This is largely a product of low total expenses and average financial revenue. Having said that, and as the statistics above 

show, there are some respondents who believe that profitability is a high risk and is rising. It is crucial to understand why. Profitability 

can trigger other challenges, such as reputational risk and mission drift. Therefore, MFIs should focus on improving their productivity 

and efficiency which should in turn result in higher levels of profitability. Sahar Tieby, Executive Director of Sanabel, argues that “the 

region, with all its challenges, is ready to move to the next level of development: decrease its profitability margins, take higher risks, and 

invest in innovative services.”

Trend:

2.25 RELIGIOUS INFLUENCE - The risk that the microfinance sector will be negatively impacted due to religious elements in 
society.
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CHART 30: RESPONSES BY STAKEHOLDER GROUP

Percentage of Respondents by Country Ranking Risk as a Threat

67 percent Yemen

50 percent Morocco

33 percent Jordan

29 percent Egypt, Palestine

17 percent Iraq

Against the common perception from outside the region, religious influence is ranked amongst the lowest risks facing the microfinance 

sector in Arab countries. Only 26 percent of respondents have classified it as ‘high’ or ‘very high’ and 70 percent of respondents see it as 

steady. This perception appears to not have changed over the past few years, according to previous Banana Skins of the region. 

It is important to take into account that this risk varies from one country to another depending on the role religion plays in the different 

cultures. In some countries, this risk is problematic because it results in the exclusion of certain customers who choose to not borrow 

from institutions that do not provide Sharia’a-compliant products, thereby limiting the potential for growth in the sector. Indeed, religious 

influence can be an obstacle for financial inclusion. Among the countries where financial service providers do offer Islamic microfinance 

products, we find that demand has been increasing, suggesting that there is potential for growth. An aid effectiveness specialist based in 

Egypt argues that it is essential that microfinance products “be adapted to the cultural background. [The demand for] Islamic microfinance 

exists and has a potential [to grow].” In countries where this demand has already been recognized, like Yemen, Sharia’a-compliant 

products have become nearly a necessity and religious influence is perceived to be a key risk, as evidenced in the breakdown by country 

above. However, Mohammed Khaled, Microfinance Program Manager at the International Finance Corporation, does not foresee a 

sudden negative impact of religious influence on the sector. 

Trend:
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2.26 INTEREST RATES - The risk that microfinance providers will be adversely affected by fluctuations in interest rates.
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CHART 31: RESPONSES BY STAKEHOLDER GROUP

Percentage of Respondents by 
Country Ranking Risk as a Threat

50 percent Egypt, Tunisia

33 percent Yemen

29 percent Palestine

25 percent Sudan

Similar to the Microfinance Banana Skins 2012 Report, interest 

rates are one of the lowest ranking risks facing the microfinance 

sector in the Arab region. Only 24 percent of respondents have 

classified it as ‘high’ or ‘very high’ and the majority perceive it 

to be steady. This suggests that microfinance institutions have 

adequately large interest rate margins that allow them to absorb 

volatility. In addition, transaction costs have decreased over the 

years due to improvements in productivity and efficiency. 

 

Trend:

3. CONCLUDING REMARKS

3.1 DIFFERING PERCEPTIONS OF RISK IN THE ARAB WORLD AND ABROAD

As the table below shows 29, microfinance stakeholders in the Arab World are highly 

concerned with the issues of external risks and security. Globally, respondents do not 

share a similar view, suggesting that the preoccupation with external risks and security 

is an outcome of the specific events that have taken place across the region over the 

past few years. However, across the Arab World and globally, respondents perceive 

over-indebtedness to be a severe risk affecting the sector. 

While there is a possibility that levels of over-indebtedness may not be as much of an issue as this table suggests, given that these surveys 

are based on perceptions, over-indebtedness is clearly a primary concern. This is critical given that over-indebtedness exposes an array of 

problems within the sector, including a focus on profits at the expense of diligence, the targeting of the same clients by multiple lenders, 

and capacity to lend more. Sanabel, SANAD, CGAP and MFC are piloting a study on measuring the levels of over-indebtedness in 

Lebanon. It will be interesting to see whether the findings of the study support the perceptions of the sector as per VOICES.

# Arab World (2014) Global (2014)

1 External Risks (2) Over-indebtedness  (1)

2 Security (-) Credit Risk (4)

3 Over-indebtedness (1) Competition (8)

4 Macroeconomic risk (-) Risk Management (6)

5 Staffing (-) Governance (2)

6 Political Interference (4) Strategy (-)

7 Corporate Governance (6) Political Interference (5)

8 Regulation (3) Management (3)

9 Competition (9) Regulation (9)

10 Management Quality (10) Staffing (14)

Across the Arab World and globally, there also appears to be consensus on the severity of corporate governance, management quality, 

and regulation risks. This suggests that the sector as a whole requires leadership at the macro level, in terms of a conducive regulatory 

environment, at the meso level, in terms of a strong infrastructure (networks, associations, credit bureaus), and at the micro level, in 

terms of  qualified teams who are dedicated to achieving the overarching vision of the sector. 

Finally, both globally and in the Arab World, respondents believe that risks such as staffing, competition, and political interference are 

among the most severe facing the sector, although their rankings differed slightly. 

 

29 The table presents the aggregated results of VOICES and the Microfinance Banana Skins 2014 Report across the region. The numbers next to each of the risks indicate the last set of rankings 
this risk was assigned, according to the Microfinance Banana Skins 2012.
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3.2 IS THE MICROFINANCE SECTOR IN THE ARAB WORLD PREPARED TO HANDLE RISK?

The final question in the survey asked respondents to what extent they believe that the microfinance sector in the Arab 

region is prepared to handle the identified risks on a scale of one (not prepared at all) to five (very well-prepared). The results 

are presented in Chart 32 below.  

As can be seen from Chart 32, half of the respondents believe that 

the sector is fairly prepared to handle the identified risk (score 

of 3). The other half is evenly split; 26 percent of respondents 

perceive the sector to be well-prepared (scores of 4 and 5) and 

the remaining 24 percent perceive the sector to be unprepared to 

accommodate the identified risks (scores of 1 and 2). 

Respondents have flagged the issue that risk perceptions clearly 

differ by country and by institution. First-tier MFIs are perceived 

to be the most equipped (although not fully capable in all cases) 

to address or mitigate risks and some have successfully done so 

or are in the process of doing so. Second- and third-tier MFIs 

appear to be less equipped to handle the identified risks. At the market level, there is a clear message that risks need to be 

identified and handled accordingly in each market in order to reach the financially excluded with products and services that 

are adapted to their needs and that are delivered in a responsible manner30.

Among those that do not see the sector to be well-prepared to address the identified risks, there is the view that MFIs 

operating in the region fail to see the changes taking place around them and as such they fail to develop adequate strategies 

to address such changes31. These changes include developments in the economy, in technology, and in the financial services 

business. Perhaps this study will play a role in helping MFIs better understand the myriad risks that surround them and in 

encouraging them to invest in building their risk management capacities. 

3.3  KEY TAKEAWAYS

Based on the perceptions of the survey respondents, the key takeaway from VOICES is that external risks such as security 

and macroeconomic risks are perceived to be more imminent to the sector than internal ones. Indeed, the top four risks are 

exogenous.  When we come to assess the top ten risks facing the sector, we find that HR issues both in terms of staffing and 

management quality have surfaced as prominent risks. This is an important finding for several reasons. With the changing 

regulations in the region that will allow the entry of new players into the market, the demand for qualified management and 

loan officers is likely to increase. MFIs therefore need to ensure that they have effective HR policies that will help them retain 

their staff as opposed to lose them to new competition. In addition, the executives in many MFIs across the region have held 

their positions for substantial periods of time with limited succession planning. This could have negative repercussions on 

the continuity of the sector in the near future. Finally, corporate governance was highlighted as one of the top ten risks facing 

the sector. Again, in light of the changing regulations, MFIs may be allowed to register as non-bank financial institutions, 

which would create a need for investors and as such a need for sound corporate governance.

While the findings of VOICES suggest that the majority of the risks facing the sector are beyond the sector’s control, one 

must take this opportunity to assess whether external risks are the sole force behind the sector’s stagnation over the last 

decade. After all, instability, lack of security and macroeconomic volatility have been characteristics of our region for quite 

some time now and in a sense have become the ‘new normal’. Perhaps, VOICES can act as a first step in our effort to think 

more critically about the risks facing the sector.

30 Miranda Beshara, consultant at CGAP
31 Andrew Pospielovsky, senior microfinance consultant, International Finance Corporation
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4. ANNEXES

Annex A: Summary Statistics on Arab World

Country Population  
in 2013 32    GDP (Current $) 

in  2013 33

GNI (current $)
In 2013

Account at a formal 
financial institution ( 

percent age +15) 
in  2011 33

Account at a formal 
financial institution, 

female ( percent age +15) 
in  2011 34

Algeria 39,208,194 210,183,410,526.10 206,267,874,872 33 percent 20 percent

Bahrain 1,332,171 32,890,110,533.10 N/A* 65 percent 49 percent

Egypt 82,056,378 271,972,822,883.40 264,562,516,675 10 percent 7 percent

Iraq 33,417,476 229,327,284,734.10 229,027,284,734 11 percent 8 percent

Jordan 6,459,000 33,678,500,148.00 33,339,055,348 25 percent 17 percent

Kuwait 3,368,572 175,830,502,497.80 N/A* 87 percent 80 percent

Lebanon 4,467,390 44,352,418,120.40 44,926,337,307 37 percent 26 percent

Libya 6,201,521 74,199,528,672.40 N/A* N/A*

Morocco 33,008,150 103,835,702,813.60 100,965,439,296 39 percent 27 percent

Oman 3,632,444 79,655,917,417.10 N/A* 74 percent 64 percent

Qatar 2,168,673 203,235,158,978.00 190,319,794,679 66 percent 62 percent

Saudi Arabia 28,828,870 748,449,600,000.00 748,449,600,000 46 percent 15 percent

Somalia 10,495,583 N/A* N/A* 31 percent 27 percent

Sudan 37,964,306 66,565,889,416.90 63,769,449,523 7 percent 4 percent

Syria 22,845,550 N/A* N/A* 23 percent 20 percent

Tunisia 10,886,500 46,993,598,818.20 44,799,778,421 32 percent 25 percent

United Arab 
Emirates 9,346,129 402,340,106,795.70 N/A* 60 percent 47 percent

Palestine 4,169,506 N/A* 13,643,713,938 19 percent 10 percent

Yemen 24,407,381 35,954,502,303.50 34,721,480,758 4 percent 1 percent

*N/A: Data not available

Source: http://data.worldbank.org/

32  Source: http://data.worldbank.org/indicator/SP.POP.TOTL
33  Source:http://databank.worldbank.org/data/download/GDP.pdf
34  Source: http://datatopics.worldbank.org/financialinclusion/
35  Source: http://datatopics.worldbank.org/financialinclusion/

Annex B: Survey

SURVEY QUESTIONNAIRE

SECTION 1: WHO YOU ARE

1. WHO YOU ARE:

Name: 

Position: 

Institution: 

2. ARE YOU WILLING TO BE QUOTED FROM THIS SURVEY?

 I am willing to be quoted            I am not willing to be quoted

3. PLEASE SPECIFY THE STAKEHOLDER GROUP YOU IDENTIFY WITH:

 Financial Service Provider in the Arab Region

 Donor

 Investor

 Regulator/Policy Maker

 Researcher/Consultant/Trainer

 Network

 Other: 

4. PLEASE SPECIFY WHICH COUNTRY (OR COUNTRIES) IN THE ARAB REGION YOUR WORK IS ASSOCIATED WITH: 

SECTION 2:  PLEASE DESCRIBE THE MAIN RISKS TO THE MICROFINANCE SECTOR IN YOUR COUNTRY (OR 

COUNTRIES) OF OPERATION, AND THE ARAB REGION AS A WHOLE, OVER THE NEXT 2-3 YEARS.
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SECTION 3: MATRIX OF RISKS

In this section, there are some areas of risk for microfinance providers that have been attracting attention. Please rate their 

severity on a five-point scale from low to high, and describe the trend of each risk in your opinion (i.e. is that risk rising, 

steady, or falling).Use the space provided for additional comments.

1. COMPETITION: The risk that microfinance providers will be driven by competition to take greater risks in areas such as 

pricing, product innovation, and credit quality.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

2. CLIENT MANAGEMENT: The risk that microfinance providers will lose business by failing to understand or communicate 

with their clients or by failing to develop appropriate products.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

3. CORPORATE GOVERNANCE: The risk that weakness in governance such as low caliber or lack of independence will 

negatively impact microfinance providers.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

4. CREDIT RISK: The risk that microfinance lenders will lose money because of default or delinquency.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

5. EXTERNAL RISKS: The risk that microfinance providers will be affected by events beyond their control, e.g. social and 

environmental change, natural calamities, public disorder.

 1 2 3 4 5 

Trend:   Rising     Steady     Falling

6. FOREIGN EXCHANGE RISK: The risk that microfinance providers will be adversely affected by volatility in the currency 

markets.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

7. INTEREST RATES: The risk that microfinance providers will be adversely affected by fluctuations in interest rates.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

8. LIQUIDITY: The risk that microfinance providers will suffer a shortage of ready cash to fund their operations.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

9. MACROECONOMIC RISK: The risk that microfinance providers will be adversely affected by trends in the wider economy, 

such volatile commodity and fuel prices, and lack of growth.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

10. MANAGEMENT QUALITY: The risk that microfinance providers will be negatively affected due to weaknesses in management, 

strategy, internal controls, etc..

 1 2 3 4 5 

Low           High

Trend:  ☐ Rising    ☐ Steady    ☐ Falling

11. MISSION DRIFT: The risk that microfinance providers will suffer loss of confidence among funders, partners, and clients for 

being seen to depart from their stated missions.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

12. OPERATIONS: The risk that microfinance providers will be damaged by weak administration, accounting systems, controls 

etc..

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

13. OVERINDEBTEDNESS: The risk that microfinance providers will be adversely affected because their clients have borrowed, 

possibly from multiple lenders, beyond their capacity to repay.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

14. POLITICAL INTERFERENCE: The risk that interference by governments and politicians will harm the microfinance business 

by imposing controls or distorting the market.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

15. PRODUCT DIVERSIFICATION: The risk that microfinance providers will fail to develop the right products and manage them 

successfully.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

16. PROFITABILITY: The risk that inadequate profitability could adversely impact the growth and commercial viability of 

microfinance providers.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling
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17. QUALITY OF RISK MANAGEMENT: The risk that microfinance institutions will not adequately identify and manage the 

credit, operational, and other risks in the business.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Fallingg

18. REGULATION: The risk that microfinance providers will fail to grow because of inappropriate or inadequate regulation.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

19. RELIGIOUS INFLUENCE: The risk that the microfinance sector will be negatively impacted due to religious elements in 

society.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

20. SECURITY: The risk that deterioration in law and order will hamper the growth of microfinance.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

21. STAFFING: The risk that microfinance providers will not be able to attract and retain good staff.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

22. STRATEGY: The risk that microfinance providers will not be able to design appropriate strategies for growth.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

23. TECHNOLOGY MANAGEMENT: The risk that microfinance providers will fail to make the most of new developments in 

information technology and delivery systems to run a thriving business and reach their customers.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

24. TOO LITTLE FUNDING: The risk that there will be insufficient funding from investors to sustain healthy growth in the sector.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

25. TOO MUCH FUNDING: The risk that an overabundance of funding will encourage microfinance providers to pursue risky 

and overly aggressive strategies.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

26. TRANSPARANCY: The risk that microfinance providers do not provide enough reliable and accurate information to sustain 

confidence in the sector.

 1 2 3 4 5 

Low           High

Trend:   Rising     Steady     Falling

 

SECTION 4: How well prepared do you think microfinance providers are to handle the risks you have identified? Use the space 

provided for any comments.

 1 2 3 4 5 

Poorly           Well
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ANNEX C: PERCEPTIONS OF RISK IN TERMS OF SEVERITY BY STAKEHOLDER GROUP AND COUNTRY

C.1- Financial Service Providers

Voices 2014 Respondents: 45

Biggest Risks Fastest Risers

Security External Risks

External Risks Security

Over-indebtedness Over-indebtedness

Political Interference Macroeconomic risk

Macroeconomic risk Staffing

Competition Political Interference

Staffing Corporate Governance

Strategy Regulation

Corporate Governance Competition

Quality of Risk Management/ Technology Management Management Quality

C.2-Donors

Voices 2014 Respondents: 23

Biggest Risks Fastest Risers

Regulation External Risks

External Risks Security

Over-indebtedness Over-indebtedness

Product Diversification Macroeconomic risk

Staffing Staffing

Management Quality Political Interference

Security Corporate Governance

Technology Management Regulation

Quality of Risk Management Competition

Client Management Management Quality

C.3- Investors

Voices 2014 Respondents: 15

Biggest Risks Fastest Risers

Over-indebtedness External Risks

Management Quality Security

External Risks Over-indebtedness

Security Macroeconomic risk

Regulation Staffing

Competition Political Interference

Technology Management Corporate Governance

Corporate Governance Regulation

Strategy Competition

Product Diversification Management Quality

C.4- Regulators and Policy Makers

Voices 2014 Respondents: 10

Biggest Risks Fastest Risers

Staffing External Risks

Security Security

Client Management Over-indebtedness

Over-indebtedness Macroeconomic risk

Strategy Staffing

Transparency Political Interference

Operations Corporate Governance

Macroeconomic risk Regulation

Corporate Governance Competition

Competition/ Technology Management Management Quality

C.5- Researchers, Consultants and Trainers

Voices 2014 Respondents: 9

Biggest Risks Fastest Risers

External Risks External Risks

Security Security

Macroeconomic risk Over-indebtedness

Corporate Governance Macroeconomic risk

Foreign Exchange Risk Staffing

Competition Political Interference

Over-indebtedness Corporate Governance

Management Quality Regulation

Quality of Risk Management Competition

Strategy/ Technology Management Management Quality

C.6- National Networks

Voices 2014 Respondents: 9

Biggest Risks Fastest Risers

External Risks External Risks

Over-indebtedness Security

Macroeconomic Risk Over-indebtedness

Security Macroeconomic risk

Competition Staffing

Technology Management Political Interference

Foreign Exchange Risk Corporate Governance

Political Interference Regulation

Regulation Competition

Quality of Risk Management / Strategy/ Transparency/ 

Operations
Management Quality
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C.7-Risk Ratings by Country

Egypt: Biggest Risks Iraq: Biggest Risks Jordan: Biggest Risks

Voices 2014 Respondents: 14 Voices 2014 Respondents: 6 Voices 2014 Respondents: 6

External Risks Security Macroeconomic Risk

Security Too Little Funding Strategy

Macroeconomic Risk Too Much Funding External Risks

Political Interference External Risks Over-indebtedness

Strategy Over-indebtedness Staffing

Over-indebtedness Staffing Corporate Governance

Staffing Regulation Management Quality

Quality of Risk Management Competition Quality of Risk Management

Product Diversification Strategy Client Management

Transparency

Technology Management/ Client 

Management/ Product Diversification/ 

Credit Risk/ Transparency/ Operations/ 

Profitability/ Religious Influence

Competition/ Technology Management/ 

Transparency/ Too much Funding

Lebanon: Biggest Risks Tunisia: Biggest Risks Palestine: Biggest Risks

Voices 2014 Respondents: 1 Voices 2014 Respondents: 2 Voices 2014 Respondents: 7

External Risks External Risks Political Interference

Security Security External Risks

Over-indebtedness Over-indebtedness Liquidity

Staffing Regulation Security

Political Interference Competition Management Quality

Competition Management Quality Client Management

Technology Management Quality of Risk Management Credit Risk

Product Diversification Strategy Too Much Funding

Too Much Funding Technology Management Over-indebtedness

Profitability Product Diversification

Macroeconomic Risk/ Corporate 

Governance/ Competition/ Too Little 

Funding/ Operations

Syria: Biggest Risks Morocco: Biggest Risks Sudan: Biggest Risks

Voices 2014 Respondents 1 Voices 2014 Respondents 4 Voices 2014 Respondents 4

External Risks Regulation Foreign Exchange Risk

Macroeconomic Risk Product Diversification External Risks

Foreign Exchange Risk External Risks Over-indebtedness

Security Macroeconomic Risk

Staffing Political Interference

Client Management Regulation

Religious Influence Security

Political Interference Staffing

Corporate Governance Corporate Governance

Competition/ Strategy/ Technology 

Management

Competition/ Management Quality/ 

Quality of Risk Management/ Strategy/ 

Operations

Yemen: Biggest Risks

Voices 2014 Respondents: 3

Security

Over-indebtedness

Macroeconomic Risk

Corporate Governance

External Risks

Staffing

Political Interference

Competition

Management Quality

Quality of Risk Management/ Strategy/ Technology Management/ Credit Risk/ Transparency/ Too Little Funding/ 

Liquidity/ Operations/ Mission Drift/ Religious Influence

 

Annex D: Perceptions of risks in the Arab World over the years

 Voices (Arab Countries) Banana Skins (MENA Region)

2014 2014 2012 2009

1 External Risks Over-indebtedness Over-indebtedness Credit Risk

2 Security Macro-economic risk External Risks Macro-economic Trends

3 Over-indebtedness Political Interference Regulation Interest Rates

4 Macroeconomic risk Regulation Political Interference Too Little Funding

5 Staffing Credit Risk Client Management Inappropriate Regulation

6 Political Interference Financial Capability Corporate Governance Mission Drift

7 Corporate Governance Management Credit Risk Liquidity

8 Regulation Competition
Quality of Risk 

Management
Competition

9 Competition Strategy Competition Corporate Governance

10 Management Quality Income Volatility Management Quality Fraud
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