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Microfinance the provision of small loans and other financial services to the poor has emerged as a powerful weapon on the war against global poverty. At this session, panellists and participants considered strategies that governments, donors, financial institutions and non governmental organizations follow to maximize the benefits of this microfinance, particularly in the Middle East and North Africa (MENA) region. 

Moderator Safwan Masri, Professor and Vice Dean, Columbia Business School, USA, opened the discussion by noting that microfinance institutions currently serve an estimated 900,000 clients in the MENA region a total that some advocates have suggested can and should be tripled over the next few years. For many households, particularly those in rural regions, microfinance offers the only feasible path to job creation, a critical consideration for a region with some of the highest demographic growth rates in the world. 

Elizabeth Littlefield, Chief Executive Officer, Consultative Group to Assist the Poorest (CGAP), USA, noted that the MENA market for microfinance, while small, is also one of the world s fastest growing. Half of the region s existing clients are in one country Morocco suggesting growth may actually accelerate as the industry broadens its reach. On the other hand, microfinance institutions in the region tend to be small, while the ratio of donor capital to outstanding loans is relatively high. "Something is happening that causes donor funds not to be used as effectively as in other regions," Littlefield said. Given the ample supply of investment funds in the region, what is needed isn t more donor capital but rather support for technology and management development. However, the data also show that microfinance start ups tend to establish themselves much more quickly in the MENA countries than in other regions. This suggests the industry is rapidly absorbing lessons learned elsewhere. 

Alex Pollock, Director, Microfinance and Microenterprise Programme, United Nations Relief and Works Agency for Palestine Refugees, discussed some of the challenges faced by microfinance institutions in the West Bank and Gaza. While political violence and harsh security measures have created an extremely difficult environment for lenders and clients, these conditions are not qualitatively different than those faced in many parts of the developing world, Pollock argued. As the Palestinian economy has deteriorated, demand for credit has shifted to tiny household based enterprises, forcing microlenders to follow suit. The lesson for lenders: "You have to follow your clients; you can t lead them. You have to find out what their current needs are and respond to them." 

Amro Abouesh, Senior Advisor to the Chairman, Banque du Caire, Egypt, argued that commercial banks are well positioned to serve microfinance clients and are increasingly recognizing the attractive returns available there. Experience has shown that poor borrowers are surprisingly good credit risks, and microlending now ranks as one of Banque du Caire s safest non collateralized lines of business, Abouesh said. The key to success, he added, is to "mainstream" microlending by giving it access to bank capital based on the same risk return considerations as other competing uses. "If you treat it the same way you treat every other department in the bank, you will be on the right track," Abouesh concluded. 

Regulatory reform also has a vital role to play, argued Muhammad Yunus, Managing Director, Grameen Bank, Bangladesh, and a pioneer in the field. Many countries, he noted, impose legal restrictions such as bans on accepting deposits that can cripple microfinance institutions. Regulatory authorities are often willing to ignore these rules when domestic borrowers and domestic depositors are involved, but frequently enforce them when microlenders seek deposits or equity investments from foreigners. Bangladesh is currently considering major reforms to such laws. But whether MENA governments will do likewise remains to be seen. 

Despite rapid growth, microfinance still isn t keeping up with the need for credit, warned Jacques Attali, President, PlaNet Finance, France. Current projections show the world s impoverished population rising to some 4 billion over the next 30 years outstripping even the most ambitious goals of microfinance advocates. One key to closing that gap, Attali said, is using technology to drive down costs. This would allow microfinance institutions to expand their operations while making it possible for commercial banks to scale down their lending operations to serve the poor. "Microfinance is the only way to use computers to fight poverty," Attali argued.
