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Microfinance industry is very important in reducing un-
employment rates and providing livelihoods for a wide 
range of the most disadvantaged groups in society to help 
them to acquire income producing assets. The number of 
active borrowers from MFIs amounted to 85,863 in June 
2018(1). Hundreds of thousands of men, women and chil-
dren benefit from these loans. Returns of microfinance cli-
ents’ enterprises represent the main source of income for 
about half of them (48.3%)(2).

Currently, microfinance indicators are relatively bet-
ter than those during 2015-2016, trying to absorb the first 
shock and adapt to the current circumstances, with the re-
sumption of 20% of the microfinance clients’ enterprises 
that were suspended during the war period(2). However, 
MFIs and their clients’ businesses faced multiple risks, 
including exposure to damages and ongoing closure of 
17.3% of total enterprises(2). In addition to vulnerability 
to severe energy, liquidity and exchange rate crises. As a 
result, the ratio of loan portfolio at risk has increased to 
alarming limits, exceeding more than 40% in June 2018(1), 
financial performance of MFIs has deteriorated and lending 
opportunities have contracted.

The spread of small and micro enterprises provides a 
supportive environment for stability and peacemaking. Un-
employed youth are more likely to become frustrated and 
join armed clashes while engaging the youth in improving 
their own enterprises absorbs their incentives and motiva-
tions of violence and strengthens their tendency towards 
peace. Through this outlet, we call on the donor community 
to provide more support to the microfinance sector within 
the framework of humanitarian response programs in Ye-
men to enable the poorest and most-affected groups to have 
access to sustainable livelihoods, as an embodiment of the 
Chinese saying “Give a man a fish and you feed him for a 
day; teach a man to fish and you feed him for a lifetime”.

IntroductIon

Microfinance Industry in Yemen 

1st: Overview of the Banking Sector.
2nd: Importance and Structure of Micro-
finance Institutions.
3rd: Status of Small and Micro Finance.
4th: Challenges & Risks.
 5th: Priorities.

Status ... Risks ... Priorities

Facts and IndIcators

The parallel exchange rate 
in October 2018.

33% of retirees in the GAIP with-
out pensions since March 2017.

YER 731 / USD Over 41,000 Retirees **

people in need of humanitarian              
assistance in 2018 *.

people displaced (IDPs & re-
turnees) as of September 2017.

22.2 million 3 million *

people are food insecure 
in December 2017.

Cumulative decline in real 
GDP during 2015-2017.

6 in 10 * 47.1%

90% of the population lack 
access to public electricity.

Sources: 
* UN Agencies.
** General Authority for Insurance      
     and Pensions (GAIP), 2017.
*** WB, June 2016. 

24.3 million *** 
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The banking sector in Yemen comprises 17 banks, includ-
ing four Islamic banks. Nine of these banks are owned by the 
local private sector, four owned by the government and four 
branches of Arab and foreign banks. While the total assets of 
banks operating in Yemen grew by 37.3% in 2017 compared 
to 2014, assets of the Arab and foreign banks’ branches were 
significantly affected during the ongoing war and shrank by 
about 9.8%. Thus, their contribution to the structure of banks’ 
assets decreased by about  5 percentage points against the 
growing relative importance of local and private banks’ assets 
(Table 1)(3).

Yemen has a nascent microfinance sector, where assets of 
microfinance banks grew by 401.9% in 2017 compared to 
2014. Thus, their contribution to the structure of banks’ as-
sets increased by 3.6 percentage points during the same period 
(Table 1). This improves financing opportunities for small and 
micro enterprises and contributes to reducing unemployment 
and alleviating poverty.

First: Overview of the Banking    
  Sector:

Table (4) Assets of Banks Operating in Yemen by Property 
Sector during the War in 2017 compared to the pre-war 

period in 2014

* Doesn’t include all small and microfinance provided by the banking sector such as 
finance provided by the Tadhamon Microfinance Unit, the Cooperative & Agricultural 
Credit Bank (CAC Bank) and other MFIs.

Source: Central Bank of Yemen, 2017

Item
Assets (billion 

YEM)
Cumulative 

Change 
Ratio %

Structure of 
Assets %

2014 2017 2014 2017
Local private banks, 
including: 1,197 1,747 45.9 54.3 57.8

Microfinance banks* 30 151 401.9 1.4 5.0

Public banks 633 941 48.7 28.7 31.1
Branches of Arab and 
foreign banks 373 337 -9.8 16.9 11.1

Total 2,203 3,024 37.3 100.0 100.0
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However, Yemen’s banking sector plays a modest role in financing economic activities compared to many 
other Arab countries. The ratio of bank credit provided to the private sector to GDP was 7.5% in 2016, com-
pared to 43% on average in Arab countries in 2016(4). The coverage of banks’ branches in Yemen is limited 
to urban areas, while 70.8% of the population lives in rural areas. This hinders the access of a large segment 
of people to banking services. Yemen has one of the lowest levels of house-hold financial inclusion, where 
only about 6% of adults in Yemen have bank accounts compared to 18% in the Middle East and North Africa 
(MENA) region(5). Only 1% of Yemenis saved at a formal financial institution(5). Banks continue to lose more 
of the already-low clients due to the liquidity crisis, the current crisis of confidence that faces the banking sec-
tor in Yemen and the the embargo imposed on Yemen’s banking sector by the international financial system 
because of their non-compliance with the global standards against money laundering and terrorist financing.

Microfinance Institutions (MFIs) play a vital role in reducing unemployment, providing livelihoods and 
alleviating poverty through the provision of appropriate financial services that encourage saving and provide 
loans to low-income youth, men and women to help them establish small enterprises, acquire income produc-
ing assets and have access to sustainable self-financing.

The number of active borrowers from MFIs amounted to 85,863 in June 2018(1). Due to the high dependen-
cy ratio among Yemeni families, the number of beneficiaries is estimated at hundreds of thousands of people. 
A survey conducted by revealed that small enterprises were the sole source of income for about half (48.3%) 
of the surveyed sample from microfinance clients (figure 1)(2). This underlines the leading role of MFIs in pro-
viding a source of income for a large segment of society and 
helping them and their dependents to meet the cost of living.

Microfinance is becoming more important in light of the ongoing war in the country and worsening hu-
manitarian crisis, in addition to the ongoing salary crisis of state employees in most of the Yemeni governor-
ates, who are eager to have alternative sources of income. The spread of small and micro enterprises provides 
a supportive environment for peace industry because unemployed youth are more likely to be frustrated and 
join armed fronts, while engaging them in developing their own enterprises absorbs their incentives and mo-
tivations towards violence and strengthens peace feelings.

By distributing the structure of the loan portfolio and borrowers between MFIs in December 2017, the data 
of 11 MFIs indicated that the total value of the existing loan portfolio was YER7.8 billion, 68% of which 
were concentrated in four MFIs: Al Amal Microfinance Bank (29%), Alkuraimi Islamic Microfinance Bank 
(18%), the National Microfinance Foundation (11%) and Hadramout Microfinance Program (10%). The total 
number of active borrowers (micro entrepreneurs) reached 85.295, of whom 67% were concentrated in three 
MFIs: Al Amal Microfinance Bank (40%), the National Microfinance Foundation (15%) and Aden Micro-
finance Foundation (12%). Figures (2&3) indicate that Al Amal Microfinance Bank is the largest player in 
microfinance sector in Yemen. However, its role in providing loans to poor people still very limited.

Second: Importance and Structure of Microfinance Institutions:

52%

No
48%

Yes

Source: Yemen  Microfinance Network, August 2017 - January 2018. 

Figure (1): Small and micro enterprises were the key source of 
income for about half (48.3%) of the surveyed sample from mi-

crofinance clients.
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National
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Figure (2): Structure of Active Borrowers by MFIs in 2017 (%)

Figure (4):Number of Active Savers (in 1000) Figure (5): Number of savers and value of saving 
portfolio in Al Amal Bank

Figure (3.): Structure of Outstanding Loan Portfolio by MFIs 
in 2017 (%)

Source:Social Fund for Development, 2018.

Source:Al Amal Microfinance Bank, Annual Report 2017. Source:Social Fund for Development, 2018.

The number of active savers in MFIs has dropped from 622,000 in 2014 to 510,000 in 2015, by about 
-18%, due to the first shock of the ongoing war on people’s income and psychology. After that, the number 
of savers gradually increased and, by 2017, exceeded the number of savers in 2014 (figure 4). The number 
of savers was more than 8 times that of borrowers in 2017 due to the increasing investment risks during the 
war, uncertainty about future trends and individuals’ tendency to save their money to meet the living needs 
and in anticipation of the improvement of investment climate in the post-war period.

However, an increase in the number of savers does not necessarily mean an increase in total savings. In 
a survey conducted by YMN during August 2017- January 2018, 78% of study sample (officials and loan 
officers in MFIs) reported a decrease in customer deposits(2). This reflects the growing needs of Yemenis 
in light of the economic crises and the resulting decline in income levels and soaring prices, as well as the 
repercussions of the liquidity crisis that is currently plaguing the national economy.

Data of Al Amal Microfinance Bank, the largest microfinance institution in Yemen, indicates an increase 
in the number of savers during the war period with a decrease in savings, except in 2017 where the savings 
portfolio increased by 289%, supported by the donor deposits of social welfare transfers that represented a 
lifeline for Al Amal Microfinance Bank and helped it to avoid the risk of closure (Figure 5)(6).

Third: Status of Small and Micro Finance:

• Active savers:
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Capacities of Al Amal Microfinance Bank saw a signifi-
cant shift during 2017 in the provision of social transfers 
service. This has enhanced donors’ confidence in the bank’s 
ability to execute their projects efficiently based on its 5-year 
accumulated experience in providing this service. The value 
of cash transfers distributed in 2017 increased by 356% in 
comparison to 2016, reaching $101 million during 2017.

The number of cash transfers distributed during 2017 
amounted to about 1.5 million cases (households), which is 
more than the number of cumulative cases disbursed by the 
bank over the last five years (2012-2016). Social transfers 
were the most important banking services that generated fi-
nancial returns for the bank and helped it to overcome the 
risk of closure.

However, for beneficiaries who considered as poorest and 
most vulnerable people, the real value of cash transfers is 
decreasing by time due to depreciation in local currency 
and hence rapid increase of prices for basic foodstuffs and 
services.

Figure (6):Value and Number of Distributed Cash Trans-
fers by the Al Amal Bank

Source:Al Amal Microfinance Bank, Annual Report 2017.

Source:- Social Fund for Development, Quarterly bulletin, 2012-2017.               -Small Enterprise Development Fund, August 2018.  

The number of active borrowers gradually declined from 120,000 in 2014 to about 85,900 in June 2018 
(figure 7), by about 28.4%, mainly due to the suspension of financing for state employees, most of whom 
haven’t received salaries for a long period, and the complexity of loan guarantees. In addition to the dis-
placement of some customers from their areas; loss and damages sustained by some businesses; difficulty to 
resume financing in several areas that are most severely affected by conflict and the low average value of the 
loan and its inadequacy to meet the needs of customers in establishing their new projects, especially in light 
of the soaring prices (Figure8).

By gender, the share of women benefiting from small and microfinance decreased from about 54% of 
the total active borrowers in December 2014 to about 41% in June 2018. This reflects the declining role 
of MFIs in women’s economic empowerment during the war, thereby adversely affecting vital issues in 
women-headed households such as food security, malnutrition, child labor and access to education and 
health services.

Social Welfare Transfers Save Al Amal Microfinance Bank from Closure
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Figure (7):Active Borrowers (in thousand) and Percentage 
of Female Figure (8):Average Loan Amount (1000 YER)

• Active borrowers:
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The value of the existing loan portfolio in MFIs fell from YER15.4 billion in 2014 to YER7.4 billion and 
YER7.3 billion in 2015 and 2016, respectively, losing more than half of its value due to the consequences 
of the ongoing war and the resulting high risks and MFIs’ reluctance to provide loans and tightening credit 
conditions. However, the small and microfinance activities have recently begun to improve during 2017 
and the first half of 2018 (figure 9), due to the cautious resumption of funding for small enterprises and the 
shift towards providing banking services that are compatible with the market needs during the war period, 
such as the cash transfers, solar energy loans and rural loans. As well as adopting strategies based on the 
provision of larger-scale financing to small enterprises that are less risky than the microenterprises that are 
disrupted by the crisis.

• Loan Portfolio:

%48.7

%65.5 %60.4

%51.9-

%1.4-
%6.8

2012 2013 2014 2015 2016 2017 2018

5.8
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Change rate %

Outstanding Loan Portfolio (Billion YER)

June

0.0

20.0

40.0

60.0

80.0

-20.0

-40.0

-60.0

%1.3

Source:- Social Fund for Development, Quarterly bulletin, 2012-2017.               -Small Enterprise Development Fund, August 2018.  

Figure (9):Outstanding loan portfolio (Billion YER) and Change rate (%)

 ●Adverse impact of the armed confrontations and air strikes on the enterprises of MFIs’ clients. A survey 
conducted by Yemen Microfinance Network (YMN) during August 2017- January 2018 indicated that 5% 
of the microfinance clients in the survey sample moved their enterprises from areas of ground fighting and 
air strikes to other areas(2). While 14% of study sample said they would resume their enterprises in the fu-
ture, 3.1% said they had no future plans to resume their enterprises(2). However, 20% of small enterprises 
that were suspended for a certain period during the war has been resumed(2).
In parallel, the breadth of areas affected by armed confrontations and shelling hinders the lending process 
in these areas and exposes MFIs to damages and closure. Findings of the aforementioned survey indicated 
that about 68% of study sample (officials and loan officers in MFIs) stated that the assets of some institu-
tions or their branches sustained damages due to the ongoing war and conflict(2).

 ● Inability to repay loans, where the percentage of portfolio at risk (PAR) over 30 days (of total portfolio 
outstanding) increased significantly in MFIs from 2.1% in 2014 to about 41% in June 2018 due to the criti-
cal economic and security situation in the country(1). Al Amal Microfinance Bank, a leading microfinance 
bank, was most affected, with a loan-at-risk ratio of 93.9% (figure 10), mainly due to the inability of bor-
rowers, particularly state employees and beneficiaries of the Social Welfare Fund, to repay the loans that 
they received by the guarantee of the monthly salaries before the salary crisis. As well as the difficulty to 
pursue displaced clients and the closure of some enterprises.

Fourth: Challenges and Risks:
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Al-Amal Bank

Aden Foundation

Azal Program

Nama' Program

Hadhramaut Program

National Foundation

Alethad Program

Al-Awa'el 

Altadhamon Bank

Alkuraimi Bank

Al-Awa'el Company
April 2015

34.9

30.0

25.3

17.6

10.8

8.7

8.6

Damage to enterprises, borrowers’ displacement, 
economic crisis (salary and cash transfers crisis, 

exchange rate crisis, liquidity crisis and increase in 
tax and customs burdens)

Deteriorating financial performance of MFIs, com-
plexity of loan guarantees and reduction of lending 

Borrowers default on repayment and increase in 
loan portfolio at risk

Soaring unemployment and poverty rates

Figure (10):Portfolio at Risk (PAR%) in MFIs in June 2018

Source:Social Fund for Development, June 2018.

 ●Liquidity crisis: A survey conducted by YMN indicated that 94% of study sample (officials and loan of-
ficers) reported that they suffer from lack of liquidity in their institutions(2). This is due to the irregularity 
of customers’ repayment of loans, the decrease in customer deposits and the difficulty to withdraw money 
from MFIs’ accounts in commercial banks, which also face a severe liquidity crisis. In addition to the lim-
ited donor support to the microfinance services. This made difficult to meet institutional commitments and 
client demands. As of late 2017, only 1 out of 10 institutions had financial sustainability(1).

 ●Depreciation of the national currency value, where the parallel exchange rate of US dollar increased by 
over 187.1% in September 2018 compared to per conflict period, thereby reducing the real value of loans 
provided by MFIs to beneficiaries compared to the real value of loan repayments. Additionally, MFIs are 
forced to provide large loans with higher risks, while keeping other types of loans at low ceilings to mitigate 
the risks. This made some borrowers avoid these MFIs because they don’t meet their funding requirements, 
in light of the collapse of the national currency. This comes at a negative real interest rate (i.e, the current 
interest rate is below the inflation rate) and results in a lower rate of returns for the loan portfolio. 

 ●Exposure to complex crises at the same time, such as the energy crisis (fuel and electricity), foreign ex-
change crisis, salary crisis, liquidity crisis and the rising inflation, away from the division of monetary 
authority. This has increased the operating expenses in conjunction with the decline in revenues and, con-
sequently, lower profitability and productive efficiency of MIFs.

Implications of National Currency Depreciation on:

MFIs

Decrease in the real value of loans compared to 
the value of installments paid.

Decrease in real value of loans and its inadequa-
cy to establish a business.

Rising inflation, thereby achieving a real nega-
tive interest rate. High operating expenses of enterprises.

Depreciation of  the real value of banks capital 
in Yemeni riyal.

Low purchasing power and low demand for their 
products.

High operating expenses and low revenues. Low returns and default on loan repayment.

Microfinance Clients  
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SFD Response 
The Small and Micro Enterprise Development Unit at the Social Fund for Development (SFD) is 

the primary supporter of Yemen’s microfinance sector by mobilizing donor support and directing it 
towards MFIs. In order to mitigate the repercussions of the ongoing war on the microfinance sector, 
the SFD has taken several measures, mainly the following:

Despite the importance of the SFD interventions, supported by donors, they are still insufficient to 
cover the large requirements and address the complex risks and challenges facing the microfinance 
sector in Yemen.

● Establishing the Loan Guarantee Program (LGP) for the participation with MFIs in bearing the risks of 
lending in November 2017.

● Supporting the Takaful funds to contribute to covering the losses of MFIs due to borrowers default on 
loan repayment.

● Expanding the Decent Life Project to support food production, especially in the countryside, by financ-
ing the MFIs that provide loans to farmers and people working in food production such as mill owners, 
honey producers and others.

● Providing financial grants for MFIs to purchase solar energy systems.
● Providing in-kind compensation for war-affected borrowers through MFIs and YMN, provided that the 

interrupted activity of these borrowers continues for at least 18 months.
● Providing financial grants that cover part of the operating expenses as a partial compensation for finan-

cial losses incurred by MFIs. 
● Continuing to provide loans to MFIs; rescheduling the previous loans and extending their repayment 

period and canceling the interest rate by the SFD, thus, these loans have become interest-free loans since 
2015.

Fifth: Priorities

Priority interventions Implementing body
Timeframe

Immediate Mid-term

- Conducting dynamic assessments for the MFIs and their clients to 
monitor the developments, identify the priorities and assess the required 
needs.

- Benefiting from the best international practices in strengthening 
immunity and recovery of the microfinance industry, especially in 
countries that underwent similar conflicts. (visits and exchange of 
information)

- Enabling MFI branch staff in areas of military confrontations to work 
from home and providing them with necessary equipment or covering 
the conflict areas from nearby branches (merging the branches). 

SFD, YMN and rel-
evant donors

3-1
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Priority interventions Implementing body
Timeframe

Immediate Mid-term

• Adopting an integrated vision to deal with non-performing loans 
and encourage credit, taking into account the following:
- Saving the projects that are on the verge of closure by intensifying 

follow-up field visits and engaging clients or restructuring his enterprise.
- Expanding the coverage of MFIs› Takaful Funds to assist insolvent 

borrowers (rescheduling and extending the repayment period), 
depending on their situation, with a focus on compensating the physical 
damages sustained by enterprises due to the armed confrontations and 
air strikes.

- Extending the scope and interventions of the Loan Guarantee Program 
to cover half of the loan portfolio against default risk and depreciation 
of the national currency in order to participate in bearing risks and 
encouraging credit with reasonable guarantees such as acceptance of 
enterprise and assets collateral on microcredit.

- Raising the funding ceiling provided to borrowers in line with the 
increase in inflation rate or change in the national currency value.

- Mobilizing further donor support to help MFIs to survive through the 
provision of grants and recovery loans and compensation for damage to 
MFIs’ facilities and borrowers’ enterprises.

- Providing technical assistance to build the capacity of MFIs in crisis 
management, contingency planning as well as restructuring and 
scheduling loans and managing arrears.

- Encouraging the private sector to provide guarantee services through 
pawnshops. 

SFD, donors, YMN, 
clients and CBY

• Mitigating the liquidity crisis and the risk of transferring cash be-
tween governorates, through:
- Expanding the use of modern technologies to provide banking services 

to microfinance such as benefiting from electronic money service in 
the implementation of cash transfers projects to save time and efforts, 
reduce costs and expand coverage.

- Attracting the humanitarian aid funds in US dollar, restore confidence 
of clients, especially owners of the monetary blocs, to increase their 
deposits by sending assurances, providing guarantees on new deposits 
and controlling the withdrawal and deposit process to enhance this 
confidence.

- Building partnerships with foreign exchange dealers and banks that 
maintain clients with monetary blocs to facilitate the provision of 
liquidity and avoid the risk of transferring money between governorates.

- Activating the Deposit Guarantee Foundation following the achievement 
of peace..

MFIs, banks and 
exchange dealers, De-
posit Guarantee Foun-

dation and donors

3-2Priorities (Cont.):
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Priority interventions Implementing body
Timeframe

Immediate Mid-term

• Expanding coverage and improving efficiency:
- Supporting the spread of MFIs branches to expand their services in rural 

areas and small cities, as well as expanding the automation of businesses 
as much as possible.

- Increasing ratio of Murabaha of some products to cover the increase 
in transportation costs and guarantee a suitable return for clients and 
institutions.

- Focusing on new and rural financial products such as solar energy, 
greenhouses, reconstruction of houses, sewing and embroidery for 
women, agricultural projects (irrigation, seeds, livestock breeding, 
honey, cheese and milk production, drying and packing of dates, and 
tomato paste production).

- Paying attention to financing the youth self-initiatives programs and 
supporting rural women to acquire productive assets.

- Conducting a study on the risks and remedies of national currency 
depreciation on the microfinance industry.

SFD, MFIs and donors

• Reforms and Institutional Development:
- Establishing an institution for the comprehensive rural lending in 

Yemen with the support of donors and introducing new methodologies 
in microfinance by benefiting from experiences of other countries.

- Providing technical assistance to consider the feasibility of restructuring, 
integrating and liquidating the  MFIs to strengthen them financially and 
administratively and upgrade them to microfinance banks.

- Providing technical assistance to properly restructure non-performing 
loans and enforce law on evading borrowers by obliging them to repay 
their loans.

Donors, CBY, SFD and 
MFIs

Key Sources:
1. Social Fund for Development, Small and Micro-Enterprise Development Unit, Several documents, August 2018.
2. Yemen Microfinance Network (YMN), Study about the crisis implication on microfinance, covered 8 MFIs, con-

ducted in 5 governorates (Sana’a city, Aden, Taiz, Hadramout, and Abyan), during August 2017- January 2018, 
final report, 2018.

3. Central Bank of Yemen, Consolidated Balance Sheet of Banking sector in Yemen, December 2017.
4. Arab Monetary Fund, Consolidated Arab Economic Report, 2017.
5. World Bank Group, Yemen policy note 3: Private sector readiness to contribute to reconstruction and recovery in 

Yemen, May 2017.
6. Al Amal Microfinance Bank, Annual Report, 2017.
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