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Part |: Access to Finance in MENA Overview

A Access to Finance: What is the current situation in MENA countries?

A What is the impact of the current financial crisis on the MENA
region?

A What are the implications of the crisis on SME financing?

Part II: How to Respond

A What instruments and approaches have been successfully employed

iIn OECD and MENA countries to overcome these challenges?

A What options can be considered to maintain financing channels open

to SMEs? «
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Access to Finance: What is the current

situation in MENA countries?
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meNa-0ec0 MENA countries
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A Banks are the main source of corporate financing in MENA

countries

A Banking sector is conservative in extending loans to private

enterprises, especially in countries with state dominated banking

sectors
U High collateral requirements In some MENA countries
U Particular difficulties for enterprises with intangible assets

U Result: higher reliance on internal funds
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The collateral required as a % of the loan
value is high in Syria and Algeria
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Source: World Bank Enterprise Surveys. Data represents approximate value of collateral required as a percentage of the loanvalue and t he | oands approximate annual cost/re

Algeria (2002), Egypt (2004), Oman (2003) and Syria (2003); data for OECD countries is for Germany (2005), Greece (2005), Ireland (2005), Portugal (2005), South Korea (2005) and Spain (2005). All sources of
finance represented aggregated responses for both new investments and working capital except leasing arrangements (only represents new investments) and trade credit (only represents working capital loans).
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Structure of financing in MENA
for new investments

Structure of financing in OECD
for new investments
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Source: World Bank Enterprise Surveys.
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(2003) and Syria (2003); data for OECD countries is for Germany (2005), Greece (2005), Ireland (2005), Portugal (2005), South Korea (2005) and Spain (2005). All sources of finance represented aggregated responses
for both new investments and working capital except leasing arrangements (only represents new investments) and trade credit (only represents working capital loans).
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A Higher reliance on internal funds (including retained earnings) and family
and friends and lower reliance on local commercial banks

A Underuse of leasing arrangements for new investments and trade credit for
working capital loans
Sources of finance: % difference from OECD countries
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Source: World Bank Enterprise Surveys. Data represents the preesofénaicea Datafod MENA eountriesdseor Algeria\i2e02)n EgE2004), ®math O E
(2003) and Syria (2003); data for OECD countries is for Germany (2005), Greece (2005), Ireland (2005), Portugal (2005), South Korea (2005) and Spain (2005). All sources of finance represented aggregated responses
for both new investments and working capital except leasing arrangements (only represents new investments) and trade credit (only represents working capital loans).
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A High cost of capital relative to OECD countries
U High interest rates used to compensate for the lack of credit
related information
U Credit bureaus lacking, only recent movement to establish
them

A Low overall pool of credit to the private sector in

comparison with OECD countries

U Low credit ratios to GDP in a number of countries
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Interest rates are high throughout the
region

Egypt 14.3% |
Oman Y E
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OECD 6.5% | ; ; ; ;
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Source: World Bank Enterprise Surveys. Data represents approximate value of collateral required as a percentage of the loanvalue and t he | oands approximate annual cost/re

Algeria (2002), Egypt (2004), Oman (2003) and Syria (2003); data for OECD countries is for Germany (2005), Greece (2005), Ireland (2005), Portugal (2005), South Korea (2005) and Spain (2005). All sources of
finance represented aggregated responses for both new investments and working capital except leasing arrangements (only represents new investments) and trade credit (only represents working capital loans).
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Domestic credit to private sector (% of GDP)
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Source: World Bank, World Development Indicators.
Aggregate data for MENA includes 18 Arab countries plus Israel, Iran and Malta.
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Domestic Credit to the Private Sector (% of GDP)
A Low ratios of credit to GDP
In: AL, LY, SY, WBG, YE

Bahrain 52

Dijibouti 20

A Bank credit is distributed Egypt, Arab Rep. 57
usually to large either state-  [liaq

owned or private enterprises [Jordan 88

(minority beneficiaries) Kuwait 56

Lebanon 78

A Even in cases of high ratios, |[Meroeco 54

SMEs rely mainly on self- Oman 31

financing (majority Qatar 35

beneficiaries excluded from Saudi Arabj 53

credit market)

Tunisia 65

United Arab Emj

Source: Source: World Bank, World Development Indicators.
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A Limited competition in the banking sector : high barriers to

access

U Market is highly concentrated by top 3 banks which on average

hold 83 % of all commercial assets
U Situation similar in some OECD member countries

A Limited foreign ownership of banks in some countries, while
some countries have opened up banking sector to

competition

A Egypt: OECDO6s FDI restrictiveness |
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MENA average is calculated on the basis of data available for 14 countries. OECD
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Three larger banks (% bank assets)
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Source: World Bank Financial Structure Database (2007). Data is from 2006. Data from 2005 is marked with a *. OECD

Calculated as assets of three largest banks as a share of assets of all commercial banks.
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Source: OECD (2007) .
Non-OECD Average includes data from 14 emerging market economies including : Argentina, Brazil, Chile,
Israel, Egypt, Estonia, Latvia, Lithuania, Romania, Slovenia, China, India, Russia and South Africa.
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What Is the impact of the current

financial crisis on the MENA region?
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A
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Despite positive developments in both conventional and Islamic finance
Industries, the impact of financial crisis on MENA is beginning to be felt ;

Stock market valuations down, putting banks share prices under pressure
(Saudi Arabian SEdown 42% , Kuwait SEdown 30% ); stronger correlation
between share performance and stock market performance in MENA) ;

Until the summer, b a n kyowth remarkable: reported at 20% annual
expansionT significant slowdown since 2 months (seeperformance chart);

Generally, MENA banks are resisting better to stock market downturn (52
week change of -32% for Al Rajhi Bank and 7 15% for Arab Bank versus -
72% for Citi Group);

However, downturn could worsen since some MENA banks and SWFs

invested in toxic financial assets
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