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Executive summary

After going through a major and deep political, mmmic, and security crisis in 2011,
and after a brief recovery period during 2012-204dmen has witnessed a renewed
crisis in 2014, leading to a full scale war sincarbh 2015. As a result, the living
conditions for people in the country has become déficult, with severe shortages
of basic foodstuffs, medicine, fuels, electricignd other basic necessities of live.
Although some humanitarian aid has flowed into toeintry in recent days, the
economic and security situation in the country oam@s to remain very precarious.
For instance, the Central Bank of Yemen is strugplio keep the currency from
deteriorating any further. Most organizations angibesses have downscaled their
operation or closed down, resulting in many pedp$ng their jobs. Some of the
major cities of Yemen such as Aden and Taiz arkcdif to reach, witnessing daily
armed clashes, which alongside the airstrikes,nhade life for people impossible.
Consequently, it has become extremely difficulinipossible for humanitarian aid to

reach some areas of Yemen.

The local microfinance industry has been deeplgaéd by the current situation in
Yemen in a very negative way, in which even the rgerecy plans prepared by MFIs
have been unable to cope with the fast deteriayagirents, as they were too sudden
and disproportionate to deal with effectively. MaviFIs have closed down some of
their branches, laid off employees, cut on costensheir revenues shrink rapidly,
and experienced rising portfolios at risk. For amste, MFIs and branches in areas like
Aden, Taiz, Dale', Lahj, Shabwah, and Abyan hadlése down all their operations

for most of the time during the war.

Currently, the main concern for MFIs is to managgrtloan portfolios as best as they
can while putting in mind the social and econonspexts of loans repayments on
their clients. As it is important to ensure clieate repaying loan installments, it is
important as well to ensure that these installmdntsiot lead to a further worsening
of the clients living conditions. Unfortunately, ettsituation is mostly beyond the
control of clients, MFIs, and SFD, and striking dades is mostly unworkable. The
war has simply affected everyone and everythingobdycontrol, and without an end

in sight.



This report intends to shed some light on the ihpédhe current situation on the
Yemeni economy as a whole, with a special focutherlocal microfinance industry.
The report first highlights the changes in the @toit situation and microfinance
industry, in particular, in the country resultingr the 2011 crisis. It then moves on
to illustrate the recovery and growth of the miarahce industry during the recovery
period from 2012 until 2014, ending with the impaétthe recent events of 2014-
2015 on its growth. The next part of the reporut®s on the MFIs reactions and the
obstacles they are facing during this period, winighlighting some cases from
various MFIs. The report also underlines the exgieceble of the MFIs in the post
conflict phase and what role SMED will play to faete its growth. Finally, some
cases of clients who have been affected by thdicbafe also illustrated to give the

reader a live picture of how current events hawkdaegative effect on them.

Collecting data for this report was not an easl,teeking over three weeks including
MFI reports, interviews with clients, as well agadand information gathered from

other sources.



This section of the report is intended to briefgview the evolution of the most
important indicators of the Yemeni economy, in orde illustrate the overall
development of the national economy and the impafctthe political crisis

experienced by Yemen since the beginning of 201l the time of writing this

report, with a prediction for the values of the miagportant economic indicators for
2015. The data and facts were obtained from a trepampiled by Mr. Adnan

Quteina, from the Central Bank of Yemen (CBY).

1.1 Growth rate in the Gross Domestic Product (GDP)

The GDP was affected as

a result of the political

crisis and instability

during the period 2011-

2014 Yemen has

experienced and s

continuing to the present

day. In 2011 the real

GDP dropped by 15% in

2011. While in 2012 and

2013 the GDP recovered

strongly to the level of 2011 it again dropped 012 as a result of the turmoil and
political crisis Yemen witnessed. However, duehe bngoing war, it is expected to
fall further and by up to 22% in 2015, accordingth@ predictions made by the
Central Bank of Yemen. This is also as a resultth&#f expected decline being
experienced by various vital sectors and the wangesecurity situation as a result of

the land, air and sea blockade, which currently ¥eins experiencing.



Table (1) Figures on the Gross Domestic Product

2009 2010 2011 2012 2013 2014* 2015**

- GDP at current prices
5773 6,787 6,645 6,875 7,701 7,218 6,706

- GDP growth rate at

current prices -5% 18% -2% 3% 12% -6% -71%

- GDP at constant

prices 2,668 2,756 2,340 2,392 2,486 2,210 1,722

- Real GDP growth

rate 4.14% 3.30% 15.10% 2.22% 3.93% 11.10% 22.10%

* Preliminary data.
** Forecast (forecasts have been calculated acegridi expenses).

1.2 Average per-capita Income

Per capita GDP dropped from USD 1,318 dollars ih®@® USD 1,294 in 2014, and
this decline is expected tc
continue through most of 201¢
to reach $ 1,116, leading to .
lower standard of individuals
and higher poverty rates. Thi
United Nations reports alsc
show that 54% of household:
are already living below the
poverty line, and this percentage is expecteds® in 2015 to reach 60% of the total

population.

Table ( 2 ) Changes in Personal Income
Item 2009 2010 2011 2012 2013 2014* 2015**

Y.R. 242,894 271,822 253,691 263,952 285,465 283,0239,709
UsD 1,197 1,238 1,187 1,231 1,328 1,294 1,116
% -7% 3% -4% 4% 8% -3% -14%
Change

* Preliminary data.

** Forecast



1.3 Aggregate demand and supply
- Aggregate Demand

Aggregate demand decreased (expenditures on Gasgddic Product) during 2014
by 63% reaching 7,218 YR Billions, compared tomeréase of 12% in 2013 to 7,701
YR Billions. This was due to the decrease of tbtath private and public investments
and expenditures. It is expected that these figwktdurther decline during 2015 by

7%, in addition to an expected decline in exports.

Table ( 3) Expenditure on Gross Domestic Producflotal Demand)

Figures are Billions YR

ltem 2009 2010 2011 2012 2013 2014* 2015**

Gross Final
Consumption 5,108.20 5,786.40 5,545.70 6,472.50737/® 7,348.10 6,673.40
Gross

Investments 1,239.30 1,299.90 1,168.20 1,326.8076110 679 577.2
Exports of

Goods and

Services 1,424.40 2,034.00 2,220.10 2,011.90 2020.2,056.60 1,748.10

-minus Imports

of Goods and 1,998.90 2,333.50 2,289.30 2,936.0B68280 2,865.90 2,292.70
Expenses on

GDP_by market

price (Total

Demand) 5,772.90 6,786.80 6,644.70 6,875.30 7,701.30 7,217.80 6,706.00
% increase of

Total Demand  -4.90% 17.60% -2.10% 3.50% 12.00% 0%.3 -7.10%

* Preliminary data.

** Forecast

- Aggregate Supply
Aggregate supply decreased during 2014 by 5% @8%0YR billions compared to an

increase of 5% in
2013, and it is

L —— expected to

—* decrease further
in 2015 by 11%.

This is due to

expected decrease




in imports and GDP.

Table (4 ) Supply and Use of Goods and Services Byrrent Prices

Figures are in billions YR

ltem 2009 2010 2011 2012 2013 2014  2015**

GDP by 5,773 6,787 6,645 6,875 7,701 7,218 6,706
Market Price

Imports of 1,999 2,333 2,289 2,936 2,869 2,866 2,293
Goods and

Services

Aggregate 7,772 9,120 8934 9,811 10,570 10,084 8,999

Supply of

Goods and

Services

% Increase of -8% 17% -2% 10% 8% -5% -11%

Supply

* Preliminary data.
** Forecast

1.4Inflation Rate

Inflation has witnessed varying rates during theque2009-2014, as it has increased
annually from 11% in 2009 to
23.2% in 2011 as a result of
the political crisis during that
year. It then receded in 2012 to
5.8% to increase again to 8.1
/ in  2013-2014. Inflation is
expected to continue to
increase during 2015 to reach

15% as a minimum.

1.5 Public finances (Revenues-Expenses)

- Public Revenues:
Public Revenues have increased in 2014 in compatizs®?013 by 184 Billion YR
and by 9% percentagewise, reaching 2,209 YR Baliorhis was the result of an
increase in foreign grants by 168.6 YR Billions darak Revenues of 58 YR Billions.



It is worth mentioning that income from oil decreds/% in 2014 compared to 2013
by about 75.5 YR Billions. Public Revenues are eiga to decrease enormously in
2015 by about 847.7 YR

Billions (38%) compared to

the previous year due to the
s deteriorating security
situation in Yemen, large
decrease in oil revenues,
and the siege caused by the

ongoing war.

- Public Expenditures:

Public expenses declined by 4.5% during 2014 tmialil9.3 YR Billions, compared
to revenues of 2,554 YR Billions in 2013. The deelivas the result of a decline in
Current Expenditures by 65.8 Billion Riyals and ®wCapital Expenditure by 53.5
YR Billions, which declined by 2.7% and 27.3% redpeely. This was due to the
government's austerity policy and reduction in stege budget deficit. It is expected
that public expenditures to decline further thromgh2015by about 517.5 YR
Billions (20% compared to 2014).

- State Budget Deficit:

The state budget deficit for 2014 decreased 46.6fbpared to 2013 by 304.7 YR
Billions, reaching 344.9 YR Billions. In 2014, theudget deficit reached the
proportion of 4.8% of GDP, compared with 8.8% inL2@ is expected in 2015 to
reach 675.2 YR Billions, representing 10.1% of &8P, representing an increase of
95.7% compared to 2014.

Table (5) Public Finances

Figures are in billions YR

2009 2010 2011 2012 2013 2014* 2015*
Public Revenues 1282 1735 1745 2404 2,023 27209 1,361




Public Expenses 1844 2259 2056 2,775 2,673 2554 2,036

Deficit/Surplus  562.2-  524.0- 311.0- 370.7- 649.7- 344.9- 675.2-
% of Deficit / - - - - - - -
Surplus 10.10% 8.20% 5.00% 5.60% 8.80% 4.80% 10.10%

*  Preliminary data.

** Forecast

- Public Debt
The total public debt rose 9.2% in 2014 by abo&81,USD Millions compared to
2013, reaching 18,930 USD Millions, which represest.4% of the GDP.

Table ( 6 ) Public Debt

Figures are in YR millions

2009 2010 2011 2012 2013 2014*
External
Debt 6,035.90 6,144.20 6,080.80 7,240.30 7,245.6(259740
Domestic
Debt 4,454 70 4,931.30 5,424.80 7,150.50 10,093.6,67D.8
Total Public
Debt 10,490.6 11,0755 11,505.6 14,390.8 17,339.83,93D.2

* Preliminary figures

- Domestic Debt:

The domestic public debt rose 15.6%
during 2014, increasing by 338.9 YR
Billions (equivalent to 1,577 YR Millions)

in 2013. It reached 2,508 YR bhillions,
which represents 34.7% of the total GDP.

I"# $%&' ()*+&' ! *% &,

Treasury bills represented 62% of the total

domestic debt, with bonds representing

32%, and Islamic instruments 6%. The
012/ 34 567 89;

already high external public debt rose 0.2%

by about 13.8 USD millions in 2014 compared to 2@ Table (6)).



Table (7) Domestic Debt

Figures are in YR Millions

2009 2010 2011 2012 2013 2014
Domestic 923,548.00 1,054,301.50  1,159,814.90  1,536,578.60,169013.40  2,507,929.20
Loans
;E)enazjssu ry 557,748.00 647,401.50 697,664.90 988,433.60 14356  1,551,812.20
365,800.00 406,900.00 458,900.00 498,100.00 64@MB00  797,900.00
Bonds
Islamic 3,250.00 50,045.00 102,600.00 158,217.00
Instruments

- External Public Debt:

The External Public Debt increased by 0.2% 201438 USD Millions, compared to
7,259 USD Millions 2013. The External Public Debasv21.6% of GDP in 2014,
compared with 20.2% in 2013. The Debt was 75.9%Tofal Exports in 2014
compared with 73.4% in 2013, and 155.6% of theiforeeserves in 2014 comparing
to 135.5% in 2013.

Table ( 8 ) The main indicators for the Public Debt

Public Debt Indicators 2013 2014
Public Debt to GDP 48.40% 56.40%
Foreign Debt to GDP 20.20% 21.60%
Domestic Debt to GDP 28.20% 34.70%
Foreign Debt to GDP 73.40% 75.90%
Foreign Debt to Foreign Reserves 135.50% 155.60%
Individual share of Public Debt 687 729
Public Debt of Public Revenues 184.10% 184.10%
Public Foreign Debt of Public Revenues76.90% 70.60%

1.5 Poverty indicators

Yemen is one of the poorest and least developedtges in the world. According to
the Human Development Index of the United Natiomsnén ranked 154 out of 177
countries included in the index. Also, the WorldnBaeport of 2014 shows that the

poverty rate in the Republic of Yemen has incredsad 42.0% in 2009 to 54.5% in



2012, and it is expected to rise in 2015 to 60% assult of the security unrest and
political conflicts that are being currently exgarced by the country

As shown in the United Nations report of March 2015.9 million inhabitants (or
61% of the total population of Yemen) need at lease of many kinds of
humanitarian assistance, which is up by 8% frormyaar as a result of the worsening
crisis and political conflicts, high migrations, sglacement of peoples, high

population growth rates, and a lack the most beesicices.

1.6 Unemployment

Yemen suffers from a high unemployment rate, whasleraged 16% during the
period 2002 to 2010, but rose dramatically after pblitical crisis of 2011 reaching
up to 40% during 2014. This percentage rises anyoogg people for up to 60%,
and is expected be exacerbated more in 2015 th A&8b as a result of crashes of a

many investment projects, and the laying off of pnprivate sector employees.

Thus, the problem of unemployment will remain a @najproblem facing
development in Yemen because «

its social, security, and economi

effects, at the forefront of which i< o
the waste of labor. This leads to

loss in the value of output tha

could have been gained for th

unemployed had their productivi

potential been exploited, turning

unemployed youths easy pray fc Q\“ Q\” Q\‘ NN n/\\\”’ n/\\\“’ \

terrorist groups and armed militias.

1.7 Foreign reserves and currency exchange

Foreign exchange reserves at the Yemen Central'8&ikfrom USD 5.9 billions at
the end of 2010 (which could cover 7.2 months gfonts) to about USD 4.6 billions

at the end of 2014, which was enough to cover itsplor 4.6 months. The reserves



are expected to decline furthe
during 2015 to an estimated USD 3.
billions, covering only 3.1 months o
imports. The drop was the result ¢
lower world oil prices, and the neel

to cover the large deficit in the I
balance of payments. This indicate a>\'°% SN
that the Yemeni economy is unable

to cope with short-term shocks alone, and it ulgenéeds aid to cover the large
deficit in its balance of payments and stabilize femeni Riyal's exchange rate.

The official exchange rate of the Yemeni Riyal remaunchanged at USD 214.85,
while in the black market it hovers around USD 2@&2en the ongoing situation,
while the Yemeni Riyal has not lost a huge perapntat its market value (about 4%),
should the war continue it is certainly expecteditmp more significantly. As trouble
loomed in the horizon, people already were withdingvsizeable amounts from their
accounts and changed them in US Dollars or othegign currencies, putting
enormous pressure on commercial banks, and requhvenCentral Bank of Yemen to
gradually put severe limits on withdrawals in fgrecurrency, banning most transfers

abroad, and placing many other restrictions onigoreurrency.

2. The 2011 crisis and its effects on microfinance iiemen

2.1The 2011 Crisis

Yemen witnessed during 2011 a deeply unstableigalliteconomical, and security
situation that has left the country in many aspeetgerely scarred and distressed.
Certain areas of Yemen, such as the Governoratabyan and Al-Beidha witnessed
military confrontations between government forced #errorist groups. As a results,
tens of thousands of people were displaced andreecafugees. Even in the capital
Sana'a, and Taiz (Yemen's second largest cityustruds of people evacuated their
homes when fighting broke up between governmemefoand the armed opposition
in mid 2011. The events in 2011 also caused a g@atomical crisis. For instance,

devaluation of the Yemeni Riyal, frequent poweraggs, an almost total lack of



fuels. Furthermore, difficulties in transportaticaused by great security risks in large
areas of the country have affected ability of peopl Yemen to meve around
enormously, particularly in the Governorates of abyAl-Beidha, Shabwa, Marib,

and the cities of Sana'a, Taiz, and Aden.

2.2 The effects the 2011 crisis on microfinance in Yeen

The events of 2011 also reflected themselves ompdhn®rmance of microfinance in
Yemen, which translated into greatly reduced legdactivities in some of the
branches of MFIs, higher levels of portfolio atkrid®AR), and downsizing of loan
portfolios, in general. Expansion plans and newatives were postponed, branches
in "hot areas" were closed or relocated, hundréd®omowers became displaced, and
financial and property losses were incurred by bdffis and clients. For instance,
Abyan MFI was almost completely destroyed by testsr(about 80% of the loan
portfolio was rescheduled), while Nama MFI in Taias emptied of the gold it held
as a guarantee against many of its borrowers. Tlegse the two most extreme cases
of what MFIs faced during the crisis. Table (9) suanizes the main figures for MFIs
in 2011, and compares them to those of 2010 —aie"peaceful” year prior to the

crisis.

Table (9 ) Comparison of main figures for 2010-2011

% increase or
2010 2011
decrease
Active borrowers 66,440 63,568 -4.29 %
Outstanding portfolio
4,413,000 3,853,000 -12.69 %
YR (thousands)
Portfolio at Risk
1.6 % 11.2 % 600 %
(PAR)
Active savers 59,033 87,615 48.28 %
Savings amounts YR
1,180,520 3,105,290 280.16 %
(thousands)




It can be noticed from Table 1 that despite thé ta&t most indicators in 2011 appear
negative, it must be said that quite the oppositerged with regards to savings. In
fact, in times of social upheaval people would témdecure their money by placing
them in banks and financial institutions to safeduhem against potential risks. This

is why the figures for saving in 2011 were quitsipoe.

3. Post-crisis recovery of microfinance in Yemen (2012
2014)

Despite the shock (overall a relatively minor ote)vhich microfinance in Yemen

was subjected in 2011, the sector eventually rethedinn 2012, 2013, and 2014. An
agreement brokered by the Gulf countries in whatetame known as the "Gulf
Initiative" brought the opposing parties (governtnamd opposition) together and did
stabilize the situation in Yemen (although tempityarAs a result of the initiative

presidential elections were held, a new coalitiamvegnment was formed, the
economy started moving again, and the securityasin gradually improved. Most
displaced people returned home, streets and roadblMere removed, government

offices were reopened, and new hopes started ne &hithe horizon.

As a consequence of the relatively newly found iBtgbn Yemen resulting from
Gulf Initiative the microfinance sector made a gradand steady recovery, and
started to regain the momentum lost in 2011. Bras@nd areas that were once off-
limit became accessible, new branches were opeviets started working in new
areas outside their traditional geographic basas,financial products were gradually
introduced, and even a new microfinance bank wiabkshed (Capital Injaz).

Table (10) below, shows the main figures achiewedhle MFIs during the recovery
period 2012-2014, showing surprisingly positive tuems that reflect the optimistic
outlook for the future, and the drive to recoup ltheses incurred in 2011.



Table ( 10 ) Comparison of main figures in the MFIsduring 2012-2014

2012 2013 2014
Active borrowers 82,226 99,726 120,839
Outstanding portfolio

5,846 9,590 12,226
YR (thousands)
Portfolio at Risk 11.4 % 2.3% 2.1%
Active savers 129,464 253,292 622,114
Saving amount _ _ _

Not Available Not Available Not Available
YR (thousands)

As the situation seemed to stabilize in a graduahmer throughout 2012, and 2013,
and most of 2014, the Social Fund for Development was encouraged by the
recovery made by the microfinance sector followthg 2011 Crisis, and worked
accordingly by establishing new partnerships, waygkon the establishment of a
Greenfield MF bank, and by funding new projects.rifi@ermore, SFD made
significant loan disbursements to the MFIs durihg tecovery period, as shown in
Table 3, below. The increased pace of lending bip 86mpared to 2011 is also
noticeable.

Table (11 ) SFD disbursements to MFIs during theecovery period 2012-2014

vear Amounts Dis_bursed
(Yemeni Riyals)
2011 1,233,750,000
2012 680,000,000
2013 1,797,000,000
2014 2,114,400,000

It is worth mentioning in the table above that SFDisbursements in 2011 were
higher than in 2012 due to the fact that most efdlsbursements were made during
early 2011, before the situation deteriorated dtaraldy. Also, in 2012 disbursements

were relatively moderate, as the situation watstitlear for a good part of the year,



and as MFIs still had plenty of unused cash lefinfr2011,during which credit was
tightened.

4. Renewed crisis in Yemen and war (2014-2015)

Due to the many "unsettled scores" left over frddi 2 Yemen was plunged again in
a deep crisis that started in September 19, 20lehwhe capital was finally taken
over by armed insurgents, after months of fightimghe extreme north of Yemen.
Over time, the armed insurgents have occupied m@as of Yemen and overthrown
the Government, thus gradually plunging Yemen inival war. Furthermore, the
situation has been internationalized by the arrméehrention of the Arab Coalition,
making 2011 look even "benignant", in comparisohe Twar has resulted in the
military besiege of Yemen by ground, air, and gdanging the country in a renewed
economic and security crisis, even deeper tharotieewitnessed in 2011. The war
that has officially started in March 26015, and the resulting disruption of public
services (such as electricity and transportatias)vell as food and fuel shortages and
damages to the infrastructure, have altogetheeatftl themselves in a very negative

way on the performance of all MFIs to a much gnestale than in 2011.

5. General situation of microfinance during 2015

As in 2011, the microfinance sector in Yemen hdfesed as a result of the situation
the country is now facing — only on a much largad dangerous scale. Although the
fighting is still somewhat localized to certaintite and cities, since roughly the end
of March 2015 MFIs have almost stopped lendingeeislly in war areas, such as
Aden, Lahj, Taiz, Dhale, and Abyan, with Sana'a pleting the list, as the military
bases and arms depots it encompasses have beentsdlp heavy bombings. Even
in relatively calm cities and areas (for instanedhramout, Tihama, Ibb, Al-
Mahweet, and Hajja), the war, its resulting undeties about the future, high

potential risks, displacements of the populatioetedorating currency, salary



reductions among employed borrowers, and all tee feve led MFIs to drastically
reduce lending to a trickle. Actually, most MFIsredaemporarily stopped lending.

Table 4 shows the main figures for MFIs during fingt three months of 2015, and
compares them to those at the end of 2014. Altholigiys seemed to go well during
the first two months of 2015 and well into the ntoof March, the performance of

MFIs has dropped during the month of April, an@xpected to deteriorate thereafter
at an even faster pace.

Table ( 12 ) Main figures from the MFIs in 2015 compared to 2014

January February
2014
2015 2015
Active Borrowers 120,839 120,872 122,105
Outstanding Portfolio
(YR (millions) 12,226 12,301 12,520
Portfolio at Risk 21 % 1.6 % 1.6 %
Active Savers 622,114 640,812 659,841

Data for March and April for several MFIs are gatigrincomplete and not updated.
The monthly summaries of MFIs for March and Aplll% are annexed at the end of
this report.

6. Obstacles facing MFIs in 2015 during the war

Even in relatively peaceful areas, repayments bgrolers have been affected
enormously as a result of the war, as clients hather more pressing priorities.
Although the situation of provisions has improvédtgly in the past few days due to
the inflow of humanitarian relief materials, theseomy has come to an almost virtual
standstill. The scarcity and high prices of basimmodities, price hikes, scarcity of
fuels (especially cooking gas), increasing price$ood and water, the difficulty in
conducting business, and almost total lack of ettt has made it for borrowers
increasingly difficult pay their monthly installmisn On the other hand, in the disaster

areas of Aden, Taiz, Lahj, Abyan, and Dhale' repayi have almost stopped.



Particularly in Aden (and more recently Taiz) thewament of borrowers has been
severely restricted due to the presence of snigedsstreet combats, thus preventing

those few borrowers who have the financial meam®s fmaking their repayments.

Although the microfinance sector in Yemen as a wias been dramatically affected
by the war, it must be said that MFIs have beeectétd by to varying degrees. In the
most extreme cases, those MFIs and branches foutiteicities where street fights

occurred or have occurred have managed to salvtajdixed assets, such as servers,
computers, files, documents, etc. This is the chshe MFIs and the branches found
in the disaster cities of Aden, Taiz, Lahj, Abyddhale', and Ataq, the capital of

Shabwa.

In the case of other lesser cities, although ftdlle fights have not yet occurred MFIs
and branches present in the eastern city of Mulkedkee preemptively stopped their
operations due to the widespread presence of Atd@aerrorist affiliates who have
broken out of prisons. Although they are not beimfgsted with Qaeda operatives
they still present significant risks to their adogproximity to combat areas,
microfinance has also stopped operations in legies, such as the city of Al-Qaeda
(which lies 20 km from Taiz and should not be ceefll with the notorious terrorist
group), Yarim (on the dangerous road between Saaradathe southern areas of
Yemen), Al-Raheda (between Taiz and Aden), and (&esr the border with Saudi
Arabia).

Due to the war the ongoing economic crisis, manthefclients have either left their
cities , or it has become very difficult to keeptauch with. Some clients have either
lost family members, or deceased themselves. SdMfials have reported around 20
known deaths among their clients in Sana'a andr atiies such as Aden, Sana'a,
Taiz, and in the Governorate of Abyan in the soktirthermore, due to the disruption
of the economic activities of most clients, manfuse or are unable to repay their
loan installments as they need the cash to purcfuae rations, provide for their

families, and pay for medical emergencies, etc.

In conclusion, while microfinance in Yemen has ndaeed a crisis of this magnitude
during its almost 17 years of existence, and degpi¢ increasing difficulties it is
facing, it nonetheless continues to retain its dasirastructure intact: employees,

expertise and know-how, manuals and computerizst&s)s, databases, files, servers,



most fixed assets, client base and markets, ei€.olly time that is holding back the
MFIs from making a comeback once the situation @mén returns to normality.

7. Actions and activities undertaken by the MFIs to

reduce the impact of the war on the MF industry

Based on the guidelines of the Microfinance Emecgdplan prepared by SMED in
2011 to meet the challenges of the Crisis, eachMBIfurther developed in 2015 and
put in place those contingency plans. The plangwevised by the MFIs in such a
way to cope with the challenges posed by the weording to their own particular
situation. Borrowers have been classified accordintheir situation (eg. displaced,
stopped working, still operating, deceased, et&rpas have been classified too
according to the dangers present, branches clasedvacuated, or working at
minimal pace, and so on. Furthermore, some MFI lbagein reducing their staff (Al-
Awael MF Company, for instance), while others amdivaly planning to. For
instance, MFIs are now largely accepting partipbsenents by borrowers. Important

assets such as servers, computers, files, and @émtsifmave been secured.

Furthermore, SFD supported the Yemen Microfinanagwerk in organizing a
workshop held in early April 2015 to review theesftfs of the ongoing conflict, such
as the issues related to security, the effecth@fdieteriorating economic conditions
on MFIs and MF clients, the death of clients, th#iadlties of moving around
(especially in rural areas) due also to the lackfudl and transports, etc. The
workshop was also an occasion to exchange opirdodsdeas on how to overcome
the difficulties MFIs were about to face as a resdltheir increasing portfolios at
risk. The workshop resulted in the issuance of gewneral guidelines, such as the
suspension of lending, and the application of aftdve repayment means for loan

installments, and so on.

Overall, the war has put all MFIs in Yemen undevese pressure. In the most
extreme cases MFIs (such as Aden MFI and Al-Awaé&l ®ompany) have been
totally paralyzed for several weeks in a row beeanfsthe fighting going on in their
areas. Neither loan officers could leave their hertee follow up in the field, nor



borrowers could make their payments at the branatrethrough postal offices and
other outlets. Other MFIs that have branches ise¢hareas (such as Al-Amal Bank,
Al-Kureimi Bank, Al-Tadhamon Bank) are also underafty pressure because their
branches were also closed temporarily. Needlesaypthe scarcity of fuel and costly
transportation, and the almost total absence oftreldy have exacerbated the
situation further, forcing MFIs, for instance, tarpally revert to manual systems in
recording their transactions, to reduce workingrepaccept partial installments from
their clients, field collection, merger of some ftixhes and close others, and staff

reduction.

8. The current situation of selected SFD partners

In this section, a summary of the current situattbrsome selected SFD partners is
illustrated. Data and facts were collected throutptect field visits, and reports
provided by the partners to SFD. It must be saadl some data is still incomplete, and
at times imprecise. This was due to the fact tloatali the numbers were entered in
the MISs of the MFIs, due to the difficult acceessbme branches, and absence of

some employees.

8.1 Aden Microfinance Foundation (AMF)

Headquartered in Almansora (Aden) AMF is one of kk&ding MFIs in Yemen,
counting over 15,000 active clients with a loantfwlio of approximately YR 1
billion, and 0% portfolio at risk until March 2015.

Due to the ongoing conflict in Aden and the othiies where it operates, AMF has
been struggling for the past couple of months tecbloans, and stopped lending to
its clients. At the end of March 2015, AMF had twusdown all of its operation
(lending and collecting) for the safety of its eoy@es . On the 13of May 2015,
AMF resumed operations (collection only) in thrdet® offices (the headquarter, Al-
Bureiga and Al-Mansoora branches), while its ofiver branches are still closed (Al-
Tawahi, Crater, Lahj, Al-Dalee, and Dar Saad). ffi# 18" of May 2015, four clients



have lost their lives (Lahj, Al-Bureiqga, Salah Aeén, and Al-Tawahi), and most of
the clients have lost their businesses.

Branches in AMF have been targeted by armed grdepsinstance, the branch in
Lahj was occupied by an armed terrorist group. trately, the branch was fully
emptied well in advance. In the case of Al-Sheikthran branch in Aden, the
manager managed to leave minutes before it wapaatat gunpoint by armed men,

taking out with her all the cash, which she latepaksited in the MFI's bank account.

The collection of loans is having a high risk oe tives of the MFI's employees due
to the presence of snipers in many buildings, iticlg the branch office buildings. In

addition, people in Aden have not receive theiaises during the past couple months,
and their activities and businesses have comectmmplete halt. While some clients
still receive remittances from families residing@dd, they would rather use them to

purchase food and medication, and to meet othergameies rather than repay loans.

AMF has not been able to generate any kind of neeemluring the past two months,
so it has taken several measures to reduce itsatopmal costs. Despite the
difficulties, AMF has paid all the salaries for Marand April. However, AMF plans
to reduce salaries starting from June, and willoes@ compulsory leaves on the
employees on temporary contracts. Working hours helveady been reduced to 5
daily (10 am — 3 pm) in the branches that have ered. While work has partially
resumed, AMF is still concerned of the continuirgks that could affect the safety of
its employees. In addition, due to the logisticdficilties of the war, such as the
closure of airports, 5 employees are still blockedCairo, as they had just finished

attending a training course.

AMF has accounted for about 3,000 displaced peapieng its clients in Djibuti,
1,500 in Hadhramout, and some 5,000 within difie@eas in Aden that have not
been greatly affected by the fighting. AMF has rasted that it would be able to
operate for 5 months with its current cash capf&dould the war stop, AMF will
work on several post-conflict activities, such @saducing new products - especially
that Ramadan will be in middle of June.

So far, AMF has accounted for 4 deaths amongigstsl in the city of Aden.



8.2 Hadhramout Microfinance Program (HMP)

HMP is headquartered in Sieyun, in the eastern rgpavate of Hadhramout, serving
close to 6,000 clients in the several cities whieoperates. The Mukalla branch of the
program has been affected due to the invasioneotitly by Al-Qaeda armed groups.
The branch had to close its operations and waspauiated from collecting

installments or making loans. Since mid April, thkeikalla branch had to operate

mostly during night hours, when electricity is ulbpavailable.

HMP is being very cautious in lending to its clebecause, as most of their collateral
is represented by their salaries disbursed thrquagtal offices. As a consequence,
and because postal offices have been subjectadhdaobberies by terrorist groups,
HMP has to deduct the loan repayments from tharisal clients receive through
postal offices. Since April, however, the Mukal&abwa, Al-Mahra, Al-Shehr, and

Al-Hami postal offices have not been able to reegigoples’ salaries.

The Hadhramout Microfinance Program is reducing dperational costs due to
decreasing revenues. The program had to put on wsory leave those employees
who had more than 90 days off in their balancee@hout of seven branches are still

fully operational, while the other five work onlydoan collection.

8.3 The National Microfinance Foundation

Like the rest of the MFIs in Yemen, NMF is suffeyifrom the deteriorating situation
in the country. In certain way, the negative efeat the current situation on NMF
might be more apparent than on other MFIs duest@xtensive operations in many
parts of the country. Headquartered in Sana’a, @merating 20 branches spread
across several cities and towns in Yemen, monigoand supervision of branch
operations in NMF has become severely restrictedutih its branch and regional
managers, as traveling between cities has becongedaus and expensive. As such,

supervision is being carried out mostly by phoné amails.

With its more than 18,000 active borrowers, NMF hasn facing great difficulties in

updating its database, as power cuts has forcdatatsches to use manual systems.



Furthermore, due to the mounting transportatioriicdities reaching clients has
become even more difficult than before, as somee lthsappeared without leaving
any information on their whereabouts or wellbeiagd are unreachable by phone.
For instance, near Sana'a International Airporgrigeall people living in the area

have evacuated, including all the borrowers.

Other difficulties faced by NMF were found in iteabbch in Yarim, where female loan
officers were prevented by their families from gpio work due to security concerns.
As a result, the branch was closed and filed omeratare being conducted by loan
officers coming from branches in other cities.

A number of NMF employees themselves have becomsplatied and refugees.
However, they have been allowed to work from tlae@as to remotely follow up their

loan portfolios.

On the other hand, to manage the risks causedebgutinent situation, NMF has taken

a number of steps, among many:

1- Complete closure of 3 branches located in comlegtsafAden, Lahj, Taiz).

2- Relocation of all important documents, files, aned assets from the branch
of Lahj to a secure hiding.

3- Constantly visiting those clients who live in Samaand keeping an open line
of communication with them and those in safer sjtias well as allocating
more money for phone communication between loane# and clients.

4- Giving the branches the authority to follow up wifents who have relocated
from other cities or areas, and collect the loatatiments in the field.

5- Conducting field checks to ensure the correctndsglients information,
especially of those who have relocated.

6- Classifying clients in two categories: those whorea pay, and those who can
pay but are not willing to. This is to help loarficérs and operations staff in
following up with the procedures and collectioradns.

7- Extensive using of WhatsApp as a means of commtiaicaetween the staff,
and for sending and receiving reports and otheuchents.

8- Limit the amounts of cash that loan officers carlect from the field

everyday in order to limit potential frauds.



Table (13) below is a list of displaced borrowens some NMF's branches,
updated up to the end of April 2015.

Table (13 ) List of displaced people in some dfi¢ branches of NMF
(as of May 20", 2015)

no. of

# Branch displaced
borrowers

1 Sana'a 320

2 Dares 235

3 Sabaeen 79

4 Maeen 61

5 City of Ibb 121

6 Yarim 48

7 Damt 113

8 Hodeidah 48

9 Baijil 76

Total 1101

8.4 Al-Awael Microfinance Company

Al-Awael has been dramatically affected by thedatvents in Taiz , Yemen's second
most populous city. Since fighting broke out irel&tpril, Al-Awael has been working
according to its contingency plan and got ablepddially cope with the situation.
The plan included a contingency team, in additionseveral actions, such as
removing files and documents to a safe place, ramgyothe server and computers,
backing up information on a daily basis, and ddpwgiand withdrawing cash
according to the situation, and so on. The sitnati@wever, continues to remain very
critical, especially in Taiz, as snipers are neastgrywhere, and random shelling still
continues. The situation in its two branches oetsifiTaiz is vastly better (Al-Rahida
and Al-Dimna). Although lending has stopped, cdltat of installments continues
and is far better than in Taiz. These two branchesjever, make up only a small

portion of the total loan portfolio of Al-Awael @s than 15%).

As the situation began to worsen on an almost daalgis, and the armed conflict
became more intensive and widespread across thecoifection of loans in Taiz

suffered too, causing the company to almost tokdthyp operations in Taiz. Important



fixed assets (such as the servers, files and daasjnimough have been salvaged and

put in a secure place.
The following is a summary list of the main issé¢sAwael MF Company is facing:

1. Working in an intensive armed conflict that hasverged most people in Taiz
to safely moving around.

2. Employees becoming unable to reach the main offincebranches in Taiz.

3. Employees becoming unable to reach clients, or eadect information on
those who have moved out of the city, businessasidive been affected, etc.

4. Although the company has still managed to contaches of its clients by
phone, those clients were still unable to reach dbmpany to make their
repayments.

5. Six employees out of 40 have moved out of thedity to the fighting.

6. One of the employees has been injured by a strigtbu

7. Generally speaking, even those who are still ire Baid are able to repay their
installments are busy getting their basics neaesdif life, such as water, fuel
and electricity, and keep what little cash theyehtor themselves.

The last reliable figures for Al-Awael that coulé bbtained were for the month of
March, indicating a portfolio at risk (PAR) of a.Z6%, while estimates for April are

well over 50%.

8.5 Azal Microfinance Program

The program operates 4 branches in Sana'a, ini@uddt a branch in the city of Al-
Mahweet, some 100 km north-west of the capital. fitoggram has faced a number of
difficulties, although to a somewhat less exteanthll other MFIs mainly due to the
relative safety of Sana'a, where most of Azal's Ipartfolio is present.

In a similar way with the clients of other MFIs, &5 clients have faced several
difficulties: exodus, interruption of most of theictivities due to the lack of fuel and
electricity, inability to repay the loan installnterdue to other priorities caused by the
war, damages to the houses of some of the cliértgylnear military bases and

depots that have been the target of airstrikes, etc



From its side, the MFI is facing several difficaki such as less working hours (down
from 8 to 5 daily), difficulties in field operatiendue to the difficult situation of
transports, decreased revenues because of lowdugtiaty, etc. Similarly to many
MFIs, in many instances female employees have pemrented by the their families

from going to work due to safety concerns.

To counter and minimize the negative effects ofwlae and its consequences, Azal

has taken a number of measures:

1. Unpaid leaves for recently hired employees.

2. Development of a salary reduction plan, that piimes employees according
to the significance of their role, loan portfolinder their management, etc.

3. Greater decision making autonomy and flexibility tbe branch managers.
For instance, the authority to close a branch wthen security situation
requires it.

4. Making photocopies of the most important documents.

5. Formation of an emergency team.

6. Lowering the number of working hours for the get@rao only three hours

daily, as fuel reserves are sufficient for only @renweeks.

8.6 The Yemen Microfinance Network (YMN)

The negative impact of the war on YMN and its a&pito function properly has led
the network to reduce daily working hours from Qtdy 5, put some employees on

compulsory leave, and reduce operational expens88%, including salaries.

With regard to its activities, the war situationshi@ad a negative impact on YMNs
ability to implement activities and projects, asast 90 percent of the activities have
been put on temporary hold. For instance, all ingiractivities have been terminated
(including international and on-the-job), and sfg@nt promotion and media
activities and events suspended. In addition, reBeand development activities have
been terminated too. With regards to informatiochexge, hardly any activity is

taking place, as MFIs no longer submit informatiegularly or on time.



Despite the fact that most activities have beermpesuged, YMN, however, is
attempting to cope with the situation by implemegtiother unplanned activities.
YMN has started to contact MFIs more frequentlyd as working intensively to
facilitate information exchange among MFIs. As paftthis, a special workshop
regarding the current situation was conducted nhyeapril in order todiscuss thr

current situation, and share information among MFIs

YMN has made radical changes in its plan of agésiin order to focus on activities

related to current events, including:

1. Holding several workshops in relation to currener@g, in which MFIs will
present their cases.

2. Issuing a paper related to current events to puddidy June 2015.

3. The undertaking of a comprehensive study in codigeravith SFD, including
the reporting of cases of affected microfinancentk.

4. Contacting of potential donors more intensely, 8N¢' own sustainability is
at great risk.

5. Organizing a meeting of the Board of Members.

8.7 The Small and Micro Enterprise Promotion ServicesAgency
(SMEPS)

SMEPS has put its projects and interventions ol lolole to the difficulties it has
faced in conducting its usual activities in thislict, especially in rural areas, and
war zones and cities. One of its main branchedddca Aden has been closed down,

as it was damaged by the fighting.

Despite the difficulties, SMEPS has assembled fiwams that are working in

different areas of competency. The first team idTadevelopment team, responsible
for developing emergency phone applications toetissate emergency information
that helps people identify the locations of basiod items, fuels, and provide warning
on the areas witnessing active armed clashes. @tend and third teams work on
collecting information: one focuses on collectingdareporting success stories of
business owners, and creative ideas initiated dutive conflict, while the other

focuses on conducting research on youth in timesoaflict. This research aims at



identifying the main concerns among the youth durine conflict, and how they
envision the future. The results of research wdl disseminated to all interested
parties (including government) with the hope thawill be of benefit for the post-
conflict planning. The fourth team works in coomting with the main suppliers of
basic food items (such as wheat, sugar and ricEctbtate their distribution through
a wider range of distributors in order to ensurat tlh reaches as many people as
possible. Finally, the fifth team works on develapa monthly newsletter that reports
the condition of businesses in Yemen, called thasfiBess Climate Survey" (see
annex-1), in which business owners are intervieae monthly basis to report on

the obstacles they face, and how they were affdntetie ongoing armed conflict.

9. Selected cases of clients who have been affedbgdthe

conflict

Due to this unprecedented crisis, many of the &dteclients were difficult to reach
due to the lack of electric phone charge, poorctatenunication coverage, or the fact
that the client became displaced, and thus unrééehislFIs are continuing to try to
gather further accurate information about theierd$, and the following are some of

the tragic stories of clients who have been aftébiethe war.

Case 1 -Mokhtar Fadl Abdulla is a 36 year old man, marriedh two kids — one is 4
years and the other 7 years old. He resides witlfilmily in the area of Al-Mansoora,
in Aden, with his parents so that he can reducehigh cost of renting a house.
Mokhtar receives a monthly governmental salaryB30 YER (approximately 180
USD), which does not fulfill his family needs. Hasha loan from Aden MFI of
200,000 YER (approximately 930 USD), adding to otlmans from friends and
family members which he used to purchase a taxismathat he could generate an
extra income on top of his regular salary.

He joined an informal ROSCA group, and his turn wagposed to be in April 2015.
Sadly, with the recent war events in Aden Mokhtasviacing a financial crisis and
everything fell upon his head. Food prices hittleghest ever, and there were long



lines for petrol. In addition, people were not alol@eceive their salaries. So, Mokhtar
did not receive his saving from the ROSCA groupalbse most members were not
able to put any savings. In addition, he did neenee his monthly salary for March
and April. Mokhtar, however, went around driving laxi in the streets of Aden for
extra cash. As the war broke out, he was faced thigha petrol crisis, and had to
make long lines that would require him to stanébmhours if not days on a row, with
the chance of being hit by a returning bullet. Wil war closing in more and more
as the days passed, Mokhtar found himself preveinded going any further than the
area close to his house. He thought of borrowingffriends but no one would lend

him because they too were going through hard timhest worse.

Case 2 -Mohammed Saeed, is a 34 years old single man,isvhlanning and saving
for his marriage. Like many men in Yemen, Mohamnies sought for a job
opportunity, but with no luck so far. To help realihis dreams, Mohammed has
sought on starting his own business - a small metecafé in the city of Al-Shehr, in

the Governorate of Hadhramout.

Mohammed was planning to open his business aféelHt)] Eid of 2014 (September -
October 2014). He did not have enough capitaldd &iis business, so he took a loan
from the Hadhramout Microfinance Program (HMP) lotamn another town called

Al-Hamia.

In order for Mohammed to be eligible for a loan,nfe@ded an employed guarantor or
to provide enough collateral. Collateral was aiclifit for Mohammed to provide, so
he started looking for a guarantor. It took two mmsnfor Mohammed to find a
suitable guarantor before he could obtain the lfvam HMP, which amounted to
600,000 YER (approximately 2,790 USD.

Business was going well for Mohammed, netting adol®-15 USD on a regular day,
which covered all of his costs including the inlstants. Al-Shehr is now going
through long hours of electricity cuts, reachingtopl2 hours a day. Mohammed,
though, had a generator that runs on petrol, whimlever, could not provide with

any petrol due to the war. So, he converted themor to run on cocking gas. But,



even with this conversion, clients are not approaghis internet café because they
were on tight budgets.

Although Mohammed has cut on costs, and made sddigans to his café (such as a
soccer table game and some candies he sells tiramilhe is still barely able to pay
the loan installments, and worried towards his gotor who cannot afford having his
salary deducted in case of default. Mohammed enesonsidering to delay his

marriage plan, and sell the equipment of his caf@escan pay back the loan.

Case 3 -Murad Awadh is another client with Hadhramout Mianance Program. He
is 32 year old, and lives in Seiyun. Murad is netriand has three kids. One of his

kids is in fifth grade, another in third grade, dhd last is just two years old.

Murad owns a mechanics workshop, which generatasatdecent income that covers
all of his family’s needs. In addition, he ownsaait which he makes rounds with in
his spare time to add to his income. Although Seiglid was not within the conflict
areas, it was still somewhat affected by the ecoa@nd security consequences of
the war. The city faces long blackouts on a da#lgds, with the weather reaching 32

degrees centigrade, and as in many other Yemees cit faces severe fuel shortages.

Before the crisis, Murad took a loan of 260,000 YERproximately 1,210 USD)
from HMP to purchase some tools and machinery immlorkshop. He also took a
loan of 300,000 YER (approximately 1,400 USD) towerothe medical bills of his
elder brother, who is ill. He placed some gold jei®s he had as collateral for the

loans.

Nowadays, Murad cannot generate enough profit fnGerworkshop, as clients try to
save rather than spend. He is not even able tdisuorkshop properly due to the
long hours of power cuts. His taxi is parked, withpetrol. Now, Murad is no longer
able to provide himself and his family with the detincome he used to before the
war. As a consequence, he is unable to repay #tallments to HMP, and is worried

for the gold he placed as collateral.

These are pictures of some of the clients’ housaishtave been damaged in Aden.



10. The expected role of microfinance in the poswaflict



phase

Once the situation starts to return to normalityYiemen, the post-conflict phase
should create vast opportunities for the microfoeasector. Substantial funds should
flow into the country to support the rebuilding amtvelopment effort, and
microfinance is expected to take its share. Addélly, as many people will start to
reopen their businesses and rebuild their damagesels, the demand for financing is
expected to increase substantially from the pre-wariod. The post conflict
rebuilding will create new opportunities for botieats and MFIs, as well as donors,

and providers of technical assistance.

The post-conflict period will also create new ogpaities for MFI clients, as there
will be some changes on the lending proceduresemehted by the MFIs, such as
rescheduling of loans, development of new prodtectselp active and new clients in
rebuilding their businesses and houses.

From its part, SFD will be active in lobbying foew funds to help the microfinance
sector in Yemen recover. For instance, SFD will ifyoitis funding policies vis-a-vis
its partnering MFIs to accommodate for the repesicus of the war. Possible
measures could include loan rescheduling, paréiatellation of the loans, grants for
recovery (for instance to help purchase lost fixasbets), among others. These
potential measure will of course depend on thelabiity of funds in SFD, the
amount of losses incurred by MFIs, the extent tecitvsome MFIs are worth rescuing

(or rebuilding altogether), among several possitfleencing factors.

SMED will continue its advisory and supervisoryeroh the post-conflict period to
ensure the continuation and stability of the emgstVFIs by helping create a healthy
environment in which the microfinance sector caerape. SMED will work with its
partners to improve the legal environment for therafinance industry through
improving the credit bureau system, and transfgrtire responsibility to the Central

Bank of Yemen, and involve it further in supervigMFIs.

SMED will also play an essential role in providitechnical assistance for MFIs
during the rebuilding phase that will involve prdwig MFIs with grants for trainings,
transformation, improving their internal controM]Ss, and operational procedures.
Other areas in which SMED will be able to contrébowb the industry will be the



creation a healthy competition by continuing itéodat in establishing a new MF
bank, which was interrupted by the instability vetsed since September 2014.
Furthermore, in its effort to be the catalyst foe tebuilding of the local microfinance
industry SFD will work to bring together the MFIs1 mne side, with YMN and
SMEPS on the other, and formulate new partnershiiped at uplifting the sector in
the pesto-conflict period. YMN will be engaged im effort to intensify training and
workshops, carry out selected studies on the pmdlict situation of the
microfinance sector, conduct promotion campaigm&l play an important role in

information sharing and increasing MFIs transpayenc

SMEPS will also be included in the post-conflictiaties of SFD to further support
the microfinance sector, by harnessing its busidesglopment services in bringing
innovative and creative ideas and activities thiltbvenefit MFI clients, as well as its
usual wider base of small and micro entrepreneat®mwvide. SMED will work on

strengthening ties between SMEPS and MFIs to hetpontlients with specialized
business development services aimed at helping ttemover from the negative

effects of the war.

Annexes
1. March 2015 Monthly Summary Report of MFIs

2. April 2015 Monthly Summary Report of MFIs
3. Business Climate Survey — April 2015



