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of which BMZ budget funds 4.5 4.5 1.5 1.4 )

Random sample 2018

Summary: EUR 4.5 million in grant funding was provided from the investment measure to Yemen’s Social Fund for Develop-
ment (SFD) in its capacity as an apex institution. The SFD channelled the funds to qualified financial institutions, which they in
turn used to finance loans to MSMEs. The complementary measure to the tune of EUR 1.4 million was employed to strengthen
the capacity of the Small and Microenterprise Development Unit (SMED) and microfinance institutions (MFIs).

Development objectives: The module objective (objective at outcome level) was to establish efficient microfinance structures
and have MFIs operating according to best practices. This was intended to help improve the provision and uptake of need-
based financial services as well as helping to reliably deliver sustainable access to these financial services for Yemeni micro,
small and medium-sized enterprises (MSMESs). A further module objective added during the ex post evaluation was for the ac-
cess to the products of the participating MFIs to improve resilience of the population concerning impacts of conflict. The sec-
toral overarching development objectives (objectives at impact level) were 1) to help widen and deepen the financial sector
while focussing on the target group, and 2) to help promote private-sector activity and private-sector job creation as well as
playing a positive role in alleviating poverty in Yemen.

Target group: The direct target group was MSMEs and potential business founders — plus, indirectly, family members and the
workforce at these MSMEs.

Overall rating: 3

O%e rall rating

Rationale: In line with Yemen'’s national development goals and the German Fed-

eral Government's development policy objectives, the measures were able to assist

with establishing efficient microfinance structures and, in turn, to promoting private

sector activity and ultimately alleviating poverty. Thanks to the cooperation with the

executing agency, the SFD, the project was continued and efficiently implemented

even in challenging security conditions. However, due to the conflict, there is a need Efficiency
for further involvement from international donors to ensure the continuity of the mi-

crofinance structures that have been created.

Sustainability Relevance

Effectiveness

Impact
Highlights: One particularly welcome development was the support provided to two

. . . . . & Project
microfinance banks that almost exclusively do business with women. rolee

--@ -~ Average rating for sector (from 2007)
In terms of the project’s interaction with other promotional work, it has laid the foun- --®-- Average rating for region (from 2007)
dation for the recent launch of a new project with well-functioning microfinance
banks.
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Overall rating: 3
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Sustainability

General conditions and classification of the project

The implementation period of the projects assessed here (2012—-2015) coincides with a period of political,
economic and security-related crises. Following the resignation of long-serving President Saleh in the
wake of the Arab Spring in 2011 and the appointment of President Hadi as his successor, a transition pe-
riod marked by political power struggles began. This culminated in the invasion of the capital Sana’a by an
alliance of actors from the north in 2014 and the entry into war of a Saudi Arabia-led military coalition in
March 2015. Even before the outbreak of the war, Yemen was the poorest country in the Arab world and
the most threatened by malnutrition. Since 2015, its economy and banking sector have almost completely
collapsed, which has led to a liquidity crisis, inflation and devaluation of the Yemeni rial (YER). A naval
blockade exacerbated the supply situation in the country, which is almost totally dependent on imported
food and fuel.

Due to security concerns stemming from wartime hostilities, the complementary measure was temporarily
suspended in 2015 and its term was extended. Nonetheless, the actors in the microfinance sector sup-
ported by the project (SMED, MFIs) were able to continue their work as well as assisting with reconstruc-
tion and mitigating the humanitarian crisis.

Relevance

At the time of the appraisal, the Yemeni economy was highly dependent on the oil and gas industry, with
manufacturing playing a lesser role. The vast majority of the businesses engaged in manufacturing are
micro, small and medium-sized enterprises (MSMEs).

The financial sector was heavily underdeveloped. There was no interbank market at all, and integration
with international financial markets was weak. The formal banks operated inefficiently and placed a strong
emphasis on loan collateral, which led to a significant level of concentration among a few large compa-
nies. As a result, the MFls were given a key role in financing MSMEs. However, if they did not have bank
status, they were not permitted to accept any client deposits, which deprived them of any refinancing op-
portunities, except from international financial institutions and the SFD SMED.

Yemeni society as a whole is strongly male-dominated, which is also reflected in economic life. Women
have largely been denied economic rights, including the important right of inheritance. Only 1.5% of
MSMEs across Yemen were run by women at the time of the appraisal. Although there are no up-to-date
figures available, one of the impacts of the conflict in Yemen has been a shift in gender roles. In particular,
when husbands have lost their jobs, their wives have frequently sought employment.

Lending to the private sector accounted for a low 7.4% of Yemen'’s gross domestic product at the end of
2008. A large proportion of the population and private businesses consequently had little access to finan-
cial services.

In 2009, the situation concerning access to financial services in Yemen had already improved to some ex-
tent, as the SFD began to provide targeted support to the microfinance sector in 2003. However, many
important basic elements were still missing at that time, which only improved when a national micro-
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finance strategy was adopted in 2007 and microfinance legislation passed in 2009. As a result, there was
still a strong need for additional financial services for MSMEs in 2009.

It was possible to address the MFIs’ key problems described above by providing refinancing funds to the
SFD SMED as part of an open programme. All in all, the results chain makes good sense — the funds pro-
vided in the form of loans by the SFD SMED are demanded by the MFls and make it possible to lend to
creditworthy MSMEs.

With its set goals, the project was in line with the German Federal Government’s development policy
guidelines, especially with regard to the 2015 action plan (strengthening economic dynamism and ensur-
ing that the poor enjoy active participation in the economy) as well as the financial systems development
strategy of the Federal Ministry for Economic Cooperation and Development (BMZ). Promoting the MSME
sector is a priority area in Yemen'’s development strategy due to its key role in generating income and
employment.

Due to MSMEs’ high demand for financial services and the generally sound project design, we rate the
level of relevance as good overall.

Relevance rating: 2

Effectiveness

Given the tumultuous events since 2015/2016, the projects’ effectiveness is evaluated as of March 2015
and December 2014, i.e. just before the start of the war.

The open programme’s sectoral objective was to establish efficient microfinance structures and have
MFIs operating according to best practices, which in turn would help to improve the provision and uptake
of need-based financial services as well as helping to reliably deliver sustainable access to these financial
services for Yemeni MSMEs. The module objective aimed at strengthening resilience, which was added
during the EPE, was for the access to the products of the participating MFls to improve resilience of the
population concerning impacts of conflict.

A total of eight MFIs received refinancing and support through the complementary measure (for details,
see Part 2 and Appendix 5), while four additional MFls only received support as part of the CM.

The achievement of the objectives at outcome level defined at the project appraisal can be summarised
as follows:
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The FC funds were fully disbursed to the target group before the first military hostilities at the end of
March 2015. As the MFIs have performed differently in business terms, it is not possible to make a broad
conclusion on the achievement of the target value indicators for the MFls promoted since 2012. It is worth
noting that three of the four largest MFls had a very low portfolio at risk until 2014. This does not neces-
sarily mean that the smaller MFIs have performed badly, only that the target indicators have been partially
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achieved. The picture is mixed in terms of the proportion of women among ultimate borrowers, although it
is notable that at least two of the participating MFls themselves had very high percentages of female em-
ployees in 2018 (79% and 81% respectively). In a strongly male-dominated society such as Yemen, as
mentioned above, this is a very good achievement.

The participating MFIs’ business situation then became uniform starting with the outbreak of war in 2015.
The portfolio at risk increased for all MFls. Operational and financial cost coverage tended to be difficult
both before and after the outbreak of war.

The microfinance sector has experienced inconsistent development since the end of 2014. The inflation-
adjusted volume of lending in YER fell, although this rose without an adjustment for inflation, as did the
number of borrowers.

With the outbreak of war, the economic conditions changed drastically, which was reflected in declining
key performance indicators. Nonetheless, it subsequently became apparent that despite the war and hu-
manitarian disaster, there was a need for microfinance services — and the MFIs were well positioned to
continue doing business, even under the most difficult conditions. Two of the MFIs participating in the pro-
ject had to cease trading. One of these had received refinancing and advisory services via the CM, with
the other only receiving advisory services. However, according to the information provided, this did not re-
sult in any losses for the SFD. The remaining capital previously belonging to the wound-up MFI that re-
ceived refinancing is to be transferred to a successor MFI, which is currently in the process of being es-
tablished. The continued survival of the remaining MFIs under wartime conditions can only be considered
a success.

At the start of the programme, in addition to complementary measures at the SFD-SMED, extensive
measures were also planned at the partner MFls (12 MFls in total). As the crisis worsened, the broad
support available from the MFIs was in less demand. Instead, assistance was provided with the founda-
tion of the Yemen Loan Guarantee Programme and an application was created to make it easier to ad-
ministrate agricultural financing for the MFls. At a later stage, online rather than in-person formats often
had to be utilised. This also worked well according to the information provided, except for time-critical pro-
cesses.

In addition to the impact indicators defined at the time of the PA, the results of qualitative interviews with
MFI employees and ultimate borrowers are also factored into the evaluation of effectiveness (see also
Part 2, 2.02). Visits to the offices of some MFIs by an employee at the KfW office in Sana’a, as well as in-
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terviews with employees of the MFls, revealed that it is fully possible to do business. The MFls operate
according to current best practices and offer advisory services and informative materials regarding need-
based financing.

In the interviews with the ultimate borrowers, a large number of the interviewees stated that they had ben-
efited from the financing via the MFls and noted a positive change in their own living conditions. The
need-based adjustment of financing components to suit the individual situations of borrowers stood out as
a particularly positive aspect. This meant that borrowers were able to present a huge variety of guaran-
tees, including material goods such as cars or gold; group guarantees from women’s cooperatives; and
guarantees that required the feasibility of the operation for payment and were later financed from mark-
ups on the loan fees. In addition, it was possible to incorporate free months on a flexible basis in which
borrowers did not have to make any repayments. In the case of agricultural financing, for example, these
were chosen according to harvest times.

Some respondents stated that they had taken out the loans as a necessity due to the conflict, with the fi-
nancing helping them through times of crisis. As a result, the FC project played a role in overcoming bar-
riers to development and alleviating the consequences of war.

In summary, shortly before the outbreak of war, three of the five sectoral impact indicators were achieved,
one was only partially achieved (PaR) and one was not achieved (OSS, FSS). Taking into account the
positive impacts on individual borrowers, the basic ability to maintain orderly banking operations, but weak
OSS/FSS and mediocre PAR, we rate the overall effectiveness as satisfactory.

Effectiveness rating: 3

Efficiency

FC cooperated with the SFD, one of the few institutions that was able to implement development-oriented
measures on the ground even under difficult political and security conditions during the project period.

Detailed data to assess the production efficiency of the SFD — and, more specifically, its SMED unit — is
not available. Previous evaluations' show the SFD to be highly cost efficient due to its decentralised ad-
ministrative structures, well-trained staff, transparent contract award processes and on-time payments.
The SFD projects’ running costs are reported to be considerably lower than in projects by the UN and in-
ternational non-governmental organisations.

The SMED channels the FC funds to the MFIs in a structured manner and according to set rules. Promo-
tional support is only provided to MFIs that have: a registered legal form under Yemeni law, a set of by-
laws approved by the Yemeni House of Representatives, members or shareholders who bear liability for
financial obligations, and an appropriate loan monitoring system. The SFD’s published annual reports re-
veal, among other information, the staffing levels of the microfinance banks promoted.

At the MFls supported by the project, one loan officer serves an average of 210 clients (as of 2018), which
can be considered satisfactory given the difficult prevailing conditions.

The credit line was implemented on schedule, though the complementary measure could not be imple-
mented as planned due to the security situation. The CM activities had to be discontinued entirely from
2015 to 2017. After various steps were taken to reschedule, the measures were subsequently completed
by the end of 2020.

We rate the production efficiency as good on the whole.

We do not see a better or more efficient solution than the approach chosen with the SFD as an apex insti-
tution and funds extended via accredited MFIs. The funds were used on a revolving basis at least once.
After this, SFD-SMED funds were used in 2015/2016 to recapitalise partner MFIs or cancel a series of
MFIs’ debts. By this time, the FC measure had already come to an end and the long-term disposal of the

" E.g. Recovery and Development Consortium, DFID Yemen Social Fund for Development Impact Evaluation, London, 2010.
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funds had been transferred to the SFD. We view the allocation efficiency as satisfactory and the overall
efficiency as good.

Efficiency rating: 2

Impact

The overarching development objectives (impact) included 1) deepening and broadening the Yemeni fi-
nancial sector while focusing on the target group, and 2) promoting private-sector activity, employment
and income generation.

The target values for these were 1) a broader financial spectrum than during the project appraisal, and 2)
an increase in employees or a significant improvement in employment conditions among at least 50% of
the MSMEs surveyed.

Some MFIs developed new business areas (e.g. financing solar panels) and expanded their focus to rural
areas and agricultural financing. However, the high demand for loans from rural areas has not yet been
fully served, with the solar panel support seemingly more of a niche product. The most popular products
are loans to promote investments in the commerce and skilled trades sectors as well as agricultural loans.

During the interviews, several respondents reported that they knew of few or no other official lending insti-
tutions in their immediate vicinity. This reflects positively on the implementation via the MFls, as these
have at least a partial presence in the rural regions.

The expansion to rural areas managed, in turn, to modestly expand the financial sector. An increase in the
volume of lending (see Effectiveness section) can be interpreted as a growth in demand, but this does not
necessarily imply that the sector has grown broader or deeper, and there were only small successes in
achieving the indicator.

The MFIs technically and financially supported by SMED played a part in creating around 59,000 jobs in
micro and small businesses between 2015 and mid-2018.2 It is plausible that the microfinance sector
made it possible to better address the impacts of conflict, which can be supported by evidence.

A large proportion (>50%) of the owners of MSMEs interviewed in the on-site surveys reported an in-
crease in the number of employees at their businesses and gave the financing provided by the project not
insignificant credit for this. The loans allowed investments to be made, which were used to expand their
businesses. The MSME owners reported both hiring employees and integrating family members into their
operations. As a result, we regard this sub-objective as having been achieved.

On the positive side, the FC project ushered in an important development for Yemeni society under the
most difficult conditions. While the project had a clear positive impact on the economic situation of the
MSME sector and rising employment within the private sector, it was unable to help significantly deepen
and broaden the financial sector. Instead, the FC project played a role in keeping a supply of financial
services alive for MSMEs under the tough conditions caused by the conflict. Weighing up these aspects,
we consider the overarching developmental impact achieved to be very satisfactory.

Impact rating: 3

Sustainability

The SFD has displayed a high degree of resilience in recent years. Its continued existence is naturally
dependent on the continued support of international partners. Since the SFD carries out development pro-
jects and not projects that involve generating income, it cannot be self-sustaining. Funding from public
bodies is not wanted by the donors, as this would jeopardise the independence of the institution under the
circumstances at hand. As a result, this is the only reasonable solution in the current situation.

From today’s perspective, we can assume that the microfinance structures that were promoted in Yemen
will continue to exist during the ongoing war. Since 2017, a number of major donors, including the World
Bank and FC, have launched new programmes with the SFD. Work has begun on making necessary ad-

2 LFS SMED, September 2018.
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justments to deal with the difficult macro-situation, including a corresponding sector concept that has been
developed by the SMED.

The revolving use of the FC funds worked well on one occasion, before the crisis intervened and this was
no longer the case. As long as the crisis persists, revolving, self-sustaining refinancing of MFls via the
SFD-SMED will face an uncertain fate. However, this cannot be attributed to the project concept or im-
plementation — it is entirely a result of the war and the humanitarian catastrophe that it has brought about.

The microfinance structures created by the project remain just as fragile as the wider political and eco-
nomic situation. In order to sustainably shore up the microfinance structures that have been created, fur-
ther efforts by local institutions and foreign donors are needed along with an end to the war.

Overall, we rate the sustainability as satisfactory. The SFD’s structures have proven to be sustainable and
stable during the crisis. By contrast, the MFls are currently not operating sustainably (see also the Effec-
tiveness section, specifically on the OSS/FSS and high loan default rates). This is also difficult in a highly
inflationary environment like Yemen. The developments in the SFD’s and MFIs’ environment pose a high
level of risk that cannot be controlled.

Sustainability rating: 3
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Notes on the methods used to evaluate project success (project rating)

Projects (and programmes) are evaluated on a six-point scale, the criteria being relevance, effectiven-
ess, efficiency and overarching developmental impact. The ratings are also used to arrive at a final
assessment of a project’s overall developmental efficacy. The scale is as follows:

Level 1 Very good result that clearly exceeds expectations
Level 2 Good result, fully in line with expectations and without any significant shortcomings
Level 3 Satisfactory result — project falls short of expectations but the positive results dominate

Level 4 Unsatisfactory result — significantly below expectations, with negative results dominating
despite discernible positive results

Level 5 Clearly inadequate result — despite some positive partial results, the negative results
clearly dominate

Level 6 The project has no impact or the situation has actually deteriorated

Rating levels 1-3 denote a positive assessment or successful project while rating levels 4-6 denote a ne-
gative assessment.

Sustainability is evaluated according to the following four-point scale:

Sustainability level 1 (very good sustainability): The developmental efficacy of the project (positive to date)
is very likely to continue undiminished or even increase.

Sustainability level 2 (good sustainability): The developmental efficacy of the project (positive to date) is
very likely to decline only minimally but remain positive overall. (This is what can normally be expected).

Sustainability level 3 (satisfactory sustainability): The developmental efficacy of the project (positive to
date) is very likely to decline significantly but remain positive overall. This rating is also assigned if the
sustainability of a project is considered inadequate up to the time of the ex post evaluation but is very li-
kely to evolve positively so that the project will ultimately achieve positive developmental efficacy.

Sustainability level 4 (inadequate sustainability): The developmental efficacy of the project is inadequate
up to the time of the ex post evaluation and is very unlikely to improve. This rating is also assigned if the
sustainability that has been positively evaluated to date is very likely to deteriorate severely and no longer
meet the level 3 criteria.

The overall rating on the six-point scale is compiled from a weighting of all five individual criteria as ap-
propriate to the project in question. Rating levels 1-3 of the overall rating denote a "successful" project
while rating levels 4-6 denote an "unsuccessful" project. It should be noted that a project can generally be
considered developmentally “successful” only if the achievement of the project objective (“effectiveness”),
the impact on the overall objective (“overarching developmental impact”) and the sustainability are rated
at least “satisfactory” (level 3).
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