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There are 19-23 million Micro Small Medium Enterprises in the MENA 

region with only 10% formalized 

Total 19-23 

Informal 12.9-15.7 

Micro 

(1-4 employees) 
4.2-5.2 

Very small 

(5-9 employees) 
0.9-1.0 

Small 

(10-49 employees) 
0.8-0.9 

Medium 

(50-250 employees) 
0.4-0.5 

Number of MSMEs in MENA by size 

Millions 

Formal SME’s (>5 employees) by country 

‘000 

SOURCE: McKinsey-IFC MSME database 2011, Country statistical offices 

Jordan 16-20 

Kuwait 28-35 

Qatar 10-12 

UAE 80-90 

Yemen 60-70 

Iraq 150-190 

Saudi Arabia 120-140 

Sudan 140-160 

Morocco 200-250 

Egypt 200-250 

Algeria 180-200 
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Credit gap relative to the outstanding SME credit is one of the worst in the 

MENA region compared to other regions 

830-970 

1,400-1,700 

600-700 

110-130 

160-180 

30-35 

160-190 

105-130 

250-300 

Implied increase in 

outstanding SME credit 

Percent 

Total Formal SME outstanding 

credit  

USD Billions 

Formal SME credit gap  

USD Billions 

400-480% 

170-210% 

29-35% 

70-100% 

15-20% 

11-13% 

25-30% 

9-11% 

4-6% 

Total excluding  

high-income OECD 
3,000-3,700 

Total 14,000-17,000 

High income OECD 11,000-13,500 

Sub-Saharan Africa 25-30 

MENA 80-100 

South Asia 95-115 

Latin America 180-230 

Central Asia and  

Eastern Europe 
600-700 

East Asia 2,000-2,500 

SOURCE: McKinsey-IFC MSME database 2011 
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GCC alone drives 40-50% of the total SME banking volumes in MENA 

SOURCE: Statistical offices, Interviews, McKinsey-IFC MSME database 2011 

15Other 

Morocco 5-6 

Egypt 6-7 

UAE 25-30 

KSA 30-35 

Kuwait 

Qatar 

12-15 

5-6 

20-30 

5-6 

5-6 

8-10 

18-20 

10-11 

3-4 

15-20 

4-5 

4-5 

10-12 

15-18 

9-10 

4-5 

Deposits Loans Trade finance 

Formal SMEs, 2011 USD b 

100-110 ~ 80-90 60-80 
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More than 50% of the formal SME’s in MENA either un-served or need 

additional financing 

Financial services relationships for SMEs that need additional credit 

Percent of formal SMEs in MENA 

100

Unserved 

and do not 

have bank 

account 

19-23 

Unserved 

but have 

bank 

account 

~4 

Have credit 

but need 

additional 

financing 

32-39 

Well-served 

8-9 

Don’t need 

credit 

28-34 

Total 

Have bank credit but  

need additional credit 

SOURCE: McKinsey-IFC MSME database 2011 

BUSINESS CASE FOR SME BANKING 



McKinsey & Company | 6 

As a result, in MENA, we see low penetration of SME lending within the financial 

sector, especially in the GCC 

1 SME’s defined as firms with up to 100 employees  

2 Reported numbers are weighted averages and Non-GCC average includes Iraqi banks that were not reported in the graph as the coverage Iraq is not 

more than 30% 
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SOURCE: World Bank Enterprise Surveys (2006-2009) 

SME1 loans/total loans (%)2 – MENA countries  
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MSME banking revenues in MENA currently stand at USD 6b and are 

expected to more than double over the next five years 

2010 Regions 

Grand Total 150 

Eastern Europe  30 

MENA  6 

Sub-Saharan Africa  5 

Latin America  27 

South Asia  20 

East Asia  62 

SOURCE: McKinsey Global Banking Pool(GBP), IMF Financial Access Survey; Honohan 2008; McKinsey analysis  

217 

19 

9 

7 

33 

44 

105 

2015 Growth (2010 – 2015)1  CAGR(%)  

19% 

20% 

18% 

18% 

14% 

20% 

21% 

1 2010 – 2015 Nominal GDP growth plus growth in financial inclusion (growth 2005-2010 extrapolated to 2015)  plus growth based on convergence 

between developed and emerging markets product penetration (Refer to technical annexure) 

MSME Bank Revenue  

USD Billions 

49

15

12

59

64

167

367 
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Low RoE 

<15% 

Mid-range RoE  

15-30% 

High RoE 30%+ 

5 6 6 6 6 14 11 9 18 14 22 71 

Economic profit1 xx 

24 19 19 

MSME segment return on equity, % 

6 -4 12 14 1 12 

1 Return on Equity less country-specific Cost of Equity (Cost of equity used for the countries: Angola 15.4%; Brazil 11.8%; Colombia 12.4%; Czech 

Republic 10.5%; Ethiopia 17.4%; India 13.2%; Indonesia 12.9%; Kenya 13.9; Malaysia 10.7%; Mexico 11.6%; Morocco 10.2%; Nigeria 15.3%; Russia 

12.3%; Saudi Arabia 10.9%; Singapore 9.9%; South Africa 13.0%; United Arab Emirates 11.1%; China (Used bank specific - Average 14.1%) 2 

Average of all banks excluding the 83% ROE outlier 

-5 27 28 28 

SOURCE: Emerging bank interviews 

N=26 respondents 

16 

Serving SMEs can be profitable - a review of leading MSME banks 

suggests that ROEs from 20% to 40% are common 

BUSINESS CASE FOR SME BANKING 
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Banks face at least five challenges in serving SMEs 

SOURCE: United Nations; IFC; Financial Inclusion Expert Group; World bank – doing business; McKinsey analysis 

Challenge 

2 

Low bank revenue per client – bank revenue per client 

averages USD 2,100, so traditional distribution is unprofitable 

1 

Dispersed clients – urbanisation lower than in advanced 

markets e.g. 30% in India, 40% in Africa, 45% in China vs ~80% 

in Europe 

3 
Poor data availability – only 5-30% of emerging market SME 

borrowers are covered by credit bureaus 

5 
Poor business environment – emerging market nations rank in 

lower half of World Bank Doing Business indicators 

  

  

  

  

4 

Business/financially illiterate clients – financial literacy in 

BRICS countries (most developed emerging markets) of ~50 to 

60% compared to G7 countries of above 60% 
  

See next page 
SUPPLY SIDE CONSTRAINTS 
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Information and lack of collateral are key constraints to SME lending – 

and not enough banks are using credit tools 

3434

69

41

Poor information Lack of collateral High cost to serve Other 

Most banks think the critical constraint to increased lending is poor 

information 

Constraints to lending, % of respondents, n=29 

SOURCE: Interviews conducted with MSME serving banks for the McKinsey and Company report: “Micro, Small and 

Medium sized Enterprises in emerging markets: how banks can grasp a $350bn  opportunity” 

41
31

7
21

We have one but  
don’t use it 

We don’t 

have one 

We use it  
and it’s decisive 

We use it 
 and it’s influential 

Credit scoring tools are widely used in credit decisions 

Use of credit scoring tools, % of respondents, n=28 

SUPPLY SIDE CONSTRAINTS 
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Relative to other regions, in MENA it appears, risk, rather than distribution 

is the key constraint (e.g. in UAE, Saudi, Egypt, Morocco) 

<3% <3% <1.5% 

SOURCE: McKinsey Global Banking Pool(GBP); World bank –Doing Business IMF Financial Access Survey 2006- 

2010; McKinsey analysis  

Growth 

(5 year historic increase in share of population  

with access to financial services)  Current SME revenue pool 

(USD Billions) 
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  Increasing need for direct channels 
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31 

Credit Bureau coverage 
(% of adults) 

Egypt Saudi Arabia 

Argentina 

Thailand 
Peru 

Czech Republic 

Nigeria 

30 18 17 16 15 14 13 12 11 9 8 7 6 5 4 3 2 1 0 

Kuwait 

UAE 

Ecuador 

Bangladesh 

Pakistan 

Chile 

Ghana 

Venezuela 

Kenya 

Ethiopia 
Morocco 

Poland 

Philippines 

Malaysia 

South Africa 

Colombia 

Turkey 

Republic of Korea 

Mexico 

Russia 
Indonesia 

Brazil 

India 

Vietnam 

China 

Bank branch coverage 
(No of branches per 100 000) 

33 32 

Creative 

Credit 

Fortunately Flexible 

SUPPLY SIDE CONSTRAINTS 
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Leading banks around the world are following 5 practices to overcome 

these challenges in the SME segment 

Insight-based 
segmentation 

Stimulate 
sales 

Innovate on 
risk 

▪ Granular 

sizing by: 

– Sector  

– Need 

 

▪ Tailored 

products 

and 

solutions 

▪ Use client 

data to 

generate 

and 

execute 

leads 

 

▪ Free up 

frontline 

time 

▪ For scoring 

use: 

– Qualitative 

metrics 

– Psycho-

metric 

testing 

Lower 
distribution 
cost 

▪ Leverage 

low-cost 

channels 

e.g. 

– Contact 

centre 

– ATMs 

 

 

Talent 

Profitable cov-
erage model 

▪ Optimise 

coverage 

model to 

balance 

client 

needs, 

revenue 

and costs 

LEADING PRACTICES 
Detailed further 
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Net profit 
50 

Tax 10 

Risk cost 90 

Operating cost 240 

Revenue 390 

These practices can double the RoE of banks, as well as reduce cost 

levels by 1/3rd 

1 Rounded to nearest USD 10m, 2 Rounded to nearest five % 

SOURCE: McKinsey analysis 

Traditional bank (From) 

Year five comparison for start up bank, USDm1 

Leading edge bank (To) 

40 

130 

70 

190 

430 
Seek granular understanding of your 
MSME clients, e.g. 
▪ Micro market analysis 
▪ Sector targeting 

Radically lower operating cost, e.g. 
▪ Lean/light branches  
▪ Internet/mobile distribution 
▪ Optimal staff loading ratios 

Manage risk innovatively , e.g. 
▪ QCA  
▪ Psychometric testing 

Cost to 

income  
63% 44% 

Return on 

equity  14% 33% 

LEADING PRACTICES 
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No. of entities 
Trade finance 
AED millions 

Deposits 
AED millions 

Loans 
AED millions 

CAGR 
2011-16 

Estimated 
total 
market 

5,530 

Trade  8,664 

Education 583 

Real Estate 1,792 

Other services 2,862 

Manufacturing 2,888 

Construction 
and contracting 

3,925 

Hospitality 4,308 

Transport,  
logistics  
and telecom 

179 
Health and  
social work 

Sector 

43,669 

1,294 

18,734 

39,645 

19,994 

463 

5,030 

8,825 

399 

Focus of current  
SME portfolio 

High-potential  
opportunities 

19

61

8,390 

23,699 

687 

6,216 

5,132 

2,016 

121 

Total 
volume 

Ticket 
size  

Total 
volume 

Ticket 
size  

Total 
volume 

Ticket 
size  

14,827 

3,847 

3,491 

9,430 

3,402 

5,470 

552 

409 

463 

10.66 

14.54 

1.31 

3.63 

12.18 

2.46 

1.46 

0.99 

0.27 

6% 

6% 

7% 

4% 

5% 

6% 

6% 

6% 

6% 

2.95 

4.87 

5.73 

4.2 

1.48 

1.61 

0.84 

3.17 

0.86 

3.90 

9.58 

8.23 

2.77 

5.66 

3.49 

21.64 

9.50 

2.59 

For example, banks need to have a granular understanding of the 

SME space to help focus and develop targeted propositions 

Source: Dubai Statistics Center; Abu Dhabi Chamber of Commerce and Industry; McKinsey CPAT database; Global Insights; Zawya; 
Team analysis  

Greater 
selectivity in 
credit approvals 
due to market 
conditions and 
internal 
portfolio 
concentrations  

Trade finance 
focus bundled 
with cash 
management  

Deposit 
products focus 

UAE EXAMPLE INSIGHT BASED SEGMENTATION 
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The Qualitative Credit Assessment approach has helped banks the world 

over reduce risk costs by ~35% 

1 QCA was combined with statistical scoring model; impact includes both models but QCA by itself would also have achieved comparable impact 

Resulting in lower credit loss once 

QCA integrated into PD rating 

Credit loss reduction 

Percent 

29

28

32Bank 1 

Bank 2 

57 Bank 3 

Bank 4 

Ø 37 

SOURCE: Team analysis 

CLIENT EXAMPLES 

INNOVATIVE RISK ASSESSMENT 

QCA uses nontraditional sources of 

information to increase predictive 

power of data light segments 

Examples Sources 

Deposit 

relationship 

▪ Checking account 

transaction history 

▪ ATM usage history 

▪ Tenure of customers 

Third party 

information 

▪ Utility bills 

▪ Rent payments 

▪ Payday lending 

information 

▪ Partner information 

Qualitative 

information 

▪ Expected PXL 

evolution 

▪ Quality of operations  
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Loan expiry 

Cash-rich 

customer 

Disappearing 

cash balance 

Overdraft 

maximiser 
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0

10
50% drop 

X 

0 

Account balance 

Account balance 

Account balance 

What to look for 

▪ > 50% reduction in average cash balance 

over 3 months 

Action 

▪ Average cash balance > USD 50k over 

last 3 months 

▪ Offer investment solution 

▪ Persuade to keep 

business with bank 

6 weeks Today Loan expiry 

date 

▪ WC finance and unsecured loans: 4 

weeks, other loans: 12 weeks 

▪ Offer loan renewal 

Transaction data can be used to develop algorithms to generate client- 

and product-specific leads NOT EXHAUSTIVE 

Example of triggers to look for 

0 

▪ Consistent use of over-draft facility above 

a certain threshold 

▪ Offer loan as cheaper al-

ternative to grow business 

Deposits ▪ > 6 deposits per month in a personal 

account 

▪ Offer business account 

▪ > 90% reduction in cash balance followed 

by regular deposits to replenish (3 cycles) 

▪ Offer unsecured loan to 

grow business 

STIMULATE SALES 


