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e. Developing legislations and laws that would help develop SMEs and increase their funding, in

addition to providing an institutional and legislative framework to run and organize the SMEs’
sector.

f. Creating an official central register for moveable assets, such as machinery and equipment, to

help SMEs mortgage them as a collateral to access funding.

g. Providing a sufficient SMEs’ database as an important entry point to making decisions on those

enterprises, and to help in conducting studies and researches on the sector.

h. Increasing cooperation with local and international institutions that support SMEs such as JLGC

and OPIC to provide guarantee or collateral programs to credit facilities granted to SMEs. The
programs should be constantly developed and reviewed to increase their ceilings and coverage
percentages, and to draw explicit criteria for grants that are appropriate to the nature of those
businesses. Further, collateral and guarantee programs compatible with Islamic banks should
be provided as well.

i. Cooperation with supporting local and international institutions to provide funding at suitable

rates and to reduce borrowing costs for SMEs, through:

- Providing banks with grants or low-cost loans to be used in funding SMEs at low costs.

- Providing advantages to encourage facilities granted to SMEs, such as independent instructions

by the CBJ to classify granted facilities so that banks are totally or partially exempted from
accumulating provisions against those facilities, and exempting banks from stamp fees on them,
or providing tax benefits for profits emanating from those facilities.

- Liberating part of the mandatory cash reserves to be directed to SMEs, in addition to enabling

Islamic banks to benefit of the process of liberating the mandatory cash reserves.
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Based on the outcomes of the questionnaire on banks’ opinions, and the findings of this study, the
following are the key mechanisms and means that might help increase financing for SMEs:

1- Recommendations for banks operating in Jordan

Banks’ view of SMEs should stem from the key role that those enterprises play in economy and
their great contribution to development and employment. It should also depend on the great potential
of this sector that might result in wide-scale bank transactions of great benefit to banks in terms of
diversification, expansion of market shares and profitability. Naturally, this requires banks to take a
number of steps, such as,

a. Creation of units or departments specialized in SMEs’ financing in banks that do not have yet
such units or departments. The units/ departments should be supplied with lending employees
specialized in dealing with SMEs.

b. Raising and strengthening the capacities of bank employees to deal with SMEs, by continuing
to organize specialized courses, programs and workshops in dealing with SMEs.

c. Increasing and strengthening innovative banking services, products and solutions directed to
SME:s, such as leasing, venture capital and the different financing funds.

d. Providing flexible credit policies to fund those businesses, and designing banking programs and
products that fit the needs of SME:s, especially as provided funding focuses on limited choices.

e. Providing efficient solutions for the obstacles and challenges that SMEs face that affect their
access to bank funding.

f. In light of the low potential of SMEs to provide proper collaterals to access bank funding,
providing proper loan guarantee programs for SMEs would contribute to increasing their
funding.

2- Recommendations for SMEs and other concerned parties:

SMEs’ access to finance requires more efforts to qualify those businesses, provide suitable
environment for them to thrive and reduce risks relevant to their financing. Hence, the following are
the key means and instruments for SMEs and other concerned parties to help having more access to
finance:

a. Developing SMEs’ financial skills and increasing their ability to prepare feasibility studies and
good financial statements that banks can depend on in reviewing their financial conditions.

b. Establishing a governmental body specialized in preparing annual financial statements to SMEs
against nominal small fees, provided that the statements are endorsed by the Jordan Association
of Certified Public Accountants and that SMEs are obliged to have such statements annually.

c. Increasing SMEs’ banking awareness by organizing specialized courses that enlighten them as
regards the proper types of funding for them and mechanisms of dealing with banks.

d. Providing comprehensive technical assistance to SMESs in a way that raises their administrative,
productive and marketing capacities and skills, in addition to providing vocational and technical
training to SMEs’ employees.
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assistance and loan guarantees. EBRD signed two agreements with two banks with an amount
of USD 40million.

The internal program targeting the sectors of industry, tourism, renewable energy and agriculture.
This program provides funding for those sectors, including SMEs working in them, at a competitive
interest rate that is less than the discount rate by 2%. The terms are appropriate to the clients’ funding
needs, as they are five years for the sectors of industry, tourism, agriculture and IT, and 10 years
for the renewable energy sector. The ceiling reaches 5% of the outstanding loan portfolio of each
working bank. Consequently, the total amount available for these sectors touches on the verge of JD
900million. The CBJ decided in June 2015 to include Islamic banks to benefit of this program by
signing a restricted investment agency agreement between the central bank on the one hand and the
Islamic banks desiring to benefit of this program on the other.
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in Jordanian dinar to fund eligible SMEs that meet the required conditions from the mandatory
cash reserves.

b. The CBJ issued on 27 March 2012 circular # 10 / 2 / 3516 for licensed banks. The circular
provided for excluding the portion of credit facilities given to SMEs, guaranteed by OPIC, from
the reserve for general banking risks, and from the provisions for impairment in under control
facilities and non-performing credit facilities, only in the first year of their classification as non-
performing facilities. This is on condition that the bank calculates this guaranteed portion as
of the second year at a percentage of 25% until it reaches 100% in the fifth year. The CBJ also
decided in the same circular to weigh credit facilities given to SMEs under guarantees from
OPIC as a risk weight of 0% for calculating the capital adequacy ratio. The guarantee would
be subject to a discount of 8% in case the currency in which the guarantee is issued is different
from the currency in which facilities are given.

c. The CBJ, in cooperation with the Ministry of Planning and International Cooperation and
international and regional funding institutions, mobilized funding for SMEs at competitive
interest rates and for suitable terms of settlement and with collaterals for granted loans as
follows:

1. World Bank loans: the WB gave CBJ a loan of USD 70million that was distributed on 12
banks (two of them are Islamic banks) that signed agreements to re-lend the money to SMEs
at competitive interest rates and for mid and long term settlement. The whole value of the loan
was used by participating banks to fund micro, small and medium size enterprises (MSME's).
More than 9000 businesses benefited of this loan, 67% of them are outside the capital Amman.
The percentage of funded projects that are owned by women and youth amounted to 87% and

54% respectively. Funding granted by banks within this initiative helped to create more than
2200 jobs.

2. In light of the first loan’s success, an additional loan agreement was signed with the WB with
an amount of USD 50million. All necessary procedures, such as opening accounts and signing
agreements with banks, were completed to use this loan. Nine banks are set to benefit of this
loan, with the possibility of lending part of the loan to microfinance corporations. Most of the
loan’s value was transferred to beneficiary banks on 7 Feb 2016.

3. Loans of the Arab Fund for Economic and Social Development (Arab Fund): The CBJ received
a USD 50milllion loan from the Arab Fund on two equal payments, USD 50 million each. The
amount was distributed on beneficiary banks by the end of 2014 and 2015 to fund MSMEs. The
percentage of banks’ usage of the first payment in funding MSMEs reached 90% until the end
of 2015. More than 2230 MSME:s benefitted of this loan. Funding of those enterprises created
more than 350 job opportunities. Two new agreements were signed with the Arab Fund for
the same purpose with a value of KD30million (USD 100million) for the first loan and USD
S50million for the second loan. Proceeds are due to be transferred in the present year 2016.

4. The CBJ provided the necessary facilities and support to facilitate banks’ benefiting from a
special funding from European Bank for Reconstruction and Development (EBRD) that
amounted to USD 120million for the same purpose. The European bank also provided technical
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importance amounted to 45%.

Banks pointed out to another package of obstacles of low importance that does not exceed 5%. The
package includes:

1. The absence of feasibility studies and working plans at the SMEs.
2. The weak SMEs’ experience in the business they practice.

3. The weak SMEs’ ability to prove the sources of debt settlement.
4. The lack of a database and sufficient credit data on SMEs.

It is noteworthy that the first credit bureau was launched in Jordan on 15 Dec 2015. The company
would create a database apt to reduce credit risks that banks bear, the matter that would play a key role
in mitigating the obstacles facing banks in financing SMEs, and consequently facilitating the latter’s
access to funding.

Figure (27)
The relative importance of obstacles facing banks in financing SMEs in 2013, 2014

relative importance %

Low returns compared with the risks taken

Low average value of loan with a high number of loans

Low banking awareness of SMEs

SMEs’ high turnover ratio
(going in and out of business)

The weak collaterals available to SMEs

84.5%

The absence of regular financial statements of SMEs o
0%

0.0% 20.0% 40.0% 60.0% 80.0% 100.0%

2013 = 2014

13- The most important initiatives taken by CBJ to encourage financing SMEs

In the context of CBJ’s keenness on supporting SMEs and empowering them to access necessary
finance to perform their business in a way that stimulates economic growth in the kingdom, the
central bank undertook a number of procedures and initiatives. Here are the most important of them:

a. The CBJ issued on 12 january 2011 circular # 10 / 458 for licensed banks. The circular urged
banks to finance SMEs by liberating 100% of existing balances of direct credit facilities given

%
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Figure (26)

The appropriateness of OPIC loan guarantee programs to SMEs’ conditions

2013 2014
Yes
79.2% Yes
\ 54.2%
\ No
No answer
29.2%

8.3%

>

12.5% No answer
16.7%

Banks pointed out that the most important reasons for the low appropriateness of OPIC guarantee
programs are relevant to the mechanisms of submitting the application. It is difficult to meet the
program’s requirements and conditions; the collateral does not cover the whole facilities; the high
rates of commission charged which reduce the banks’ returns; and the low guarantee ceiling inside
Amman.

12- The most important obstacles facing banks in SMEs’ financing

The study demonstrated that a number of obstacles faces banks in financing SMEs, along with a
high agreement among banks as regards the relative weight of those obstacles in both years of study,
2013 and 2014.

On top of those obstacles is the absence of regular financial statements of SMEs, which had a
relative importance ranging between 81% and 84% in 2013 and 2014.

The importance of the SME owners’ low banking awareness as an obstacle increased to rank
second in 2014, with a relative importance of 71%, up from the fourth rank in 2013 with a relative
importance of 55%.

The relative importance of the weak collaterals available to SMEs declined to the third rank in 2014,
with a relative importance of 65%, down from the second rank in 2013 with a relative importance of
70%.

The importance of SMEs’ high turnover ratio (going in and out of business) decreased to rank
fourth in 2014, with a 58% importance, compared with the third rank the year before.

The obstacle of the low average value of loan and the high number of loans, which increases
burdens and expenses on banks, ranked fifth with an importance that reached 54% in the years 2013
and 2014, followed by the obstacle of the low returns compared with the risks taken; the relative



5. Developing guarantee programs specifically for Islamic banks.

6. Facilitating and simplification of procedures.

According to the Financial Stability Report of 2014, the JLGC went through a restructuring
process with its work procedures and scope of work developed to provide the necessary guarantees
for financing SMEs.

The most notable development that the JLGC’s programs witnessed in the first quarter of 2016 is
the creation of fund to support startups. The JD 35million fund, working under the umbrella of JLGC,
was established with zero interest loans given by the Jordanian government and commercial banks
working in Jordan, in addition to concessionary loans from regional and international institutions. The
fund aims at providing the necessary guarantees to loans given to startups, at a coverage percentage
amounting to 85%, and with 1% guarantee fees.

The JLGC- operated program of Kafala to guarantee funding of small startups was launched to
incentivize Islamic banks to provide long and medium term funding that fits the requirements of
high added value SMEs. The Kafala program was primarily funded with JD 10million as good loans
provided by the CBJ and Islamic banks in Jordan.

B. OPIC’s loan guarantee program

As regards banks’ opinions on the appropriateness of OPIC’s loan guarantee program to the real
conditions of SMEs and its role in increasing SMEs’ access to finance, results showed that 79.2%
of banks in 2013 believed that the guarantee program is appropriate to the conditions of SMEs and
it increases their access to finance. 8.3% pointed out that the program is not appropriate to the real
conditions of SMEs. In 2014, the percentage of banks who think the program is appropriate and has
a role in increasing finance to SMEs decreased to reach 54.2%, while the percentage of banks who
think the program is inappropriate increased to reach 29.2%.

%
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Appropriateness of loan guarantee programs of JLGC to the situation of SMEs

Figure (25)

2013 2014
Yes
79.2% Yes
54.2%
\ No
No answer
29.2%
8.3% //
No answer
16.7%

As regards reasons to think JLGC’s loan guarantee programs are inappropriate to the real situation
of SMEs, banks pointed out to the following reasons:

a. The low value of the maximum ceiling permitted to each client of SMEs;
b. The low value of the ceiling given to each bank;
c. The low guarantee coverage that does not exceed 70% of the value of facilities given,;

d. The high commission rates that JLGC charges on banks, which leads to a decrease in the lending
returns;

e. JLGC’s programs are weakly compatible to changes in the market conditions;

f. Complicated conditions, the complicated procedures and the excessive requirements of the loan
guarantee programs;

g. The lack of collaterals for some kinds of facilities like revolving and renewable ceilings; and,

h. Mechanisms of loan guarantee programs are not appropriate to some banks. The programs are
not in harmony with the Sharia requirements of Islamic banks.

In light of the above factors, it is necessary to seek to increase the appropriateness of JLGC’s
programs by developing them to agree with the banks’ requirements by the following:

1. Increasing the ceilings for clients and banks.
2. Increasing the percentage of guarantees’ coverage.

3. Reviewing the fees and commissions the corporation charges on loan guarantees, they should be
decreased to the lowest possible so that the borrowing costs are reduced for SMEs.

4. Developing guarantee programs that are compatible with banks’ credit policies.
<+t

4()'
‘—



Figure (24)

The relative importance of collaterals required from SMEs in 2013 and 2014
relative importance %

transferring dues
loan guarantee (e.g. JLGC and OPIC)

equibment and machinery 8.1%
1%

43.5%
43.7%

gurantors
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cash collaterals

0.0% 20.0% 40.0% 60.0% 80.0% 100.0%

2013 = 2014

11- How appropriate are loan guarantee programs to the real conditions of SMEs
A. Loan guarantee programs offered by JLGC

When surveying banks’ opinions about the appropriateness of loan guarantee programs given by
JLGC to the conditions of SMEs and their contribution to increase funding given to those enterprises,
we received the following answers. About 79.2% of banks said in 2013 that loan guarantee programs
are suitable to the real situation of SMEs and they contribute to increase their access to funding, while
12.5% said that those programs are not suitable for SMEs.

In 2014, the percentage of banks which think positively of loan guarantee programs’ appropriateness
and role in accessing funding decreased noticeably to reach 54.2%, while the percentage of banks
who said those programs are inappropriate increased to 29.2%.

e SMEs in Jordan —. ‘



0‘ '
0.

Figure (23)

Potential of increasing the volume of bank loans/ funding portfolio given to SMEs in 2013, 2014

# of banks
12

2013

2014 mm

increase the increase there is no no answer
portfolio by a the Portfolio maximum limit, it
maximum of 25% by 26% - 50% depends on the
creditworthness
of SMEs

These results are promising as they reflect big potentials for banks to increase their funding of
SMEs. However, this requires exerting tremendous efforts to increase SMEs’ eligibility by fulfilling
the conditions that facilitate their access to bank financing.

10- The most important collaterals banks require from SMEs

Results illustrated big agreement among banks operating in Jordan as regards the relative
importance they pin on collaterals required to fund SMEs. Cash collaterals came first among the most
important collaterals whose relative importance ranged between 93% and 94% in 2013 and 2014.
Lands and real estates ranked second with a relative importance ranging between 80% and 84%.
Securities, shares in particular, came third with a relative importance ranging between 49% and 55%.
Collaterals relevant to having a guarantor or more came fourth with a relative importance approaching
44%. Equipment and machinery given as collaterals came fifth with a relative importance ranging
between 37% and 38%. Some of the striking findings in this respect is the noticeable improvement
in the relative importance given to guarantee programs of corporations like JLGC and OPIC. The
relative importance of those two corporations’ guarantees increased from 11.6% in 2013 to 15.9% in
2014. This indicates the increase in banks’ response to loan guarantee programs and consequently the
importance of creating similar programs and increasing the range and number of those programs. In
this respect, the low rank that loan guarantee programs occupied, the 6th place compared with other
mentioned collaterals, might be a reflection of the weaknesses in those programs. The most important
weaknesses are the high commission rates they charge from banks and the presence of numerous
conditions and qualities that do not suit the real situation of SMEs. Further, guarantee programs focus
on specific sectors and geographical areas.

g
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Figure (22)

The relative volume of loan/ funding portfolio given to SMEs to the total loan/ funding portfolio at
banks in Jordan in 2013 and 2014

# of banks
18

16
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less than from morethan no answer
13% 13% - 25% 25%

In light of the above, the percentage of SMEs’ facilities does not exceed 13% in most banks
operating in Jordan. Banks where the portfolio volume exceeded 13% were relatively limited, from
one fourth to one third of banks.

It is worth noting that the Financial Stability Report of 2014 found out that the percentage of
facilities given to SMEs reached 8.5% of total credit facilities given by banks working in Jordan,
compared with 8.2% in 2013.

9- Potential of increasing financing given to SMEs

Findings have shown than there is a big potential for banks to increase the volume of loan or
financing portfolio given to SMEs in case they fulfill the conditions and the profile needed by banks.
Eleven banks operating in Jordan pointed out the possibility of increasing the volume of financing
portfolio given to SMEs at a percentage ranging between 26% and 50% of the present portfolio
volume. Four banks in 2013, and 6 banks in 2014 expressed the potential to increase financing
portfolio to SMEs at a percentage that might reach 25%. Eight banks in 2013 and 6 banks in 2014
said they do not have a fixed maximum limit for the volume of financing portfolio given to SMEs, as
this depends on the SMEs’ eligibility as clients.

e SMEs in Jordan —. ‘
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5- Insufficient bank awareness of SMEs, reflected in their lack of knowledge of the characteristics
and conditions of bank services and products, and their ignorance of the products that are most
suitable for their needs. This makes the type of requested credit unsuitable for the operational
cycle or the funding needs of those companies. Further, they are not capable to explain the
goal of applying to the required funding, and consequently the ambiguous goal of the required
facilities.

6- Insufficient data, information and statistics available on the SMEs’ market in Jordan.

Findings of this report are greatly in accord with the findings of the CBJ’s Financial Stability Report
of 2014. The latter report pointed out that the most important reasons behind banks’ rejection to give
facilities to SMEs are:

a. The presence of returned checks for insufficient funds and listing the client on the returned
checks’ list.

b. The client does not meet the conditions of the bank’s credit policy in terms of income, place of
work, length of service and age.

c. The client’s obligations are high, weak commitment to settling debts and the weak financial
solvency.

d. The client has payment arrears at banks.

e. The period between the existing and requested loan is less than a year, or the funding is long
term.

f. The nature of work has a high turnover ratio.

8- The relative volume of loans or funding portfolio given to SMEs

The questionnaire findings demonstrated that the ratio of the loan or funding portfolio given to
SME:s to the total loans or funding portfolio at the banks operating in Jordan was as follows:

- From 0% to 13%, at 14 banks in 2013, and 16 banks in 2014. This constitutes the percentage of
58% and 67% of total banks in 2013 and 2014 respectively.

- More than 13% until 25% at 4 banks in 2013 and 3 banks in 2014.
- More than 25% at 4 banks in 2013 and 3 banks in 2014.



7- The most important reasons for banks’ rejection of financing applications submitted
by SMEs

Based on banks’ answers on the reasons behind their rejection of SMEs’ loan applications, findings
showed that there is a big agreement between banks as regards the reasons for rejection. There is also
consistency between rejection reasons in 2014 and 2013.

Here are the most important reasons of rejecting SMEs’ loan applications:

1- SMEs’ weak experience in business as they are newly created. They have weak administrative
and marketing capacities, and they lack feasibility studies for the projects needing funding, or
the projects themselves have weak feasibility.

2- Weak collaterals available for SMEs, especially the physical collaterals. They are insufficient
compared with the risk levels associated with those businesses, and taking into consideration
the weak sources of settlement.

3- The weak financial solvency of SMEs, especially in terms of the high debts that concerned
enterprises owe for other banks, and the high burden of debt compared with the SMEs’ ability
to repay debts. This is especially true if the required funding is relatively high, and the credit
history of the client is negative, including the presence of financial problems and lawsuits against
the business such as returned checks, and the improper financial and commercial reputation.

4- The weak financial data and information of SMEs, as there are insufficient financial and
commercial data on SMEs, in addition to the fact that financial statements might reflect the
negative performance of those businesses in the past years, especially if there are losses, or if
the forecasted cash flows are not enough to settle the obligations.

In this concern, the results of the general census of economic enterprises in Jordan in 2011,
showed that the companies that have regular accounting books constitutes 7.8% only of the
total number of companies in Jordan. Companies that do not use regular accounting books
constitute a high percentage of 92.2%.

Figure (21)

Companies’ usage of regular accounting books
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Source: Department of Statistics, General Census of Economic enterprises, 2011
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6- The percentage of rejected SMEs’ bank loan applications

Eleven banks of those operating in Jordan rejected less than 10% of loan applications submitted by
SME:s in 2013 and 2014, while eight banks in 2013 and 7 banks in 2014 rejected between 10 - 25%
of loan applications. Banks that rejected 26% to 40% of SMEs’ loan applications were two banks in
2013 and three banks in 2014.

It is noteworthy that banks that rejected less than 10% of applications have the biggest market
shares in terms of lending to SMEs. This makes the overall percentage of rejection by all banks in
Jordan about 10%.

In the same context, the Financial Stability Report of 2014, issued by the CBJ confirmed the
findings of this report. The CBJ report said the number of SMEs’ applications to get facilities
(requests of new clients in addition to the requests to increase existing facilities) reached about
10.6 thousand applications in 2014 with a total value of 1278 million JDs. Banks rejected 10% of
submitted applications, with a total value of JOD 177m or 13.9% of total submitted applications. The
same report showed that commercial banks had the biggest percentage of SMEs’ applications, which
reached 75% of total submitted applications. As regards requests submitted to Islamic banks, the
applications amounted to 20% of total applications. Foreign banks registered the lowest percentage,
which was 5% approximately.

Figure (20)
The rate of SMEs’ loan applications rejected by banks to the total SMEs’
applications in 2013 and 2014
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B- Structure of profit average or return on funds that Islamic banks provide to SMEs

Profit average or return that Islamic banks charge on funds they grant to SMEs ranged between 5%
and 12%, as there were differences in the profit or return average from one bank to another, from one
year to another and according to the type of funding. Figure (18) and figure (19) show the structure of
profit or return average on funds that Islamic banks provide to SMEs in 2013 and 2014 respectively.

Figure (18)

Profit or return average on funds Islamic banks provide to SMEs in 2013
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Figure (19)
Profit or return average on funds Islamic banks provide to SMEs in 2014
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Figure (16)

Interest rates’ structure on funds that banks granted to SMEs in 2013
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Figure (17)

Interest rates’ structure on funds that banks granted to SMEs in 2014
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their products are to a medium degree appropriate for the needs of SMEs. Therefore, it can be said
that 91.7% of banks believe that their products are appropriate to a high or medium degree for the
SMEs’ needs. It also showed that 8% of banks think their current products are unsuitable or slightly
suitable, the matter that requires those banks to develop their products intended for SMEs.

Figure (15)

To what extent the products provided by banks are suitable for SMEs’ needs
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5- The costs of bank financing on SMEs
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A- Interest rates’ structure on funds that banks provide to SMEs. Interest rates charged by
commercial banks on financing given to SMEs ranged between 8% and 14%. There were
differences in interest rates from one bank to another and from one year to another, and
according to the type of funding. For example, in 2013 interest rates on the overdraft ranged
between 6% and 8% in 8 banks and between 10% and 12% in 10 banks. In 2014, interest rates
on the overdraft ranged between 6% and 8% in 14 banks, while they ranged between 8% and
10% in two banks only. Figure (16) and figure (17) demonstrate interest rates structure on funds
provided by commercial banks in 2013 and 2014 respectively.
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Table (3)

The most important types of funding provided by Islamic banks

Type of funding

# of banks provid- % of total # of # of banks provid- % of total # of
ing funding banks ing funding banks

Funding of purchasing & import-
ing raw materials and goods by 3 75% 3
Murabaha

Funding the purchase of indus-
trial machinery and equipment 2 50% 2 50%
by Murabaha

Funding the purchase of vehicles
& fixed assets by Murabaha

Funding purchases of real estate
used for company’s objectives by
Murabaha and leasing ending in
ownership

75%

3 75% 2 50%

3 75% 3 75%

Funding purchases of machinery

and equipment by Ijarah ! 25% 1 25%

Figure (14)
The most important types of financing provided by Islamic banks to SMEs in 2013 and 2014
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4- The appropriateness of current bank products to the needs of SMEs

Clear steadiness was noticed in the banks’ answers as to the appropriateness of their products to the
needs of SMEs in 2014 compared with 2013. Half of the banks, 50% of them, believes that products
they currently provide are highly appropriate to the needs of SMEs, while 41.7% of banks believe that
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Figure (13)
The most important types of financing provided by commercial banks to SMEs in 2013 and 2014

# of banks

medium and long term lons to fund fixed assets
funding sales and purchases loans

Working capital financing loans

short - term loans

transfers and policies

DCs and LGs

Discounted bills and liquidated checks
Revolving loans

Loans to fund tenders and projects

Decreasing interest lons

Overdraft

2013 = 2014

B- The most important types of financing provided by Islamic banks

The table below shows the most important types of financing provided by four Islamic banks in
2013 and 2014. Funding the purchase and import of raw materials and goods through Murabaha and
funding the purchase of real estate used for the company’s purposes through Murabaha and leasing
ending with ownership are the most important and common types of funding given to SMEs. These
are followed by funding the purchase of vehicles and fixed assets by Murabaha, then funding the
purchase of manufacturing machines and equipment by Murabaha.
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The most important types of funding provided by commercial banks

Type of funding

Overdraft
Decreasing interest loans
Loans to fund tenders & projects

Revolving loans

Discounted bills and liquidated
checks

DCs and LGs
Transfers and policies
Short- term loans

working capital financing loan
Funding sales and purchases
loans

Medium and long term loans to
fund fixed assets

Table (2)

# of banks provid-
ing funding

% of total # of
banks

95.0%

35.0%

15.0%

35.0%

30.0%

55.0%

10.0%

30.0%

40.0%

30.0%

25.0%

# of banks provid-
ing funding

% of total # of
banks

80.0%

35.0%

5.0%

30.0%

10.0%

60.0%

10.0%

30.0%

40.0%

30.0%

40.0%



As regards the distribution of banks that have qualified and specialized employees in dealing with
SME:s in 2014, findings indicated that they include 11 Jordanian commercial banks, two Islamic
banks and two foreign commercial banks.

Figure (12)
The distribution of banks that have qualified and specialized employees to deal with SMEs in 2014
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3- The most important types of financing that banks provide for SMEs
A- The most important types of financing provided by commercial banks

The following table illustrates the most important types of financing provided by 20 commercial
banks in 2013 and 2014. Overdraft is the most important and common type of financing given to
SME:s, followed by documentary credits and guarantees, then working capital financing loans.
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Figure (10)

Distribution of banks having units or departments specialized in SMEs’ financing in 2014
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2- Having qualified and specialized employees in dealing with SMEs

The number of banks that have lending employees and sales employees specialized in SMEs’
clients reached 17 banks in 2013, or 70.8% of the total number of banks. This is the same figure and
percentage found in 2014 also. The remaining seven banks, constituting 29.2% of total banks, do not
have specific employees to deal with SMEs; rather, SMEs Clients are served by employees who cater
for all clients, regardless of their funding needs.

Figure (11)

Presence of qualified employees specialized in dealing with SMEs
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This section discusses the situation of bank funding of SMEs in Jordan, by having an overview of
the findings of the study that covered most aspects of banks’ funding of this kind of enterprises.

1- The existence of bank units or departments specialized in SMEs’ financing

Findings indicated that 14 out of 24 banks have units or departments specialized in SMEs’ financing.
This is 58.3% of total commercial and Islamic banks in 2013. The number increased in 2014 to reach
15 banks, which is 62.5% of total banks.

Figure (9)

The existence of a bank unit or department specialized in SMEs’ financing
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As regards the distribution of banks having units or departments specialized in financing SMEs in
2014, the study found out it includes 11 Jordanian commercial bank, 2 Islamic banks and 2 foreign
commercial banks.
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- Distribution of companies according to the economic sector: Companies working in internal
trade sector have the biggest share of companies in Jordan, as they make up to 57.5% of companies,
followed by companies in the services sector, 26.2%, and manufacturing companies, 14.4%.

Companies working in other economic sectors only constituted 1.8% of companies in Jordan.
As SMEs constitute the biggest share of companies in Jordan, we can say that the previous
classification greatly applies to SMEs.

Figure (8)

Relative distribution of companies in Jordan according to economic sector

internal trade
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Source: Department of Statistics, General Census of Economic enterprises, 2011
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Relative distribution of companies in Jordan according to their type of incorporation

Figure (6)
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Source: Department of Statistics, General Census of Economic enterprises, 2011

- Volume of labour: Companies employing one to four people constituted 91.5% of companies,
while the percentage of companies employing 5 to 19 workers reached 6.7% of total companies.
On the other hand, companies employing 20 people and more did not exceed 1.8%.

In case we suppose that SMEs are those companies that employ less than 100 people, it is safe to
say that SMEs represents 99.5% of total companies in Jordan in terms of the number of labour.

Figure (7)

Relative distribution of companies in Jordan according to the labour category
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Source: Department of Statistics, General Census of Economic enterprises, 2011



This section aims at reviewing the definition of SMEs in Jordan as well as at reviewing some
statistics and indicators relevant to those businesses.

1- Definition of SMEs

The study relied on CBJ’s definition of SMEs, issued on 11 Jan 2011, in analyzing data of
small and medium size enterprises. CBJ’s criteria to differentiate between small and medium size
enterprises depended on two major variables: the volume of assets or sales and the number of
employees. Hereunder is a briefing of those criteria:

a - Conditions to be fulfilled for a business to be considered a small size enterprise:

i. It should not be a public shareholding company, or an insurance or financial intermediation
company;

1i. Its total assets should not be less than one million JDs, or its total annual sales should not be
less than one million JDs.
iii. The number of workers in the company should range between 5 and 20 workers.

b - Conditions to be fulfilled for a business to be considered a medium size enterprise:

1. Its total assets should range between one and three million JDs, or its total annual sales should
range between one and three million JDs.

i. The number of workers in the company should range between 21 and 100 workers.

It is noteworthy that the Ministry of Industry and Trade and the Jordanian Enterprise Development
Corporation (JEDCO) intend to endorse the same criteria in classifying SMEs. This would help to
unify the definition of this type of businesses in the kingdom.

2- Some statistics and indicators of SMEs in Jordan

According to available official data on businesses in Jordan, we can reach some conclusions as
regards some statistics and indicators of SMEs. These are as follows:

- The type of incorporation: individual businesses are the most common types of businesses. They
constitute 86.7% of businesses, followed by partenerships, with a share of 8.9%, then limited
liability companies with 2.9%. The remaining companies only constituted 1.5% of businesses in
Jordan. Most SMEs in Jordan take the form of individual, partuership, limited liability or limited
partnership companies, therefore, it can be said that SMEs represents 98.8% of total number of
companies in Jordan, in terms of their type of incorporation.

(1) CBJ’s Circular regarding the definition of SMEs no. 10 / 5/ 436 dated 11 /1/2011.
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Distribution of credit facilities granted by banks according to economic sectors as at the end of 2015

Figure (4)
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Source: CBJ, Monthly Statistical Bulletin, different issues.

As regards credit facilities according to borrowers, corporate entities received almost 42% of
facilities, while real estate facilities and retail facilities had 21.3% and 20.5% respectively. SMEs’
share was 8.5% of total credit facilities granted by banks in Jordan.

Figure (5)

Distribution of credit facilities granted by banks according to borrowers by the end of 2014
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Source: CBJ, Financial Stability Report, 2014.
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11- Running and safeguarding securities and valuable things;

12- Providing the services of agents or financial consultant ; and,

13- Any other activities relevant to banking that the central bank approves of by virtue of special
orders issued for this purpose.

In light of the above-listed activities that banks perform, the conventional task of banks is to accept
deposits and granting credit. In this regard, total deposits at banks in Jordan reached JOD 32.6b by the
end of 2015, while the total credit facilities given by banks in Jordan reached JOD 21.1b by the end
of 2015. Therefore, credit facilities granted by banks constituted 65% of total bank deposits.

Figure (3)

Banks’ intermediation role in economy

Deficit Units in
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Granting Credit

Total credit facilities granted
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In terms of sectorial distribution of credit facilities given by banks in Jordan, constructions, general
trade and manufacturing accounted for the biggest chunk with a percentage of 52% of total credit
facilities. Other facilities, mainly facilities given to individuals, accounted for 25%.



Figure (2)
The development of the percentage of assets,

deposits and credit facilities of banks oprating in Jordan to GDP (2010 - 2014)

200%

175%

@ banks’

150% assets to GDP

125%

B banks’
deposits to
GDP

100%

75%

banks’
credit
facilities to
GDP

50%

25%

0%

2010 2011 2012 2013 2014

Source: CBJ, Monthly Statistical Bulletin, different issues.

3- Banks’ role in Jordanian economy

Banks operating in Jordan play an intermediation role in economy in a way that guarantees the
flow of money from the surplus units to deficit units. The intermediation role has a number of tasks
and activities defined in Article 37 of the Banks’ Law # 28 of the year 2000. Those tasks include:

1- Accepting all forms of deposits;
2- Giving all types of credit, including funding commercial transactions;
3- Providing services of payments and collection;

4- Issuing payment instruments, including bank withdrawals, payment and credit cards and traveler’s
checks, and managing the same;

5- Dealing with money market’s instruments and capital market’s instruments, whether for their
account or for their clients’ accounts;

6- Buying debts and selling the same with or without recourse;

7- Funding through leasing;

8- Foreign currency transactions in the forward and spot markets;

9- Issuing securities or pledging to cover, distribute and deal with, them;

10- Providing administrative and consultative services to investment portfolios, and providing the
services of investment trustee. This includes managing the money and investing it for a third party;

*%
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Figure (1) hereinabove indicates that three governorates, Amman, Irbid and Zarqa, seized 81.3%
of the total number of banks’ branches, and 82.9% of the total ATMs in the kingdom.

The capital Amman came first in this respect, as it possessed 61.8% of the total number of branches
in the kingdom, and 65.5% of the total ATMs, followed by Irbid governorate, which had 9.9% of
branches and 10.4% of ATMs. Zarqa governorate came third with 9.6% of branches and 7% of ATMs.

The Jordanian banking sector has the following characteristics and features:
@ Constant growth in the volume of assets, credit facilities, deposits and capital.

® Financial soundness indicators, including the high level of capital adequacy ratios, the high
liquidity ratios, and the low non-performing loans ratios along with high coverage ratio and the
good profitability.

® Banks are increasingly attractive for foreign investors, as the percentage of non-Jordanian
shareholders in Jordanian banks reached 60.2% by the end of 2015.

@ Banks provide total and comprehensive banking services, including the retail banking (individuals),
wholsale and SMEs banking, treasury and investment services, electronic banking services, and
Islamic banking services.

® The existence of supporting systems for banking, including a deposit guarantee system through the
Deposits Guarantee Corporation at a ceiling that amounts to 50 thousand JDs for each depositor
in each bank, and loan guarantee systems through the JLGC and OPIC, in addition to other loan
guarantee programs. There are also credit bureaus through the CBJ and CRIF-Jordan, and systems
for mortgage refinance through the Jordan Mortgage Refinance Company.

® The existence of systems for payments, settlements and clearing including the Real Time Gross
Settlement System- Jordan (RTGS-JO), the ECCU, payment system through cell phones (JoMoPay),
the Automated Clearing House (ACH), the electronic system of collecting bills ,and the IBAN.

2- Financial Penetration Indicators

Jordanian banking sector plays a pivotal role in economic development through mobilizing savings
and directing them to economically productive projects. It helps to bridge the gap between the surplus
units and deficit units in the economy.

The banking sector is characterized by its relatively big size in comparison with Jordanian economy.
Banks’ assets amounted to 176.4% of GDP in 2014. Total deposits at banks in Jordan reached 119%
of GDP, while credit facilities given by banks amounted to 75.8% of GDP by the end of 2014.

All of the above indicators point out to the relatively big size of banks and consequently to its
depth. They are also a clear indication of the sector’s key role in mobilizing savings and providing
funding to the different segments and sectors of Jordanian economy.



The Jordanian banking system constitutes of the central bank of Jordan and twenty-five banks, of

1- Structure and characteristics of Jordanian banking sector

them:
® 13 Jordanian commercial banks, all of them listed at Amman Stock Exchange;
@ 4 Islamic banks, three of them are Jordanians and one is foreign;

@ 8 foreign banks, 6 of them are Arab banks.

Branches of these banks amount to 770 branches by the end of 2014, spread all over the kingdom.
The ratio of population to the number of bank branches reached 8669 people per a branch in 2014.
The number of ATMs reached 1434 machines by the end of 2014, which means 4655 people per each

ATM.

Figure (1)
Distribution of banks’ branches and ATMs at governorates as at the end of 2014
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The questionnaires were distributed for two consecutive years: 2013 and 2014, to ensure the
accuracy of data by comparing banks’ answers in 2014 with those of 2013, and reveal any changes

in banks’ answers, analyze their causes and reaching conclusions as for any developments in banks’
approach to finance SMEs.

The ABJ sent 25 questionnaires to banks; one questionnaire for each bank. Returned questionnaires
amounted to 24, which is a responding rate of 96%.

Table (1)

Distributed and returned questionnaires

Jordanian . Non-Jordanian
. Islamic banks .
commercial banks commercial banks
# of banks operating in Jordan 13 4 8 25
# of questionnaires sent to banks 13 4 8 25
# of returned questionnaires 13 4 7 24
Percentage of responding 100% 100% 87.5% 96.0%
*
\ 4



Funding SMEs enjoys increasing importance all over the world, developed and developing
countries, especially with the increased importance of the role that SMEs play in incentivizing
economic development. SMEs are the most appropriate alternative to achieve the desired growth
rates and surpass economic obstacles and structural disorders, especially in developing countries.
Therefore, achieving economic growth is greatly linked to supporting, developing and improving
SMEs’ performance.

On the Jordanian front, SMEs are the most widespread type of businesses in Jordan. They are
estimated at 154.8 thousand companies out of 156.7 thousand registered companies in Jordan. They
play a substantial role in employment as estimates say they employ 64% of labour in the private
sector. They also have a big contribution to GDP, which reflects its great importance for economy and
economic development in the kingdom.

On another level, SMEs face a number of challenges and obstacles that hinder their development,
growth and increase in numbers. Obstacles are internal, relevant to the business itself, as well as
external, relevant to the environment, which surrounds the businesses, including access to finance.
This is the core of the study, funding.

In light of the above, the study discusses the conditions and prospects of bank financing for SMEs
in Jordan, by focusing on achieving the following objectives:

1- Identifying the extent to which there are units, departments and employees in banks specialized in
SMEs’ financing.

2- Identifying the most important types of funding banks offer to SMEs and their suitability to the
needs of those businesses. Further, identifying the most important collaterals requested by banks,
the costs of funding, in addition to analyzing how suitable the loan guarantee programs are for the
conditions of SMEs.

3- Finding the percentage of SMEs’ financing requests rejected by banks, and pinpointing the most
important reasons for rejection. Furthermore, identifying the relative volume of banks’ funding
portfolio granted to SMEs and the possibility of increasing financing to the sector.

4- Analyzing the most important obstacles facing banks when financing SMEs.

5- Revision of the most important initiatives of the Central Bank of Jordan (CBJ) to encourage
financing SMEs.

6- Proposing a package of recommendations and means that increase bank financing for SMEs.

To achieve the goals of this study, we used a questionnaire to collect data relevant to the study. We
designed a questionnaire relevant to commercial banks as well as another relevant for Islamic banks.
The ABJ issued an official letter to its member banks regarding the distribution of the questionnaires.

*,
*
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® Some 54% of respondent banks in Jordan pointed out in 2014 that loan guarantee programs given
by the Jordan Loan Guarantee Corporation (JLGC) are suitable for the conditions of SMEs and
help to increase the granted funding. One the other hand, 29% of banks said those programs are
not suitable for SMEs, citing many reasons: the low ceiling of guarantees, the low percentage
of coverage and the high commission rates, in addition to the complicated terms, the difficult
procedures and the excessive number of requirements in those programs.

® Almost 54% of banks pointed out in 2014 that the loan guarantee program provided by Overseas
Private Investment Corporation (OPIC) is compatible with the conditions of SMEs and helps
to increase funding accorded to them. One the other hand, 29% of banks said this program is
not suitable for SMEs for many reasons. The most important of those reasons is the complicated
conditions imposed by the program, the low percentage of coverage and the high commission rates.

® Findings said a number of obstacles faces banks in funding SMEs, the most important of which is
the lack of duly organized financial statements, the low banking-awareness, the weak collaterals
and the high turnover ratio of SMEs (going in and out of business).

In light of the findings, the study suggested a number of means and tools that could help increase the
funding that banks give to SMEs. The most important of those tools are:

@ For banks, it is important for all banks to provide specialized departments, units and employees
in handling this type of businesses, as well as to strengthen innovative banking services, products
and solutions targeting SMEs. Banks should also provide flexible credit policies to fund this sector.

® For SME:s, it is necessary to develop their financial skills and increase their banking awareness. It is
also important to provide them with comprehensive technical assistance to raise their administrative,
productive and marketing capacities. Laws and legislations should be amended to help SMEs grow
and develop.

® Concerned parties should work to increase cooperation between local and international bodies that
support SMEs to provide proper guarantees or collateral programs, and to provide low cost money
for banks to use in funding SME:s, in addition to providing incentives for facilities given to SMEs.



Executive Summary

Small and Medium Size Enterprises (SMEs) are the most prevalent type of businesses in Jordan
with 98% of registered companies in the kingdom falling under this category. They have a significant
contribution in the GDP and employment rates. However, SMEs face a number of challenges that
might hinder their growth and increase, atop of which is access to finance.

The study aims to highlight the situation of bank financing for SMEs in Jordan, based on answers
of 24 banks working in Jordan to a survey designed for this purpose in 2013 and 2014.

The study reached a number of findings relevant to bank financing for SMEs in Jordan. They are
as follows:

® There are special units or departments for SMEs’ financing in 62.5% of banks operating in Jordan.
® There are qualified personnel trained to deal with SMEs in about 71% of banks operating in Jordan.

® The most important types of funding that commercial banks give to SMEs is the overdraft,
documentary credits, letters of guarantees, and working capital financing loans. The most important
types of funding given by Islamic banks is funding the purchase and import of raw materials and
goods through Murabaha, funding the purchase of real estate used for the company’s purposes by
Murabaha and leasing ending to ownership, and funding the purchase of vehicles and immoveable
assets by Murabaha.

® Some 92% of banks operating in Jordan believe their products are appropriate for the needs of
SMEs.

® Interest rates charged by commercial banks on funding given to SMEs ranged between 8% and
14%, according to the type of funding. Interest rates of most banks and for the majority of funding
types were mainly within the segment of 8% to 12%.

® The average of profits or returns charged by Islamic banks on SMEs funding ranged between 5%
and 12%, depending on the type of funding given.

® The percentage of SMEs’ approved loan applications reached almost 90% of the total applications
submitted by SMEs.

® The most important reasons for rejecting applications (10%) were relevant to the lack of experience,
weak solvency, weak collaterals and the insufficient financial data and statements relevant to the
business.

® The percentage of loans portfolio or funding given to SMEs did not exceed 13% of the total loan
portfolio in 67% of banks.

® Findings indicated that 70% of banks are capable of increasing the volume of loans portfolio or
funding given to SME:s at a percentage that does not exceed 50% of the present volume of portfolio,
on condition that the SMEs meet the terms and conditions required by the bank’s credit policies.

® The most important collaterals that banks require from SMEs are cash collaterals, lands and real
estate, securities (shares), guarantors and equipment and machinery.
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The Director General’s Prelude

It is my pleasure to announce the ABJ’s Survey Study on
SMEs in Jordan: Analysis of supply-side and demand-side
focusing on bank financing.

The study relied on a comprehensive survey approach;
a questionnaire was designed for commercial banks and
another one especially designed for Islamic banks. The
questionnaires were distributed on member banks in 2013
and 2014. The number of distributed questionnaires reached
to 25, with one questionnaire for each bank. The returned
questionnaires were 24, which constitutes a response
percentage of 96%.

The study is divided into five main parts; the first part
included an introduction that clarifies the objectives of the
study, its method and sample. The second part included an
overview of the Jordanian banking sector in terms of the
structure, the geographical dispersion, characteristics and
financial penetration, in addition to a review of the role banks play in Jordanian economy.

The third part shed light on SMEs in Jordan, in terms of its definition and the statistics and indicators
relevant to it.

The fourth part handled bank financing for SMEs. It discussed issues such as the existence of units,
departments and employees specialized in dealing with SMEs. It also discussed the most important
types of financing; costs of financing; the levels of approved and rejected lending requests along with
the reasons for rejection; the relative volume of financing portfolio; the most important collaterals
that banks require; and, the appropriateness of loan guarantee programs to the conditions of SMEs.
The fourth part also reviewed the most important initiatives of the central bank to enhance financing
of this sector, and reached a conclusion as to the most important obstacles facing banks in SMEs
financing.

The fifth, and last, part reviewed the most important mechanisms and means that might help
to increase bank financing for SMEs. It also included recommendations for banks as well as
recommendations relevant to SMEs and other concerned parties.

As we publish this study, we hope that it would shed more light on this vital and significant sector.
We also hope that it would play its envisioned role in providing information on bank financing for
SME:s so that it can help decision makers in banks and concerned stakeholders to develop policies and
mechanisms relevant to enhancing and increasing bank financing for SMEs.

Dr. Adli Kandah

Director General
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Chairman of the Board of Directors’ Foreword

Based on the ABJ’s vision and mission, and striving
to achieve its goals and objectives in upgrading and
advancing the banking business, and improving
and modernizing the methods of delivering banking
services, the ABJ conducted this study that investigates
the current and prospects of bank financing for SMEs
in Jordan. The study was able to analyze the current
situation of bank financing for SMEs, including the
type and volume of financing, ratios of approved and
rejected SMEs’ lending requests, required collaterals
and initiatives to support those enterprises.

The study concluded that there is a number of means
and tools to help increasing bank financing for SMEs. It
recommended banks to create special departments and
units with employees specialized in dealing with those enterprises, as well as to strengthen
innovative banking services, products and solutions targeting SMEs. The study also
recommended SME:s to develop their financial skills and increase their banking awareness. It
recommended concerned parties to provide SMEs with comprehensive technical assistance to
raise their capacities, to improve legislations and laws aiming at developing those enterprises,
in addition to increase cooperation between local and international entities that support SMEs.

In this respect, I extend my sincere thanks and appreciation to member banks, to their
boards of directors, executive management and employees for their fruitful and constructive
cooperation with the ABJ to provide data relevant to the study.

I also extend my thanks and appreciation to the ABJ’s management and to the Studies
Department for their efforts in preparing this study.

Musa Shihadeh

Chairman of the Board of Directors
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Our Vision

To maintain our leadership as one of the most efficient association of banks in the region
by providing services to member banks so as to uphold their capabilities and enable them to
maximize their contribution towards achieving sustainable development in the Kingdome.

Our Mission

We seek to upgrade and advance the banking business by keeping the interests of member
banks and achieving the highest levels of coordination between them and with the other
partners. We aspire to develop the process of delivering and updating banking services as
well as deepening the understanding of banking functions and norms besides pursuing unified
systems and measures for this purpose.
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Our Values

e Collaboration: We work with members in a team spirit for serving the society and the
national economy

e Development and modernism: We seek to upgrade the methods of delivering the banking
services in accordance with the best international practices.

e Innovation and distinctiveness: We inspire innovative ideas that serve the members and
marks their services with quality and distinctiveness.

e Integrity and transparency: Transferring of knowledge and exchanging information in
accordance with the highest degrees of integrity and transparency

e Professionalism: We practice our work with a high professionalism, comprehensive coverage
and full vigilance to all what happens in the Jordanian, Arab and international banking
environment.

e Credibility: We abide by accuracy and reliability and we verify our sources of information
with high precision.

e Continuity in training: We endeavor to elevate the academic and practical levels as well as
keeping up with all what is new in the banking and financial areas.

e SMEs in Jordan —.







GP!

Jgyllcpelg i dla o v ns
ASSOCIATION OF BANKS IN JORDAN

Survey Study On

SMEs in Jordan

Analysis of supply-side
and demand-side
focusing on bank financing

by
A\ Studies Department
\ Association of Banks in Jordan

April 2016



