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E
conomic hardship has driven
the popular uprisings and
wider discontent sweeping
the Arab world and the trou-
bles of funding private sector

growth have been a big part of that.
While financial conditions in the

region vary widely – from cash-rich
Gulf petrostates to the beleaguered
north African and Levantine coun-
tries – companies of all sizes have
suffered similar constraints stemming
from harsh government policies and
difficulties in securing finance.

“The Arab spring was not just a
crisis about the state – its ability to
reform, redistribute and represent
ordinary citizens’ interests,” said
Bassem Awadallah, a former Jorda-
nian finance minister, and Adeel
Malik, an academic at the University
of Oxford, in a presentation at the
London School of Economics this

month. “It was also a crisis about the
private sector – or, more appropri-
ately, its weakness.”

Many business people and econo-
mists agree that one of the great tasks
during this era of political and eco-
nomic change is reform of the private
sector, with banks, finance houses
and rich individual investors all
required to play an important role.

While the uprisings have in some
ways complicated matters further for
companies, squeezing sources of capi-
tal and ramping up the cost of debt,
they have also opened new possibili-
ties by toppling autocrats and making
others think more about the develop-
ment they need to keep their popula-
tions happy.

The big question is whether the
finance sector can, as some maintain,
exploit the spirit of entrepreneurship
that has always been present in the

region’s myriad small businesses and
is growing stronger as a younger gen-
eration presses for change.

“Small and medium-sized busi-
nesses remain the region’s beacon of
hope and the anchor of the interna-
tional community’s economic vision
for the region, thanks in part to their
success over the past decade,” said
Vali Nasr, dean of Johns Hopkins Uni-
versity’s School of Advanced Interna-
tional Studies, in an article on the
International Monetary Fund website
in March. “But this vision is also
based on the belief that there is still
ample capital in the region – from
local investors who are far more com-
fortable with political risk than west-
ern investors – that could keep that
dynamism alive.”

For now, the Arab spring has
thrown into confusion many of the
positive predictions about the growth

of the private sector. Countries
praised in the past for making
progress in generating investment,
such as Tunisia and Egypt, are in
post-revolutionary turmoil. Mr Nasr
points to how domestic investment in
Egypt fell 10.5 per cent in 2011, with
foreign investment plunging more
than 90 per cent to just $500m.

Efforts are focusing on reviving
sources of funding that have sput-
tered or stalled. At the same time,
business people and economists are
pressing for finance to be freed up in
Gulf oil-producing states that have
mostly been free of political trouble.
These countries have seen the growth
of companies stunted by restrictive

Forces must rally
in aid of business
Efforts are focused on reviving sources of funding that have sputtered or
stalled as a younger generation presses for change.Michael Peel reports

Bullish? Alternative investment groups and other possibilities for start-ups are cited by those who are optimistic Alamy

laws, conservative lending practices
and a culture of offering the populace
generous state benefits and lucrative
government jobs.

The sense is that, with notable
exceptions, unhelpful government pol-
icies and unadventurous thinking
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Prevailing opinion in the
Middle East and north
Africa is that growth in
small- and medium-sized
enterprises is vital to foster-
ing long-term growth and
tackling the region’s politi-
cally disastrous youth
unemployment.

SMEs form a crucial
aspect of governments’
reform efforts, not least
since boosting the number
of small businesses has a
knock-on effect through the
economy. Each new job cre-
ates another 20 along the
chain.

While SMEs may account
for up to 80 to 90 per cent of
the region’s businesses, pro-
viding about half its jobs,
they are in desperate need
of finance if they are to
become bigger employers.

Only a fifth of SMEs in
the Middle East and north
Africa have a bank account
or loan. The Mena region
suffers particularly badly
from this problem, says the
International Finance Cor-
poration, the private sector
arm of the World Bank,
because banks in the region
are more comfortable lend-
ing to state-backed enter-
prises and recognised fam-
ily groups.

SME loans comprise only
8 per cent of banks’ balance
sheets. In the Gulf Co-oper-
ation Council countries, the
level is lower at about 2 per
cent.

“Something is wrong
here,” says Mouayed
Makhlouf, the IFC’s Mena
regional director. “Given
their role in economic
growth, something has to
happen for banks to lend.”

Other middle-income
countries average 18 per
cent and high-income states
22 per cent. “The biggest
challenge is access to
finance – banks have to pro-
vide more loans to SMEs to
enable an environment,

with the correct legal infra-
structure, to create momen-
tum,” says Mr Makhlouf.

Large Mena banks put
insufficient resources into
SME loans because they
require more due diligence
and collection efforts. The
banks also tend to lend at
higher interest rates of 10 to
18 per cent as a result of
higher risk, bankers say.

Governments have been
setting up funding pro-
grammes to help start-ups
get off the ground as they
encourage nationals into
the private sector and away
from their traditional pref-
erence for public sector
jobs.

Sector specialists, such as
the Gulf Finance Corpora-
tion are going through a
“boom period” as small
companies seek cash.

Steve Williams, the com-
pany’s chief executive, says
business is up 75 per cent
over last year. Having
expanded into Saudi Ara-
bia, the unit of Dubai-based
investment bank Shuaa
Capital expects to lend
Dh1.2bn to SMEs this year.
This includes Dh1bn to
United Arab Emirates com-
panies, an estimated 10 per
cent of total SME lending in
the country.

Changes to legal and reg-
ulatory frameworks are
being urged in order to fos-
ter a healthier environment
for small businesses and
entrepreneurs.

A big problem within the
financial architecture of
most Gulf states, the crimi-
nalisation of debt, has hit

the headlines since the
financial crisis put many
companies out of business.

The issuance of personal
cheques to guarantee loans
is commonplace. When
businesses fail, company
owners can often find them-
selves facing criminal and
civil charges.

“It’s a huge burden for
small businesses to bear
and also counterproductive
to financial institutions as,
if the client ends up
detained, he can’t work to
repay the debt,” says Mr
Williams.

The IFC has been work-
ing with regional authori-
ties to introduce “moveable
assets” legislation that
would encourage financing.
Such a law would give lend-
ers a clearer idea of what
assets had been pledged
against loans as collateral.

Mr Makhlouf argues that
a cultural shift is necessary
if the region’s large lenders
are to recognise that small
businesses are an opportu-
nity, not a burden. “We are
working to show banks that
this is profitable business,”
he says. “If they don’t do it,
someone else will.”

The evidence suggests
that others are moving in.
An SME-focused financing
group, World Business Part-
ners UAE, an offshoot of a
US-based group, plans to
offer its first loans to small
businesses in the next few
months.

Brandon Short, WBP pres-
ident and a former Gold-
man Sachs banker and pro-
fessional American football
player, plans to issue as
many as 300 loans this year,
ranging between $35,000
and $1.5m.

Using Shariah-compliant
contracts, the company will
take ownership of compa-
nies’ assets and lease them
back as part of the financ-
ing package.

“If, say, a dry cleaner
wants to expand, it may
have a great business model
but may still not meet pre-
determined benchmarks set
by banks for loans,” says
Mr Short. “We see this
opportunity for solid busi-
nesses that do not fit in a
predetermined box.”

Cultural shift required
to ease unemployment
Small business

Start-ups need more
help from the
region’s lenders,
says Simeon Kerr

Mouayed Makhlouf of the
IFC: ‘Something is wrong’
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For almost every family
company in the Gulf, how-
ever big or small, the topic
of selling shares to the pub-
lic inevitably arises. “It’s
a natural concept for this
region,” says Michael
Bevan, head of equity capi-
tal markets at HSBC in
Dubai. “There’s a big equity
culture.”

Retail traders dominate
the stock markets, meaning
that there is already
a familiarity with the idea
of selling shares to the pub-
lic, even for smaller busi-
nesses.

But, while many conver-
sations take place behind
closed doors, few family
groups are ready for the dif-
ficulties they face in a ini-
tial public offering.

Executives from these
groups are particularly con-
cerned about the level of
disclosure and transparency
required to trade on a stock
market. To go for an IPO,
they have to publish earn-
ings statements as well as
disclose any information
that may affect the share
price.

For many, such as Munir
AlKaloti, president of the
family-owned Kaloti jewel-
lery group, a big gold
refiner based in Dubai, the
idea of selling shares to the
public is just more trouble
than it is worth.

“It’s a headache,” says Mr
Kaloti. “You are more free
in your own company to do
whatever you want and
whenever you want. You
don’t have to call an assem-
bly meeting. It’s too compli-
cated.”

Corporate governance is
another problem for family
groups that would be forced
to structure and institution-
alise their companies ahead
of any sale of shares to the
public.

Many companies might
have relied on their close
relationships with local
banks for funds, depending
heavily on bilateral loans.
Larger groups have teamed
up with the syndicated loan
market. Some of the most
successful businesses, such
as Dubai-based Majid Al
Futtaim, have looked to tap
debt capital markets,
despite remaining privately-
held.

Family companies could
benefit from bringing in pri-
vate equity investors before
going to capital markets,
bankers say. As an outside
shareholder, a private
equity fund can press for
improvements on aspects
such as corporate govern-
ance.

International funds can
also introduce new exper-
tise. “It’s quite a tough
process, going private to
public,” says Mr Bevan.
“Especially in emerging
markets where you haven’t
got the pressures of disclo-
sure otherwise.”

The regulatory environ-
ment in the Gulf is not very
supportive of groups plan-
ning to sell shares. Rules
under the United Arab
Emirates’ companies law,
for example, control the
dilution and insist that
funds from share sales are

to raise new money, limit-
ing the options for family
groups.

Saudi Arabia, according
to bankers, has a more
attractive framework and
better liquidity. But, as
stock markets rebound –
Dubai and Abu Dhabi
recently hit three- and four-
year highs – bankers argue
that now is the time to tap
equity capital markets for
family businesses ready to
take the step that could
expand their business sig-
nificantly.

“The investor base is very
hungry for it,” says
Anthony Habis, head of
family offices Middle East
at Citigroup, the US invest-
ment bank, in Dubai. After
long-subdued equity capital
markets, investor demand
has strengthened for such
offerings.

A large first quarter IPO
by Asiacell in Iraq helped
lift total IPOs for the Middle
East to $1.6bn, 20 times that
of the same quarter a year
ago, according to Ernst &
Young.

However, only two IPOs
were recorded in the Gulf,
both in Saudi Arabia.

Some family groups have
suffered after selling shares
to the public, forcing issues
to be aired in public. Saudi
Arabia’s Mohammed Al-Mo-
jil Group, a big construction
company is going through
serious and public financial
difficulties.

But such woes should not
deter others from IPOs
because demand from inves-
tors remains strong for new
groups, says Abdulla Al
Zamil, CEO of Zamil Indus-
trial, the publicly-traded
unit of Saudi Arabia’s

Zamil Group.
Mr Habis estimates that a

large number of groups con-
sidering IPOs do not to go
ahead with the plans once
faced with disclosure scru-
tiny, governance and regu-
latory requirements; or,
more simply, when faced
with a mismatch in valua-
tion expectations.

In December, Dubai’s Al
Habtoor Group, with inter-
ests ranging from hotels to
construction, said it had
postponed a planned $1.6bn
IPO.

“After a thorough evalua-
tion I have decided to post-
pone the IPO,” said Khalaf
Al Habtoor, chairman at the
time.

“It is a moral issue not
taking the group public at
this time. I will continue to
focus on best practice and
growing the company in a
sustainable way.”

A large family business
IPO would have helped to
get the ball rolling for oth-
ers. In Saudi Arabia, there
is some hope that one of the
big conglomerates, such as
Binladin Group, may put
part of its business up for
an IPO this year.

An uplift in IPO activity
would pave the way for
more share sales. Bankers
agree that businesses have
become more realistic about
their price expectations,
bringing them closer into
line with potential subscrib-
ers of the share sales.

Disclosure
need deters
offerings
IPOs

Few families are
ready for the
required level of
transparency, writes
Camilla Hall

The regulatory
environment is not
very supportive of
groups planning to
sell shares

O
n a recent
evening in Cairo,
four young Egyp-
tian entrepre-
neurs took turns

to address a roomful of
potential investors to
explain the strengths of
their start-up ventures and
detail plans for growth and
profitability.

One had a frozen dessert
business that he hoped he
could one day franchise.
Another had just launched
an online grocery store. The
third had developed a
mobile phone application
allowing users to order and
pay for food at restaurants
and the fourth presented an
application that could turn
a smartphone into a speak-
ing newspaper for those
long hours stuck in Cairo
traffic jams.

All four were briefly

grilled by the audience
before they were asked to
leave the room while
another quick discussion
took place – this time
among the “angel investors”
to determine which, if any,
of the new businesses mer-
ited further investigation.

“Cairo Angels”, which
organised the gathering, is
a network of investors will-
ing to venture where no
banks would go by taking
risks on start-ups and mak-
ing their experience availa-
ble to young entrepreneurs.

A personal initiative
launched 18 months ago by
Hossam Allam, a senior
executive at Hassan Allam
Group, Cairo Angels has
already held six pitching
sessions that have resulted
in three investments and
three others that have yet
to be finalised.

Mr Allam returned to
Egypt in 2010 after 16 years
studying and working
abroad. He was at Shell
International and had
obtained an MBA from the
London Business School. He
describes his incentive as
his desire to buy into what
he considered an exciting
start-up scene. “I thought
there were some good

start-ups here, but I didn’t
have a shot at investing in
them,” he says.

If he could lure more like-
minded people into looking
at start-ups, he reckoned
that “as a group, we would
become more interesting for
entrepreneurs to talk to”.

“There are very few
attractive asset classes in
Egypt to invest in now,”
says Mr Allam. “Bonds are
below junk, real estate is
highly illiquid and the
stock market is volatile.
But this is an interesting
way to invest. You get to
experience the fun part of
setting up a company, such
as formulating strategy and
identifying the competition,
without the exhausting part
of recruiting talent and
implementing management
processes.”

Mr Allam approached
friends and contacts to
assemble Cairo Angels’ first
recruits and was later
endorsed by the American
Chamber of Commerce,
which led to more rapid
growth.

Membership stands at
about 35. Typically, says Mr
Allam, between three and
eight investors participate
in chosen ventures, each

putting in between E£50,000
($7,160) and E£150,000.

“There is no shortage of
innovation in Egypt,” he
says. “A lot of what we see
are copies of ideas from
overseas but they still have
to be adapted to the local
market, which is just as
demanding as innovation.”

One innovator who
received funding through
Cairo Angels is Amr
Ahmed, the 24-year-old
entrepreneur behind Sim-
pion, a company that “cre-
ates small inventions to
solve the problems of daily
life”. These include ergo-
nomic packaging, sleeves to

maintain the temperature
of hot or cold drinks and
technology accessories.

Simpion received
E£200,000 in December from
four angel investors and Mr
Ahmed says the benefits
exceeded the provision of
capital because he was able
to tap his new “mentors”
for financial advice and
contacts.

“In Egypt, banks require
three years of financial
statements to consider a
loan,” says Mr Ahmed. “It
means they are looking for
businesses that have been
functioning for some time
but they still call them
start-ups.”

Angel networks in Egypt
and north Africa are start-
ing to attract the attention
of the World Bank which is
looking at collaborations in
the region, according to
Simon Bell, an official at
the bank, who addressed
the Cairo Angels meeting.

“Definitely Cairo Angels
meets a very important
need in Egypt,” he says.
“There are many young
entrepreneurial Egyptians
who simply cannot get
access to bank financing for
their project ideas.” Banks
may be unwilling to touch

start-ups, but there are also
start-ups that do not want
to go near a bank. The
founders of Beqala.com, the
online grocery store which
pitched for funding at the
last meeting, said they
would not seek a bank loan
for Islamic reasons.

“I prefer an investor to a
bank loan,” says Mostafa
Mehrez. “I don’t want any-
thing with interest for
religious reasons and I
want someone to share
the risk.”

For those who are willing
to share the risk, says Mr
Allam, there could be tidy
profits. “If you invest in a
start-up that does well
enough that, say, three to
five years later someone
buys you out, you can
receive many, many times
what you invested.”

His aim is to improve the
quality of the pipeline of
projects seeking funding
and to expand the network
of investors.

“The moment investors
start achieving profitable
exits, others will be encour-
aged to participate and
more money will pour into
start-ups,” he says. “That
will be a watershed
moment.”

Innovators value presence of angels at the table

W
hen Tarig El-Sheikh lost
his investment banking
job in 2008, he co-
founded a bespoke tai-
loring service making

suits and shirts in Dubai, predomi-
nantly for US customers. Knot Stand-
ard has over the past few years raised
$2m, a third of which came from the
Middle East and north Africa (Mena)
region. “We did a sales process, sell-
ing shares in the company,” he says.
“In the Mena, there are traditional
venture capitalists, investment net-
works and angel groups banding
together.”

Mr Sheikh’s venture is a success
story in what is a mixed – and poten-
tially risky – environment for regional
entrepreneurs seeking start-up and
growth funding.

Some small consultancies, whom he
describes as “unscrupulous inves-
tors”, are trying to force entrepre-
neurs to take expensive capital by dis-
counting valuations of emerging busi-
nesses, or charging exorbitant advi-
sory fees. “We came across equity
loan sharks. With the good comes the
bad,” he says. “It’s a little like the
Wild West here.”

Investors and entrepreneurs agree
that the market for early-stage equity
financing for businesses is at its
embryonic stage but they are happy
to see it maturing.

From technology entrepreneurs in
Jordan to wealthy family groups in
Saudi Arabia, angel investors and
venture-capital funds are backing
fledgling businesses that are shunned
by banks, while being too small to
attract private equity.

Crowd investing is seen as having
new potential for seed capital.
Eureeca, a Dubai-based online crowd-
investing platform, allows small com-
panies to exchange equity for cash
from investors, who as part of the
three-month money-raising process
can interact with the entrepreneurs to
ask questions online.

After finding “overwhelming
demand” of more than 400 funding
proposals during its beta phase, the
website was launched this month
with two groups seeking investors
online. “There is great pent-up
demand because of the SME funding
debacle,” says Christopher Thomas,
co-founder of Eureeca, which hopes to
list 100 companies seeking equity
financing over the next year.

Fadi Ghandour, the founder of Ara-
mex, a regional logistics company, is
one of the region’s best known early-
stage investors. His $20m fund, run
alongside his business partner, Arif
Naqvi, chief executive of Abraaj, a
private equity firm, has invested in 65
companies, mainly technology groups.

Mr Ghandour is raising a $50m-$70m
fund for those seeking the $1m-$3m
they may need as “follow-on funding”.

There is a real gap in the market,
argues Salam Saadeh, founder and
chief executive of Active M, a venture
capital investment and advisory
group.

Middle East start-ups usually rely
on “friends and family” for their first
$500,000. They can struggle to raise
the next level of funding.

Governments have an important
role to play, says Ms Saadeh. Lessons
can be learnt from Jordanian

experience in fostering an environ-
ment for technology entrepreneurs.
Jordan encouraged start-up funding
by investing via privately managed
funds.

“Jordan has patient money,” she
says. “Not just investing in buildings,
but investing directly to give confi-
dence to the sector.” The Jordanian
technology ecosystem is the most
developed in the Arab world, propel-
ling the sector from 4 per cent of
gross domestic product to 30 per cent.

Oasis 500, a state-backed incubator
project, has helped drive the entrepre-
neurial culture and, combined with
active investment from government
officials and telecoms companies,
helped engrain it.

In the Gulf, where government
backing is reserved for nationals, Ms
Sadeh says it is at a much earlier
stage and the private sector should
lead the way in developing expatriate
start-ups. “The UAE could play a big
role as Dubai is a melting pot of dif-
ferent cultures,” she says.

High-profile entrepreneurial exits
boost confidence further, such as the

business information provider
Zawya’s sale to Thomson Reuters last
year and Maktoob’s sale to Yahoo in
2009. This year, expatriate-owned
deals website Cobone.com was
acquired by an overseas fund.

GrowthGate Capital, which has
geared itself towards “middle market”
investments of between $50m and
$250m, has sold one business and
expects to complete two more sales
this year. “We also are planning to
raise capital, in due time, to capture
the real opportunities at hand,” says
Karim Saoud, founding partner.

Abraaj, the Middle East’s biggest
private equity firm, has homed in on
the SME segment since acquiring
Aureos, a global private equity group
investing in SMEs in Asia, Africa and
Latin America.

Abraaj is looking at investments of
between $2.5m and $100m, says
Ahmed Badreldin, who oversees the
company’s Mena investments. “The
smaller the company, the more hand-
holding one needs to do,” he says. “It
is more heavy lifting but for more
reward.”

Risk takers
move to fill gap
left by play-safe
lenders

SME funding SimeonKerr reports on a
potentially rewarding arena for entrepreneurs

Net works:
Eureeca, an online
investment site,
has found
‘overwhelming
demand’

Hossam Allam: promoter

from financiers are still sti-
fling companies.

Lending to the private
sector in the Arab world
lags behind that in most of
the world’s other big eco-
nomic blocs, according to
World Bank figures. Domes-
tic credit to the Middle East
and north Africa stood at
just 35.1 per cent of gross
domestic product in 2011,
compared with 61.4 per cent
in sub-Saharan Africa, 115.3
per cent in east Asia and
the Pacific, and 135.9 per
cent in the European
Union.

Financial problems
include the Catch-22 con-
fronting entrepreneurs in

Continued from Page 1 Egypt, where banks often
require three years’ worth
of financial statements
before they will approve a
loan. This effectively makes
it impossible for them to
give credit to start-up busi-
nesses.

Financial institutions in
some countries are growing
even more cautious about
lending, stung by the politi-
cal instability around them
and the unravelling of the
relationships they enjoyed
with toppled autocratic
regimes.

In Tunisia, where long-
time leader Zine al Abidine
Ben Ali was overthrown in
January 2011, the rate of
non-performing loans in the
banking system rose from

13 per cent in 2010 to 16 per
cent in 2011, “largely due to
the failure of large busi-
nesses associated with the
former ruling family and its
associates”, according to
the European Bank for
Reconstruction and Devel-
opment.

In this increasingly hos-
tile environment, some
entrepreneurs desperate for
funding face dangers from
consultancies that offer
them capital at inflated
prices and charge hefty
advisory fees – what one
entrepreneur describes as
“equity loan sharks”.

The financing of private
business is also hampered
by longstanding legal
obstacles, notably the

criminalisation of debt.
When the owners of ailing
companies are jailed in the
United Arab Emirates
because they cannot honour
their obligations to repay
creditors, it is hardly an
encouragement to future
entrepreneurs with big
ideas but no certainty of
success.

A further problem is the
stop-start attempt to
increase the access to
finance of the family com-
panies prominent in the
region’s economies, particu-
larly in the Gulf. While
some are thinking of tap-
ping stock markets for fresh
capital to expand, relatively
few have been prepared to
stomach the increased dis-

closure and transparency
such a leap entails.

But continuing with the
status quo could itself be
risky as well as unexciting.
The epic and continuing
Saudi Arabian dispute
between Maan al-Sanea and
the Algosaibi family has
shaken preconceived
notions that kinship will act
as a guarantor of stability
and a stay on damaging
public legal disputes. Many
dynastic businesses are now
transferring to second and
third-generation owners,
increasing the likelihood of
destructive family rifts over
ownership and strategy.

While the list of problems
may seem long, many
observers say there are

plenty of promising solu-
tions, with angel investors
and venture-capital funds
filling some of the gaps left
by reticent banks and pri-
vate equity companies.

In Egypt, groups such as
Cairo Angels are providing
investment to a wide range
of start-ups and are attract-
ing the interest of interna-
tional institutions such as
the World Bank. In Jordan,
where on-off protests have
put increasing pressure on
the monarchy, the fast-
expanding information and
communications technology
sector has enjoyed growing
success.

The flourishing of these
kinds of possibilities, even
amid adversity, is one of

the main justifications cited
by those who are optimistic
about mobilising finance to
fuel business growth.

In a recent article, Ashraf
Zeitoon, a former adviser to
the governments of Dubai
and Jordan, and Yasar Jar-
rar, a fellow at the Dubai
School of Government, said
government seed funding,
angel investors and venture
capitalists would help pro-
vide the financial heft to
support a dynamic – if sup-
pressed – business culture
that predates the Arab
spring.

As they put it: “In under
a decade, a buzzing entre-
preneurship ecosystem has
been created by and for the
youth of the Arab World.”

Forces must rally in aid of the private sector

The financing of
private business is
hampered by
longstanding legal
obstacles

Egypt

Heba Saleh reports
on an initiative that
is receiving positive
attention from
the World Bank
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T
he global financial crisis
shook a small but significant
group of the Gulf’s family
businesses to the core. Dur-
ing the boom years, some of

the region’s most well known family
companies had enjoyed cheap credit,
expanding their operations while
increasing their debt load.

In those heady days, business plans
were made on the expectation that
growth would continue to accelerate.
But then those plans were severely
tested by the credit crunch. While
many family businesses were able to
ride out the crisis, others struggled to
manage what they owed, serving as a
cautionary tale for the wider sector.

While many of the troubled compa-
nies conducted their debt negotiations
in private, some of those that had
borrowed from international lenders
found – somewhat uncomfortably –
their affairs aired in public.

In Saudi Arabia, the multibillion
dollar debt woes of Saad Group and Al
Gosaibi overshadowed any other
regional family debt crises. The two
entities defaulted on payments to
scores of domestic and international
banks.

The scale of the problem rattled the
Saudi banking system and the
broader economy as credit markets
seized up. International lenders are
still waiting to be repaid years later.

Al-Tuwairqi Group, the steel manu-
facturer, announced a SR7.5bn ($2bn)
debt restructuring deal in 2011 with 18
local and international banks.

As recently as November last year,
Mohammed al-Mojil Group, the Saudi
Arabian publicly-traded construction
company, survived a call to break
itself up after trading losses pushed it
to the brink of collapse.

In the United Arab Emirates, Abu
Dhabi-based Al Jaber Group – which
rapidly expanded its business –
remains in talks with banks on a
$4.5bn debt restructuring. Debt talks
with Fal Oil, owned by the Al-Sari
family and originally based in Shar-
jah, are continuing after it resorted to

court battles with the Sharjah govern-
ment over allegedly unpaid dues.

Such large debt restructurings
exposed the practice of name lending
– extending loans based on reputation
– at banks in the region. It had also
seeped through to the international
banks.

“It is the international banks that
had the hardest lesson,” says one sen-
ior investment banker in Dubai. While
talks continue on many of the Gulf’s
debt workouts, international banks
have had to write down a plethora of
bad loans. Analysts say some of the
region’s local banks have delayed the
problems of their exposure by rolling
over loans that cannot be repaid –
so-called “zombie loans”.

Ratings agencies have had to look
more closely at how they assess the
handful of companies they work with
after Saad Group defaulted on rated
debt. Tommy Trask, credit analyst at
Standard & Poor’s in Dubai says: “It’s
not good enough to make assumptions
about these things. We need to have
some tangibles to rely on.”

S&P says the agency studies the
owners and their wealth as well as

their incentives for supporting the
family business. This it does in a way
similar to its method of gauging gov-
ernment support for state-related enti-
ties.

Many of the companies were able to
survive the credit crunch by diverting
capital from healthy businesses into
their weaker units. “The ones that
really struggled were mid-market and
small caps – where the banks didn’t
have the credit appetite, or companies
didn’t have supporting shareholders,”
says Anthony Habis, managing direc-
tor and head of family offices in the
Middle East at Citigroup in Dubai.

As problems mounted, companies
were forced to re-examine their man-
agement practices. “This whole period
was fantastic for [families] to sit back,
look at board governance, succession
planning . . . [and] major management
changes,” says Abdulla Al-Zamil,
chief executive of Zamil Industrial.

Bankers tend to agree. Nicholas
Levitt, head of UAE commercial bank-
ing at HSBC in Dubai, says the finan-
cial crisis highlighted the need to pro-
fessionalise management and over-
sight at family-owned companies.

“You needed to get people at the
C-suite of executives with real teeth,”
he says. It was clear that “over-or
under-involvement could also be dan-
gerous to growth”.

Some remain sceptical about how
much has changed since thethe credit
crunch. “There are changes but not
fast enough,” says Ahmad Alanani,
senior executive officer in Dubai at
Exotix, the emerging market invest-
ment bank that specialises in illiquid
debt.

Companies have started to improve
the amount of information that they
are giving out, though a lot of their
debt problems with local banks are
not exposed because lenders keep
extending repayment deadlines, he
adds.

While there have been some high-
profile debt restructurings, some fam-
ily businesses were actually better
placed than other small and medium-
sized businesses to weather the finan-
cial crisis, says Mr Habis.

What he refers to as “sweat equity”
boosted businesses because “the fam-
ily is in control, they built it from
scratch”.

‘Reputation’ lending gets a bad name
Debt workouts

Big banks have been stung
by a plethora of bad calls,
writes Camilla Hall

Fal Oil: debt talks are
continuing after court
battles with the Sharjah
government over alleged
unpaid dues
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After embarking on a
radical and at times
turbulent transformation of
its political life, the north
African nation of Tunisia
is about to reconstruct a
banking sector critical to
its economy.

The nation of 10m people
is only now coming to
grips with the legacy of
former dictator Zine al
Abidine Ben Ali’s alleged
manipulation of the
country’s state and private
banks.

Tunisian authorities are
auditing the three largest
publicly held banks while
regulators and other
experts are predicting an
impending period of
consolidation and
restructuring that could
herald opportunities for
investors as well as perils
for the fragile economy.

“To be fair to the
banking sector, it has
contributed tremendously
to building the Tunisian
economy,” says Ezzeddine
Saidane, a prominent
economist. “But it has
been done at a cost, and
the cost is very high.”

Tunisia was the first
nation to overthrow its
longtime tyrant in the
Arab spring revolts of 2011,
and, despite setbacks, it
remains the poster child
of the international
community for its
relatively moderate
political leadership and its
sincere attempt to revamp
its struggling economy.

Mr Ben Ali and his
extravagant relatives
allegedly used the
country’s banking system
to build up their personal
wealth. A 2012 report by
the European Bank for
Reconstruction and
Development estimated
that the rate of non-
performing loans edged up
from 13 per cent in 2010 to
16 per cent in 2011,
“largely due to the failure
of large businesses
associated with the former
ruling family and its
associates”.

Experts estimate that the
rate has risen further since
the revolution.

Banks nationwide hold
TND10bn ($6.1bn) in non-
performing loans, about 19
per cent of the total.
“That’s huge,” says Mr
Saidane. “That’s a major
weakness.”

While private banks hold
only about 9 per cent in
bad loans, state-owned
banks have a non-
performing loan rate of 30
per cent. “The highest
portion of lending is linked
to the government and
that creates a link between
sovereign risk and the
banking sector,” says
Oliver Masetti, an
economist specialising in
emerging markets at
Deutsche Bank. “That
might create some
structural problems.”

Experts also worry that
an unhealthy 37 per cent

of all Tunisia’s banking
assets remain in the hands
of the same three stodgy
state-owned banks –
Société Tunisienne de
Banque, Banque Nationale
Agricole and Banque de
l’Habitat – that are
undergoing an audit that
could lead to radical
restructuring or sell-off of
parts of the the public
banking sector.

A 2012 International
Monetary Fund analysis of
Tunisian bank stability
estimated that rescuing
these banks with
additional injections of
capital could cost upwards
of 5 per cent of gross
domestic product at a time
when state coffers are
running low.

Tunisia last month put
the finishing touches on a
$1.75bn standby IMF loan
deal meant to help shore
up the country’s reserves
as it undergoes potentially
painful economic reform.

The central bank holds
about $6.6bn in foreign
currency reserves, a little
over the critical threshold
of three months worth of
imports. “There’s a risk
that the banking sector
could put additional
pressure on the fiscal
situation in Tunisia,” says
Mr Masetti.

There are other problems

afflicting the banking
sector that herald an era of
change. Though it is more
advanced than that of its
neighbours, it remains
deficient in training and
technological advances.

The IMF analysis of the
sector noted that “banks
lack good information
technology” and that the
central bank has “a
fragmented data
management system”.

Experts say the country
has too many small banks,
creating the potential for
mergers and acquisitions.
Mr Saidane cites eight
private onshore banks, five
of them with foreign
partners, and a half dozen
or so offshore banks with
bricks-and-mortar
presences in the country,
as well as the state-owned
banks.

For years, Mr Saidane
and others say, the sector
was resistant to dramatic
change but a new era may
be beginning. “After the
revolution, with the
downturn the Tunisian
economy is going through
right now, solutions have
to be found for those
weaknesses which in fact
opens up opportunities for
the future,” he says.

“One of them is the
inevitable consolidation
process. There was a lot of
resistance in the past.
Now, with the levels
reached, consolidation has
become a must. It has to
take place as soon as
possible.”

Economic
revival depends
on banking
reconstruction
Tunisia

Borzou Daragahi on
a country coming to
terms with excesses

Ben Ali and his
relatives allegedly
used the system to
build their
personal wealth

Saudi Arabia’s big business
families dominate the
economy but they now face
a moment of truth if they
want to maintain their
historic prosperity.

As the kingdom’s banks
and regulators tighten up
local lending and open the
market to international
investors, family groups
will need to tap into new
sources of credit and
reveal their finances to
outside scrutiny. They
must ensure orderly
succession plans, adopt
sound management policies
and contain internal feuds.
Unless they become more
corporate, they will wither
and die.

Saudi business families
have historically played a
strategic role in the
country, accounting for 90

per cent of all companies.
These families – the Al
Rajhi, Al Olayan, Al
Rashed, Al Omran and Al
Turki families just to name
a few – have grown along
with an economy that has
doubled in size since 2005.

But the economic
environment is changing,
with the result that the
family companies will have
to think hard about where
they source their financing
in future. On the one
hand, banks, stung by the
financial crisis and some
high-profile business
collapses, have become
warier about risk, and
about tying their fortunes
too closely to single
companies with which they
have a longstanding
relationship.

The Al Gosaibi/Saad
group saga and ensuing
corporate failure made
banks more risk averse.
Confidence and extreme

leverage made things
worse after the 2008
financial crisis, exposing
groups such as Al
Tuwairqi. More recently,
the liabilities of Al Mojil
group, which surpassed its
assets, forced it on to a
rocky path until the
market regulator
suspended trading in its
shares last year.

On the other hand, the
Saudi Capital Market
Authority also wants to
attract more foreign
investors, increasing the
available sources of
international capital. The
CMA is finalising a
regulatory framework
which will allow foreigners
to directly own stocks in
Saudi Arabia.

The family companies
have a series of internal
governance obstacles to
overcome as founders pass
away, opening up the
possibility of internal

disputes. These potential
problems are magnified by
Saudi Arabia’s poorly
developed legal system for
resolving business
arguments.

Most prominent family
businesses are into the
second generation of
ownership – and the task
of preparing to pass on to
the third generation is
daunting.

The later generations,
brought up in wealth, tend
not to have the same
experience as their
forefathers who fought
hard to establish the
business. Essential
functions such as financial
planning and debt
management are
undervalued in a market
still awash with liquidity.
Many owners find it hard
to distinguish between the
interests of the family and
the interests of the
business. Alignment

between management and
owners is often missing.

Many second generation
family members are also
often reluctant to provide
professional advisers with
authority, relegating them
instead to roles as back-
office analysts. Owners
have a tendency to
interfere in many
investment decisions. The
level of rewards for
professionals in Saudi
family companies is still a
far cry from that earned
by their peers in western
family offices and
endowments.

Advisers who have
worked for the owners for
years are yet another
difficulty. Close to the
founder, their loyalty often
trumps their skills and
experience as a
determinant of their
survival.

The result is often a
financial conservatism that

will damage the interests
of the companies in the
long run. A host of
investments are treated as
untouchable, even if they
give low yields. Emotional
investments that have the
imprint of the owners can
carry the highest risk for a
business family.

The solid Saudi economic
growth story of the past
decade and the real estate
frenzy that has ensued
have created a false
perception of constantly
rising asset prices. That
has made the restructuring
of liabilities less of a
priority. The Saudi
economic boom naturally
compelled many firms to
have a home bias.

It has also led family
businesses to focus too
much on the domestic
market rather than
diversifying portfolios
internationally.

Diversifying abroad and
establishing important
business ties can help
family firms deepen
processes of governance
and corporatisation that
could otherwise be
retarded. Many have
benefited from creating
joint ventures over the
years, helping them mature

faster. Many family
businesses have basic
corporate governance
structures, with boards,
executive and investment
committees in place.

However, boards are
often filled by loyal and
trusted friends rather than
skilled professionals and
contrarians. Likewise,
investment committees can
be bypassed by the owners.

Business families must
trust the professionals they
have hired to be genuine
custodians of their wealth
and be less involved in
decision-making. The hope
is that the select few that
are corporatising
successfully will create a
positive example for others
to follow.

John Sfakianakis is the
chief investment strategist
of Masic, a Saudi Arabian
family investment company
that was founded in 1933.

Emotional investments carry highest risk for Saudi family companies

John Sfakianakis of Masic

Planet Toulan, a video
game that is being launched
this year, immerses users in
an environment inspired by
Arabian mythology and the
One Thousand and One
Nights.

Players step into a virtual
world where they can
socialise, fight monsters or
become planetary warrior
leaders. The game will be
free, but Beladcom – the
Jordanian company devel-
oping it – will earn revenue
on “microtransactions”, or
small payments for such
things as weapons needed
to kill monsters.

Beladcom, founded in
2010, is one of many new
information and communi-
cations technology (ICT)
companies to have prolifer-
ated in Jordan, lured

by government policies
friendly to the sector and
its cadres of skilled, degree-
holding workers.

“We are the first gaming
company from our region to
develop a game of this large
a scale, building on high-
end gaming technology,”
says Mohammed Hujeij,
Beladcom’s creative direc-
tor.

Interactive gaming is one
of the new areas in which
Jordan is drawing investors
as it builds on its niche as a
regional ICT hub.

The country began a con-
certed effort to promote ICT
in 1999 with its Reach Initi-
ative, overseen by King
Abdullah and focused on
developing the human
resources infrastructure
and financing mechanisms
needed to persuade inves-
tors to beat a path to the
resource-poor desert king-
dom’s door.

The industry now gener-
ates an estimated 14 per
cent of gross domestic prod-
uct and employs about
75,000 people directly and

indirectly, says Marwan
Juma, an entrepreneur and
former ICT minister.

The sector’s revenues
have grown from $300m
then to about $2.3bn in 2011,
says Mr Juma, who also sits
on the board of Oasis 500, a
company that provides seed
capital and mentoring for
start-ups. Jordan, he says,
now leads league tables in
terms of the number of ICT
deals completed in the
region, and is second by
volume after the United
Arab Emirates.

Alongside areas such as
gaming, the kingdom is also
home to growing e-com-
merce companies.

Jamalon, also founded in
2010, uses Jordan as the
back-office headquarters for
its pan-Middle Eastern
online book business. Ala
Alsallal, a returning expa-
triate began the business at
home with his brothers, sis-
ters and mother. From seed
capital of $15,000, the busi-
ness raised more funding
from investors and
expanded organically.

Today it offers more than
9m titles. MarkaVIP,
another online retailer, has
also grown exponentially.
The company was founded
in 2010 with the goal of
becoming the number one
e-commerce company in the
region. Its business model
is based on “flash sales”,

exclusive invitation-only
sales that discount products
for a limited period.

Having started with
seven people less than three
years ago, the company
employs 340 people, 200 of
them in Jordan. It sells to
eight markets in the region
and claims 2.7m “members”
who see its promotions on
its products. It has raised

more than $20m from inves-
tors in New York, Silicon
Valley and Europe. “We are
the pioneers,” says Ahmed
Al Khatib, MarkaVIP’s
founder and chief executive.
“We have proven to the
world and to investors that
there is a market for e-com-
merce, and people are shop-
ping online.”

Mr Al Khatib says the
region, with its strong
social bonds and embrace of
the internet, was overdue
for internet shopping. Cul-
tural factors are also fuel-
ling demand for online
shopping. In conservative
countries such as Saudi
Arabia, women have to be
accompanied to go to a
shopping mall. “The Arab
world is a very social
world,” Mr Al Khatib says.
“Look at how much traffic
the revolutions generated
on the internet. We thought
we could monetise this traf-
fic somehow.”

Equally, if the Arab world
is coming relatively late to
e-commerce, using Jordan
as a principal hub, linger-

ing political risk and opera-
tional difficulties may be to
blame, the first movers say.

MarkaVIP would like to
launch in Egypt but is hesi-
tating. “Launching in Egypt
would double my audience
overnight, but it’s very dif-
ficult because of the politi-
cal situation,” Mr Al Khatib
says.

Jordan’s online busi-
nesses also must contend
with bureaucracy at home
and elsewhere, among other
barriers to trade. “We have
to deal with customs, ship-
ping and censorship – but
we challenge them,” says
Mr Alsalla.

As one response to this
obstacle, the company has
secured several agreements
on e-books with big publish-
ers and plans to launch an
application next month.

Among the successful
new entrants, however, the
overall mood is upbeat and
expansive. “Jordan is at the
forefront of technology and
products – it really is the
Silicon Valley of the Middle
East,” says Mr Al Khatib..

Kingdom leads region in number of tech deals
Jordan

Friendly policies
capitalise on skills,
says John Reed

W
ith large-scale govern-
ment spending on the
back of a decade-long
windfall of oil wealth,
the Saudi private sector

has been wallowing in the profit of
mega state-backed projects and rela-
tively easy and cheap access to
finance.

Like other Gulf states, the private
sector has been dominated by a few
family conglomerates whose wealth
has expanded exponentially during
the current oil boom and the first one
in the 1970s. Traditionally, banks felt
more comfortable lending to big busi-
ness families whose senior members
usually sit on their boards, while
small and medium-sized business
owners struggled to get finance.

Though the government has long
expressed an intention to enhance the
role of the private sector and SMEs in
the country’s economic development,
little has been done to force banks to
extend credit beyond state projects.

But even big business owners say
banks will not lend to them if the
projects are not government financed.
While they are enjoying the boom,
they are bracing for a bust similar to
that of the 1990s when oil prices col-
lapsed, the debt-ridden government
ceased capital expenditures and the
economy stagnated.

“If the government stops spending,
we will shut down like [we did] in the
1990s,” says the owner of one con-
struction company. “How come a
country with so much wealth has only
seven banks? Saudi banks are like a
club. They can easily gang up against
you and make or break you because
there is no competition.’’

Analysts say the small number of
banks is mainly because of the central

bank’s strict requirements and risk-
averse policy. “They want to control
the economy and they do not feel the
need to add more banks,” says one
Dubai-based economist.

The outlook for financing is posi-
tive, with commercial bank lending to
the private sector at a “low double-
digit rate of expansion”, according to
a report by HSBC. It adds that the
loan-to-deposit ratio is at 80 per cent,
five percentage points below the stat-
utory maximum, suggesting plenty of
scope for further lending.

“Given that there are so few banks
around, there are no real incentives to
lending to SMEs because there is no
real requirement to take such risk,”
says the economist, adding that the
real issue is the lack of a legal frame-
work that guarantees that banks can
recover assets in case of default.

The Arab world’s biggest economy
has maintained a high spending strat-
egy since the financial crisis unfolded
in 2008 as bank lending slowed at
home and overseas. But, soon after
the eruption of popular uprisings in
the region, the government responded
to calls for political reform by
announcing a $130bn expenditure plan
to forestall discontent among its 19m
nationals.

Spurred by high spending, growth
in gross domestic product stood at
more than 6.8 per cent in 2012, driven
by the non-oil sector. The government

announced its biggest budget ever
this year, saying it expected $219bn in
revenue.

Analysts say the defaults of 2009-
2010 by the Saad Group and Ahmad
Hamad Algosaibi & Brothers, two
large family-owned conglomerates,
have made banks even more risk
averse. Saudi banks were estimated to
have an exposure of $5bn-$7bn.

The Saudi Arabia Monetary Author-
ity has imposed new rules, limiting
the loans for each business group to
avoid a similar scenario. Some compa-
nies, such as construction company
Saudi Oger, had to borrow in the shar-
ia-compliant financial instrument
(sukuk) markets after reaching the
borrowing limit in the normal market.

“The central bank is very aware of
the concentration of loans that we
have seen of the last few years when
banks have lent to certain groups of
large businesses,” says John Sfakiana-
kis, a Riyadh-based economist and
chief investment strategist of Masic,
an investment group. “More credit
will be available for SMEs. It has
already changed and it will change
[further].’’

Turki al-Hugail, a Washington-
based Saudi economist, argues that
SMEs have to be better informed and
structured so they can allow banks to
look at them more seriously as pro-
spective lenders.

“If SMEs have no financial state-
ments, a bank won’t touch them.
Therefore, entrepreneurship has to be
fostered and financing is a key miss-
ing component,” he says. “Sector-ori-
ented growth has to become a priority
of the state in collaboration with the
private sector. The private sector
could be growing independent of the
way the government spends.”

But aspiring small businessmen and
women say resorting to borrowing
money from family and friends is
their only option as banks are reluc-
tant, and lack the staff, to deal with
individual borrowers.

“It is like a feudal system here. The
whole system is based on monopoly,
including banks, and no one can stop
them,” says Essam al-Zamil, a young
IT entrepreneur. “There’s no way I
could think of asking for finance for
my business. They ask for very high
interest and want to take zero risk.”

Small business
remains reliant
on friends and
family for funds
Saudi Arabia Riyadh could do considerably
more tomake banks extend credit beyond state
projects, writesAbeer Allam

Among the
successful new
entrants, the overall
mood is upbeat
and expansive

Riyadh riches: the
state maintains
a high spending
strategy Getty

‘It is like a feudal system
here. The whole system
is based on monopoly’

Guest Column
JOHN SFAKIANAKIS
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