Summary for the website
With the generous support of Mr. Pierre Besnainou, PlaNet Finance Israel has carried out from February 2007 to October 2007 a national feasibility study to assess the potential of microfinance in Israel and provide potentially interested local and international actors with the information necessary to decide whether or not to launch an initiative in the microfinance sector in Israel, as a tool to support microentreprise and to tackle poverty.
The study aims to provide operational information related to:

a) The offer (or lack thereof) of financial services to the bottom of the pyramid in Israel.  It analyzes both the formal financial sector as well as informal means of accessing financial services and products.  It provides information on which populations or markets are currently not served or underserved.

b) The demand for microfinance in the country with a focus on three groups of  entrepreneurs (or potential entrepreneurs) who lack access to financial services:
· Small registered (i.e. legally incorporated) businesses
· Small to very small unregistered (i.e. informal) businesses
· Potential microentrepreneurs who today are jobless people or working poor interested in starting their own enterprise.

The study, consisting of a quantitative and qualitative analysis of the need for financial services, was conducted with 587 people stemming from a variety of socio-economic and ethnic backgrounds.  This study is the first of its kind carried out in Israel.
c) The legal environment related to the incorporation of microfinance institutions and on what types of institutions are best suited to provide microfinance in Israel. 
Overall the study intends to raise awareness about microfinance’s potential role in Israel and help interested stakeholders decide whether or not they would like to launch microfinance activities in the country.

Context

Israel has a technologically advanced market economy in which the government plays a strong role. It’s GDP per capita stands at a high level (26,200 US$ in 2004); nonetheless, poverty has been on the rise since the 1990s with today around 24.7%
 of the population living below the national poverty line (1,700 NIS a month for one person).

Israel’s M/SME sector

The country’s M/SME sector is a source of job creation and income generation: 97% of all firms are small businesses and in 2006 there were 414,000 M/SMEs.  This universe is large and covers enterprises of an annual turnover comprised between 2 and 20 million US$.  Despite its size and contribution to the economy, the M/SME sector – which is the only sector to have succeeded in creating new jobs in the last decade - suffers from very poor access to finance.  Government programs have done little to develop small businesses, and privately funded programs have only reached a small percentage of the sector.

Israel’s Microfinance sector

Microfinance as the study defines it (enterpreneurs operating in the formal and/or informal economy and having an income from slightly above to largely below the poverty line) is more acutely exposed to the issues facing the M/SME sector.  Access to financing is almost non existant, there is a lack of adapted techniques and products, and the programs designed to overcome the obstacles have very limited outreach leaving the market wide open for loan sharks and other “grey area suppliers”. 

In view of the economic hardships and declining economic stability of several key groups, microfinance has a real role to play as a poverty alleviation tool. 
Offer Study 

While the offer of financial services and products is generally well developed in Israel, there are nonetheless several population pockets that either have a limited access to finance or are excluded altogether from formal financial institutions: 

· The commercial banking sector is highly concentrated with two banks accounting for more than 60% of the market.  Commercial banks dedicate a very small portion of their lending activity to the M/SME sector and even less to microentrepreneurs.

· The non-banking financial institutions (credit card companies, leasing and insurance companies) essentially ignore the microenterprise sector.

· There are a number (20) of Loan Guarantee Funds programs, which have been established, through NGOs or government programs, to assist low income populations in accessing commercial sources of finance.  These funds have facilitated around 2,500 loans in 2006, for an average amount of 35,000 US$.  This amount is clearly largely in excess of microentrepreneurs’ needs and repayment capacity.

It is clear that the financial landscape of Israel would benefit from the addition of specialized institutions catering to the needs of populations lacking access to the formal financial sector. This would include in particular low-income households, microentrepreneurs, and specific emphasis on the North and South regions of the country.  

Demand Study

The national market study of the potential microfinance sector was designed to cover a large and diverse population base in order to give potential investors general information rather than specific details regarding certain markets in particular.  The study considered three types of entrepreneurs who currently lack sufficient access to financial services in Israel.  These are:

· Small businesses .  These businesses have a median monthly turn over of 15,000 NIS (3,750 US$) and a median monthly profit of 8,000 NIS (1,900 US$).  Only 40% have employees.

· Micro businesses (not registered).  These businesses have a median monthly turn over of 10,000 NIS (2,380 US$) and a median monthly profit of 2,500 NIS (595 US$).  Only 6% of these businesses have employees

· Potential microentrepreneurs (jobless people or working poor who could potentially start their own enterprise to pull themselves out of poverty).

A decision was made to cover both a variety of disadvantaged population groups as well as geographic regions in order to create the most comprehensive study possible.  The study thus analyzes the demand for microfinance through three types of filters: a geographic filter, an ethnic/religious filter, and a business-type filter.  This method allows for cross-analysis of the demand based.

The study’s results can be summarized as follows:

	
	Registered 

Businesses
	Unregistered Businesses
	Potential Microentrepreneurs

	Sector of Activity
	45% Trade
28% Services
19% Handicrafts
8% Other
	33% Trade
30% Services
26% Handicrafts
11% Other
	72% Salaried Employees
28% No Activity or Unemployed?

	Years in Business
	65% More than 3 years
24% Less than 3 years 
1% 3-5 years
	65% More than 3 years
17% 3-5 years  
15% Less than 3 years
	N/A

	Location of Activity
	78.5% Outside home
18.5% Home-based
3% N/A
	51% Outside home
46.5% Home-based
2.5% Both
	N/A

	Location of Sales
	61% Shops
21% Neighborhood
11% Market
7% Other
	68% Neighborhood
29% Market
8% Shop
2% Other
	N/A

	Investments Last Year
 
	74%
	47%
	N/A

	Enterprises with Employees

	40%
	6%
	N/A

	Median Monthly Turn Over
	15,000 NIS (3,570 US$)
	10,000 NIS (2,380 US$)
	N/A

	Median Monthly Profits
 
	8,000 NIS (1,900 US$)
	2,500 NIS (595 US$)
	N/A

	Self-Finance of Business
	77.5%
	80%
	N/A

	Receive Bank Finance of Business
	25%
	21%
	N/A

	Interested in a Microfinance Loan

	62%
	57%
	46%

	Top Three Loan Uses
	81% Business Expansion
39% Finance an Asset
29% Reimburse a Debt
	67% Start Up
54% Business Expansion
46% Finance an Asset
	70% Start Up
38% Personal Consumption
34% Emergencies

	Median Loan Amount
	50,000 NIS (11,900 US$)
	22,500 NIS (5,350 US$)
	32,500 NIS (7,750 US$)

	Type of Instalment
	Monthly
	Monthly
	Monthly

	Amount of Instalment
 
	1,500 NIS (350 US$)
	800 NIS (150 US$)
	1,000 NIS (240 US$)

	Loan Term
	More than 3 years
	More than 3 years
	More than 3 years


Legal Study

There are four types of institutions that have the right to lend loans in Israel: non profit organizations, public benefit corporations, private companies, and commercial banks.  Only commercial banks have the right to both lend loans and offer savings services.

PlaNet Finance recommends that stakeholders interested in creating a microfinance institution to determine first whether the institution should be for profit or not.  If investors are only interested in profit-generating activities, the only viable legal model is a company as the establishment of a bank is expensive and the obtaining of the license is very difficult barring a government initiative.

Should stakeholders opt for a non profit institution, the decision between a public benefit corporation and a non profit organization will likely depend on the manner by which the organization will finance its activities (meaning debt financing versus private donations).  In both cases, operational expenses can be subject to external ceilings by regulatory bodies and the obtaining of tax-exempt status may be difficult.  As a general rule, Planet Finance recommends that stakeholders wishing to provide microfinance products and services through a non profit institutional model employ legal counsel in the definition of bylaws.     

Perspective

A market for microfinance does exist in Israel.  There is a real and important gap in access to finance by the poorest persons in Israeli society and microentrepreneurs have very few possibilities for the finance of their economic activities apart from self-finance and informal means of accessing loans.  Moreover, using one method of calculating the size of the market indicates that there are approximately 282,000 potential microentrepreneurs in Israel.
     

That being said, the market in Israel does present a number of particularities that should be taken into consideration.  The market study does indicate that there is a demand for specialized loan products to develop microenterprises, although the level of demand is lower than is normally seen in market studies in this sector.  In addition, past experience indicates that microentrepreneurs tend to strongly overestimate the loan amount required to invest in their business, meaning that the figures presented here are probably much lower in reality.  Finally, the instalment amounts listed here, along with the proposed loan terms, indicate that microentrepreneurs do not have a sense of loan cost.  These elements should not act as a deterrent to the launch of microlending activities but rather indicate that a certain amount of awareness-raising about microfinance should be carried out towards the target population.  This is normal given the absence of a microfinance sector in Israel and given the abundance of philanthropic funds.

To develop the microfinance sector in Israel, PlaNet Finance proposes three separate actions:

· A large scale awareness campaign, designed to inform a variety of actors about microfinance and its methodologies as well as its potential for development in Israel.  This would include both seminars designed to educate institutions such as commercial banks, NGOs, government authorities, and microentrepreneurs about microfinance as well as advocay activities to encourage commercial banks and institutions such as the Israel Small and Medium Enterprise Authority to downscale their activities

· A pilot project, designed to bring together interested local stakeholders and introduce a Best Practice microfinance program that can rapidly become autonomous and self-sufficient.  This pilot project should target a wide variety of microentrepreneurs and potential microentrepreneurs in order to guarantee the sustainability of the program and in order to present the greatest depth of outreach.  

· Technical assistance for an existing loan guarantee fund, in order to improve its outreach and ability to reach all microentrepreneurs lacking access to finance.  

The ability of microfinance to address poverty problems in Israel will depend on both the types of products and services that are to be offered as well as the effort to adapt international best practices to the specific Israeli context.  By using the above-mentioned activities as a means of introducing the concept and establishing Israeli-specific benchmarks, the microfinance sector of Israel could prove to be an important tool in poverty alleviation.  

� CIA World Factbook 2007.  


� Referring to business investments, either in working capital, the purchase of an asset, or business expansion.


� Referring to 1-5 employees either full-time, par-time, paid or unpaid.


� Respondents were asked to estimate their average monthly profit from the business.  However, it cannot be known from the responses whether or not this indicates the business profit or the income of the household per month.  


� Defined in the study as a very small loan lent from a specialized microfinance institution.  


� This figure indicates how much the respondent would like to pay back per month, regardless of the actual cost of the loan.  


� Please see Recommendations section of this report for more information on the method of calculation.





