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ABSTRACT

The study aims at investigating fundamental risks facing microfinance
institutions, the impacts on profitability and a comprehensive
framework for managing these risks.

The study problem is to identify microfinance risk impacts on profitability
of microfinance institutions, relationships between risks and institutions'
profitability and the effect of absence of sufficient guarantees
from customers upon these institutions' profitability.

The study assumes that, statistically, there is a significant relationship
between microfinance risks and profitability of microfinance institutions,
and insufficient guarantees do not affectthe profitability of these
institutions. It is also statistically evident that there is significant
relationship between the administrative inefficiency of the customer,
inadequacy of feasibility study provided by him from one side and the
profitability of microfinance institutions from the other side.

The study adopts analytical, descriptive and historical methodologies in
its attempt to explore all aspects that are related to the subject under
investigation.

Several conclusions and recommendations are reached. The most
important ones are, first, microfinance risks affect the profitability
of microfinance institutions. Second, customer default to repay limits
the institutions' ability to repeat funding as a result of loss of original
debt amount as well as its profits resulting from inability of some
customers to repay.

The study suggests some important recommendations which can be
summarized in the following. There is need for designing effective
lending methodology as well as efficient control system and follow up
mechanisms that will enable the institution mitigate risks. The
microfinance institutions shall deal with certain acceptable levels of risks
prior to their occurrence. This will ensure sustainability and enable
institutions to expand their activities and provide services to more poor
clients, without losing the ability of obtaining reasonable profits.
Microfinance institutions shall design instruments and methodologies
which are suitable for risk management and capable of coping with their
lending systems, work environment as well as with their financial and
social performance objectives.
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