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Alternative financing is an ETI that represents funding options that do not utilize the traditional
banking system, providing businesses with a more flexible way to access capital to finance the
expansion of their business. Some common examples include crowdfunding and peer-to-peer
lending, which enable firms to raise money without relying on conventional loans. The Cambridge
Centre for Alternative Finance (2017) outlines these alternative tools as part of an expanding
digital finance option that is helping to fill the major financing gaps. In the Middle East and North
Africa (MENA) region, these alternative models of financing are increasingly important as many
SME:s struggle to secure the capital needed for them to grow. Lukonga (2020) points to how digital
finance and fintech are expanding financial access, struggling and emerging markets, to help SMEs
overcome barriers like long approval times, strict and lengthy lending requirements, and the
limited collateral they have if not able to abide by the conventional loan contract. With these
challenges, alternative financing can be a viable option for local SMEs, who face obstacles that

limit their ability to obtain funding for their operations.

The analysis emphasizes how alternative financing could support local SMEs in the MENA region
and what that can mean for their communities, stakeholders, and their long-term economic stability
and growth. This analysis also explores how financing gaps, if addressed properly, could drive

innovation, job creation, and stronger regional recognition in international business.

In the MENA region, there is very little overall historical alternative funding, especially
when compared with other regions of the world. According to the Cambridge Centre for
Alternative Finance (2017), “the development trends observed in the region are far different from
other global regions,” reflecting the region's early stage of market development and slower overall
growth pace. It was noted, however, that the region has a unique trend as nonfinancial projects'
monetary flows, like donations and rewards, originated outside of Africa and are undeveloped.
While in the Middle East, these forms are relatively established, and new debt-based models are
starting to gain traction, creating disparity even between the two regions in relation to previous

access to these alternative financing options.

More challenges have arisen in the region around alternative financing due to a steady
adherence to traditional banking systems. For decades, many of these regional economies have
relied on state-influenced commercial banks. Azour (2019) notes that this dominance limited
competition and slowed the introduction of alternative funding models. Long-term barriers like

restrictive regulations, limited credit information systems, and conservative lending practices
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made it difficult for SMEs to explore alternatives (OECD/The European Commission/ETF 2014).
These limitations created an environment where alternative financing was minimal until the recent

emergence of digital financing tools and other adoptions within the last decade.

Limited alternative financing options persist in the MENA region. This is primarily due to
an unfavorable environment for international lenders, stemming from political instability, weak
institutions, and an underdeveloped financial system. Persistent macroeconomic fragility, conflict
exposure, and high country risk (Gatti et al., World Bank, 2024) made foreign lenders cautious,
while inconsistent regulations and poor legal administration reduced creditor protection and
increased information disparity (OECD/EC/ETF, 2014). Regulatory fragmentation across
countries further restricts the growth potential of alternative lending models (Azour, 2019). In
addition, economic failures, including limited support for SMEs, insufficient coordination among
public and private sectors, and weak institutional capacity and policy division, constrain SME
credit access (Al-Yahya & Airey). Major digital infrastructure gaps, such as incomplete fintech
regulation and slow adoption of digital financial services, also hinder the growth of crowdfunding,
P2P lending, and similar platforms (Lukonga, 2020). These challenges are especially rampant in
North Africa, where structural economic weaknesses and low financial education restrict

traditional and nontraditional financing (Manurung, 2022).

From the perspective of outside lenders and global investors, the MENA region is
considered high-risk and typically noted as an unworthy environment for lending. Global relation
instability is a large risk and concern in MENA. Ongoing conflicts, besides political and regional
dangers, increase uncertainty for long-term investment. The World Bank (Gatti et. al., 2024)
suggests that ongoing conflict risk, rising country debt, and economic instability will increasingly

make MENA vulnerable to financial crises, making MENA less appealing to foreign creditors.

The creditworthiness of borrowers is difficult to determine due to a regional lack of
transparency and weak financial reporting standards. As discussed by Azour (2019), many
broadband MENA borrowers lack substantial means of credit information systems and financial
infrastructure, which hinders international lenders' ability to calculate borrower risk accurately.
Moreover, regulatory and institutional uncertainty limit international investment in the region.
According to OECD/EC/ETF (2014), policies that are not consistent, weak legal protection and
enforcement, and an unclear regulatory environment produce uncertainty for investors trying to

make long-term financial commitments. Moreover, as a result, severe asymmetric information
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limits investor confidence (Al-Yahya & Airey). Thus, international lenders overcome this risk by

raising their risk premiums, or simply will not consider lending in the MENA region.

The limited availability of lending in the MENA region hits local SMEs much harder than
larger firms. The difference shows up almost immediately in how these businesses operate. Unlike
MNESs, which can turn to international banks or rely on internal funds, most SMEs depend almost
entirely on local financing to cover everyday needs, let alone to grow. When credit is difficult to
obtain, many SMEs simply cannot move forward. Some struggle to replace equipment, keep up

with inventory, or hire the extra workers they need to expand (Azour, 2019).

Abdel-Meguid (2017) describes this problem as part of the region’s “Big Pyramid
Syndrome,” where SMEs remain stuck at the base of the economic structure. They often lack
formal credit histories, strong collateral, or polished financial records, all of which make lenders
even more hesitant. These basic limitations mean that, in practice, SMEs are often excluded from
entering more competitive or higher-value industries (OECD, 2014). The result is not just slower
growth; it affects how SMEs function every day. Particularly in North Africa, many SMEs deal
with supply delays, outdated tools, and constant uncertainty because they lack the capital to
upgrade or adapt (Manurung, 2022). This growing divide widens the performance gap between
SMEs and MNEs and weakens the region’s ability to build a strong, domestic private sector (Al-
Yahya & Airey).

Promisingly, though, in recent years, the MENA region has had a rapid diversification in
alternative financing, mainly driven by fintech innovation, digital lending, and regulatory reforms.
According to Lukonga (IMF, 2020), digital financial solutions such as e-lending platforms, mobile
banking, and fintech credit scoring systems have extended access to capital for individuals and
small businesses that were previously excluded from traditional banking services. These
innovations reduce transaction costs and improve efficiency by using data-driven technologies to

assess credit risk.

The growth of online crowdfunding and P2P lending platforms is significantly impacting
the region, offering new ways of obtaining capital. CCAF (2017) observes that online
crowdfunding platforms are becoming an important source of capital for startups and SMEs,
particularly in areas where banking access is limited. By allowing businesses to access and secure

funds directly from individuals, these platforms reduce reliance on traditional banking. At the same
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time, financial reforms aimed at greater inclusion have fostered increased SME participation.
According to Azour (2019), the ability to gain better access to financial services and credit

produces higher productivity and growth rates for SMEs.

For visualization, before, a small retail SME in MENA might have been rejected by banks
due to a lack of collateral and credit history, limiting its ability to expand its business or even begin
one. After the introduction of digital lending and crowdfunding, the same SME can secure flexible
financing, put money into inventory, adopt technology, and increase its revenues and employees,

and labor.

Developing larger accessibility to financing in the MENA region has significant short, mid,
and long-term implications for regional competitiveness on a global scale. Short term, expanding
financing options for SMEs can immediately curb liquidity issues and support business
development. Azour (2019) states that restricted credit access prevents many MENA businesses
from investing in growth avenues, suggesting that alternative financing could quickly encourage
more entrepreneurship. In the medium term, access to digital and alternative financing, including
fintech platforms, can enhance productivity and innovation across various industries. Lukonga
(2020) highlights that digital financial solutions reduce transaction costs and improve efficiency,
enabling SMEs to scale and integrate into global value chains. This expansion benefits labor
markets by generating employment, raising skill levels, and encouraging more dynamic private-

sector development.

Long-term implications extend to structural transformation and global competitiveness. As
financing barriers diminish, the region can diversify beyond traditional sectors, attract MNEs, and
foster a more resilient industrial base. The OECD, European Commission, and ETF (2014)
emphasize that sustained improvements in SME financing support stronger regulatory
environments and healthier business environments. Over time, increased access to alternative
financing, such as venture capital, digital lending, and crowdfunding, positions MENA economies
to integrate more effectively into global business networks. By mobilizing private investment,
stimulating innovation, and strengthening entrepreneurial capacity, enhanced access to financing

can ultimately elevate the region’s competitive standing in the global economy.

To conclude, alternative financing in the MENA region is beginning to show how the

region is capable and deserving of a place on the global stage. Despite existing disparities, both
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globally and within the region itself, the growing accessibility to alternative financing options,
especially through digital tools, has driven and will continue to drive progression. With SMEs
being the largest business sector in the region, the long-term goal of these financing options is that
these business owners will be able to prosper and create a livelihood for themselves, their
employees, and their communities. By making funding more accessible, innovation can be fostered

in areas previously considered beyond repair or lacking in potential.
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