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The government objective is to reduce
poverty from 26% to 16% by 2015

Key drivers

Myanmar is the poorest . X@ML @Q*¥%2R ONOT
country in Southeast Asia largest in the world

$3.50 per day average 60.9 million people, 39.8
income million adults

7% of adults have higher

education 7 out of 10 adults are rural
400 000 new jobs will be Urban average income twice
needed in the financial that of rural

sector by 2030

Government Policy Objectives
to improve financial access in
Myanmar

yTask 1, to increase agricultural output X
...19 million adults in Myanmar reported to be involved in
farming

yTask 2, to increase rural productivity and establish
BNSS@FD HMCTRSQHDRXx

t hgc L HK KnHWavima@€Epbriked tR be self-
employed, 65% of which are informal

yTask 3, the development of micro saving and credit
DMSDQOQHRDRX

t bij LHBQNEHM@MBD HMRSHE
since December 2011

ylask4qu SGD SN RSQDMFSGDM BNN
t 7 490 co -operatives offer financial services in

Myanmar



Overview of Financial Access
in Myanmar

30% of adults reported to use at least one financial service from a
QDFTK@SDC EHM@MBH@K RDQUHBD OQNUHCDAOQt g

t q 6% make use of more than one regulated financial product class
33% NE @CTKSR L@ID TRD NE TMQDFTK@SDC EHM@!

t 21% of adults make use of unregulated services only

Breakdown of Financial Access in
Myanmar by Product Market

19 9% of adults borrow from a regulated institution

t 5.9 million adults borrow from unregulated money -lenders with total
outstanding debt of $3.9 billion

3% of adults have insurance from a regulated institution
t 349% of adults respond to risk events using credit or savings
10% of adults make payments through a regulated service provider

t b (ﬂilljon adults make payments through an informal network of
payment brokers

6%0 of adults save with a regulated financial serv ice provider

t 26% of adults report saving, but do not save with a
regulated or unregulated service provider

t qﬁf/o make use of more than one regulated financial product class
32.6% NE @CTKSR L@JD TRD NE TMQDFTK@SDC EHM

t 21.1% of adults make use of unregulated services only
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As Myanmar modernises its financial sector to better serve its economy and people, a
growing opportunity to extend financial servicesthe majority of its people has opened up.
MAP found that 30% of the 39 million adults use regulated financial services, but only 6%
use more than one service. Fewer than 5% of adults have bank accounts. The majority of
citizens rely on unregulated prmers or family and friends to meet their need for financial
services. The cost of services provided by unregulated providers is usually substantially
higher than those offered by regulated providers. MAP also found that rural areas are
slightly better seved than urban areas. This is the result of targeted credit provision to rural
areas by state financial institutions coupled with a nascent commercial banking sector.
Microfinance institutions, operating under a legal framework since 2011, have made some
headway and currently serve 7000 clients.

As part of MAP a comprehensive household study on the demand for financial services was
undertaken. Based on this study and qualitative demaiu® research, MAP could segment
the adult population into five targegroups, each with distinctive patterns of financial usage
and financial needs. The largest target groupasmers(12 million). This group is the largest
user of regulated credit thanks to rural loans disbursed Myanmar Agricultural
Development Banknd Microfinance Institutions=ormal enterprise€2.5 million adults) had

the highest average income of all target groups. The bulk of this group (75%) live in urban
areas. However, they have the lowest use of regulated credit, suggesting a major
opportunity to improve growth and employment creation if regulated credit to this target
group can be extended. Adults receiving their income fiofarmal enterprises(4.7 million)

use more credit, both regulated and unregulated, than their compatriots with Formal
enterprises.

The smallest target group Bormal consumergl.7 million), being persons employed by the
state and private companies. They form the kernel of the emerging consumer class, yet less
than a quarter of them make payments through regulated tositins. Informal consumers

(7.5 million) have an average income about half that of Formal consumers and are the most
excluded target group from a financial access point of view. It is also the group with the
lowest mobile phone ownership at 11%.

The MARanalysis of the retail financial services market found key trends in the overall usage
and supply of financial services. Firstly, that the usage of both regulated and unregulated
financial services by households is quite thinMery few households usa broad spectrum

of financial service. Where persons do have losganding relationships with financial
institutions, these are usually statevned financial institutions and the relationship is
driven by consecutive loans. Relationships built around dig@@counts are rare.

Thehigh level of informalityin the broader Myanmar economy is mirrored in the financial
sector. MAP revealed 9.2 million adults who have a loan from an unregulated provider with
a total outstanding debt as high as K5.4 trillion P8 billion). Nearly all transactions in
Myanmar are conducted in cash. Focus Group Discussions revealed positive perceptions
about using financial services offered by unregulated providers such as money lenders
because consumers felt that they were marenvenient and that the requirements set by
regulated providers excluded leimcome earners.
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Theregulated retail credit market is restricted by limited capital for dending This is -
particularly acute for MFIs who are not permitted to raise voluntargafgts and experience “uu
difficulties in bringing foreign capital into the country. Only commercial banks and the MEB

have proven able to attract voluntary deposits. MADB relies on wholesale funding from MEB

to fund its loans.

The Myanmar financial sector exfiences seriousinfrastructure weaknesses which
constrain the business models and product offering of financial institutions. Most providers
do not have electronic or automated management information systems and the footprint of
the electronic payment stem is very limited. A national switch for ATMs only started
operating in 2012 and a real time gross settlement system is still under development. The
absence of a capital market impacts funding possibilities. The branch infrastructure for
especially commrcial banks remains very limited. The mobile networks being developed
offer the possibility of real time connectivity and a potential platform for electronic
payments.

Theproduct offering available to customers is limitedindermining the value that clgs
receive from financial services. In the first instance, customers are forced to use inefficient
financial services types simply because the more efficient services are not available. For
example, they have to use credit and savings to manage riske ialisences of insurance
products. Secondly, many products have features that do not meet the needs of clients. For
example, only short term credit is available which is unsuitable for investment purposes.
There are particular problems around the timingdarepayment schedules for MADB loans.

MAP also found that theurrent regulatory environmentdoes not enable the expansion of

rural financial services, to the extent that is possible, and further inhibits certain urban

delivery opportunities. The differeral treatment of urban and rural areas is determined by

0KS JF2@0SNYYSyYyiQa adNRBy3 LRISNI& NBRdAzOGAZ2Yy F20d
rates are set, loan size restrictions and capital controls and the higher cost of rural provision

has resuled in the withdrawal of certain MFIs from rural areas and has deters these

institutions to serve, predominantly urban, MSMEs. At the same time the ongoing regulatory

reforms are opening up new opportunities especially for commercial banks and the provision

of mobile banking services.

MAP identified seven priority opportunities to extend financial access to the people of
Myanmar:

91 Dramatically increase the supply and availability of electronic paymdiis can be
delivered through mobile payments platfornad also through electronic payments
networks developed by commercial banks.

1 Provide lowcost savingsvehicles for short term savindEmerging retail payments
networks and agents can be leveraged to enable convenient store of value services.

1 Extend the aailability of accounbased savings optionsThis will require an
improvement in transaction functionality and proximity to entice savings into the
regulated sector. While there is an urban opportunity for béaslsed deposits, the
Y2 RSNY A &l G Asgstems2offers @ Inaj@@ dpportunity to strengthen its role as
savings mobiliser in both urban and rural areas.

1 Improve the quantity, terms and risk profile of agricultural input ctdMADB will play a
leading role here, but there is also opportunity f@re&ultural input providers and MFIs.
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Increase the availability of unsecured credihere are opportunities to increase the
lending of providers permitted to extend loans without collateral, such as MFIs and co
operatives. There is also the option to relne collateral requirement for personal loans
once a credit bureau is in place.

Grow the insurance product portfolio to meet the risk mitigation ne€&tiere is a large
opportunity to provide regulated insurance for especially health and life, mostgr&iin
risks. This will require regulatory adjustments to allow both MIC and new private
insurers to offer such products.

Develop insurance products to provide security for credit extension and protection of
consumers, particularly for agriculturinsurane can take the place of collateral for
credit extension, especially for agricultural input credit. This will require the
development of appropriate products.
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1.1. AboutMAP

Making Access Possible (MAP)aisnulticountry initiative to support financial inclusion
through a process of eviderdmsed country diagnostic and stakeholder dialogue, leading to
the development of national financial inclusion roadmaps that identify key drivers of
financial inéusion and reconmended action.Through its design, MAP seeks to strengthen
and focus the domestic development dialogue on financial inclusion. The initiative aims to:

1 Identify opportunities to expand financial inclusion and the obstacles to doing so for
individuals as well as micro and small enterprises

1 Provick an integrated view of financial services covering demand, supply and
regulation across savings, payment, insurance and credit;

1 Identify the drivers of market development in order to enable staMders to
manage changing environments and systems in transition;

1 Focus on improving welfare through financial services that offer value to consumers
and not just extending the coverage of financial produatsj

1 Engag a wider set of stakeholders (incling some not traditionally involved in the
delivery of financial services) in the stakeholder process to encourage market
development

The global project seeks to engage with various other international platforms and entities
impacting on financial inclign, using the evidence gathered at the country level.

The MAP framework has been developed by UNCDF in partnership with FinMark Trust and
Cenfri and is intended to become a public good that can advance the global financial
inclusion agenda. The partnerphieveragedi K S LI eXfenjeicéld fnancial inclusion
development, aligning their respective strengths in implementation, primary dersatel
research and diagnostic composition.

1.2. MAPMyanmar

Preparation for MAP Myanmar was approved by the Presigétihe Union of Myanmar in
January 2013. The programme has been developed by United Nations Capital Development
Fund (UNCDF) in close cooperation with the United Nations Development Programme
(UNDP) office in Myanmar and is embedded in the UNDP Courdgyaitme and Action

Plan (CPAP), which has subsequently been approved by the Government of Myanmar. MAP
Myanmar is funded by the UNCDF and Livelihoods and Food Securities Trust Fund (LIFT). The
project is governed by a Steering Committee chaired by U Hiieim Manager Director of

the Myanma Microfinance Supervisory Enterprise (MSE) and consisting of 10 members
representing government and project sponsors.

1.3. About thisdocument

This diagnostic document presents the comprehensive findings of the demand, suqgply
regulatory analysis. Additional outputs from the study include a synthesis note, agricultural
note, policy and regulatory note, qualitative demand side report, quantitative dataset (see
Box1) with summary findings and country roadmap.



The supplyside analysis was informed throughdountry consultation with industry, local
expert consultants and desktop research. The bulk of the data and infermaas collected
during two missions conducted in 2013 between February 4 and 12 and May 20 and 31. The
consultation process included a wide variety of players including the private sector (both
regulated and unregulatedfinancial services providers), geernment, community
organisations, donor community and technical experts (femex B: Meeting listfor a
comprehensive meeting list). The demaside analysis draws from quantitative data
provided by the Myanmar FinScope Survey 2013 (henceforth referred to as FinScope) and
qualitative resarch. For more information on the research methodologies and scope of the
guantitative and qualitative research conducted, please Berl below.

Theremainder of the document is broken up into 10 sections:

1 Section 2 provides background to financial access in Myanmar and describes the
deliberate policies of theayernment of Myanmar to extend access to financial services,
as well as the policy objectivés which financial inclusion contributes.

1 Section3 list the key maaseconomic drivers that have influenced and will in the future
increasingly shape the nature of financial provision for low income households in
Myanmar

1 Section 4 identifies the target groupsfor which improved access to appropriately
designed financial services has the greatest potential livelihood and welfare impact; and
evaluates the demand for financial products and services.

1 Section5 describes the relevant policy and regulation intended to promote access to
financial services for the target markas identified by the Government of Myanmar
that has a substantial impact on such provision, as well as the supervisory framework for
entities that provide financial services to tharget grougs, includingregulated and
unregulated financial services providers

1 Section6 provides a brief overview of financial sector infrastructure as well as other
networks that could be used to distribute financial services.

1 Sections7-10 provides details on the four product markets for credit, savings, payments
and insurance.

1 Sectionsl1 and 12 summarises the overall conclusions and highlights poteat&bns
relating to theidentified target groups

Box1: Primary quantitative and qualitative research used in MAP Myanmar

Quantitative research

FinScopedeveloped and administered by the FinMark Trust, is a nationally represen
study of consumers' perceptions on financial services and issues, which creates ins
how consumers source their income and manage their financial lives. The sampis @/
entire adult population, rich and poor, urban and rural and looks at financial services
across formality and regulatory status. Since FinScope is a perceptual study,

encompasses attitudes, behaviours, quality of life factors and copsam patterns. To
date, FinScope surveys have been conducted in 18 countries in Africa and

FinScope was conducted in Myanmar in August 2013 to benchmark the state of fir
access and usagkn brief, the sample methodology for the FinScope sy Myanmar was
as follows:



i Target area: Nationally representative for both urban and rural areas

I Age group: population 18 years and older

I Sample size =5 100

9 Number of sample townships: 51

T Number of sample wards: 153

1 Number of sample villages: 480

I Totd number of sample areas (wards and village&33

1 Sample allocation per township: 100 (5100/51)

1 Average sample allocation per sample area (ward /village) or Enumeration Area (
(5100/633)

1 Urban sample (total number of interviews in wardsp4b 4% of sample)

1 Rural sample (total number of interviews in village3B854 (76% of sample)

The population can therefore be segmented urypan and ruralbased on the classificatio
of the ward or village (ward: urban, village: rural). Urban can be fur@it into
Metropolitan, Semi Urban and Towns. Metropolitan only includes adults from Yangoi
Mandalay city areas, while Semi Urban includes adults from chief cities in Ayeyarwax
Magway. Towns and rural villages include adults from all statesemions.

A listing was performed in each of the sampled wards/townships/villages in order-tiatep
the population estimates due to the lack of current census data. Eight households
selected in each of the selected sample areas. One individuatamdemly selected withir
the household using the Kish Grid methodology.

It should be noted that the last official census in Myanmar was conducted on 31
1983. All population figures and survey weighting is based on the latest 2012
demographic esinates provided by the Central Statistics Office (CSO). The CSO estin
total adult population of 3977041 at the time of the 2013 FinScope Survey.

A summary report and presentation on FinScope Myanmar is available as a se
deliverableto the MAP Myanmar country diagnostand the FinScope dataset is available
request for future research.

Qualitative research

Primary qualitative research was commissioned specifically as part of the desithn
research component of MAP Myanmar. Myanmar SuRRegearch (MSR) was commissior
to do the fieldwork, conducted between 11 and 21 March 2013, and to produce a qualr
research reportin-country field visits to inform and guide the qualitative research proc
were conducted between 11 and 22 March13. The qualitative research report is availat
as a separate deliverable to the MAP Myanmar country diagnostic. The qualitative res
process was based on the MAP demamie methodology and used a mix of FGDs, HVs
Klls to engage with the targmarket:

1. Ten (10) FGDs were conducted and participants were selected based on gende
usage of formal financial products and geographical areas;

2. CKANII & F2dzNJ 6on0O | &4 AYRAQGARdAzZrt AydaS|
split accordindo gender, age and usage of formal financial products; and

3. Sixteen (16) KlIs were conducted with money lenders, brokers, dealers, shop o



pawnshop owners etc.
Agefor FGDs and HVs was split between 22 to 30 and 30 to 50 years of age.

Geographical aras for FGDs were split betweerthe Dry area (Pakokku town an
surrounding villages) and the Delta area (Phyapone town and surrounding villages

The recruiting criteria used for determinifigancial product usagevere the following:

1. To qualify as usingegulatedproducts respondents had to use a range (two or more)
regulated financial products (these could be credit, remittance, saving or insul
products); they could use informal products as well;

2. To qualify as usingome reguated products respondents had to use only one regulat
product, but mainly rely on unregulated mechanisms as well (e.g. group saving,
funeral, lottery, etc.); and

3. To qualify as usingo regulated productsrespondents had to rely only on unreguéat
financial products.
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Financial inclusion, as defined by the2@ refers to a state in which all working adults,

including those currently excluded by the financial sector, have effective access to the
following financial services provided by formistitutions: credit, savings (defined broadly

G2 AyOfdzRRS OdNNByidG | 002dzyiav: LIe&yYSydazr I|yR
convenient and responsible service delivery, which is at a cost affordableetoustomer

and sustainable for the provider, with the result that financially excluded customers who use

formal financial services rather than existing informal options (GPFI 2011).

Myanmar experiences moderate levels of acces®tulatedfinancial services, with takep

driven largely byregulated credit extended through governmeihéd initiatives. There is
however very limited usage oégulatedsavings, insurance and electronic payment services
(seeSection4.3). Although increasing access is not an end in itself, the Government of the
Union of Myanmar seeks to achietree higher order policy objectives of poverty reduction,
rural and social development through improved access to appropriate financial services (see
Section2.1).

2.1. Overview of financial sector interventions iNyanmar

Governmentled interventions to promote financial access in Myanmar started at the
communitylevel, with interventions to provide alternative sources of credit for Burmese

citizens who relied on foreign money lenders who charged exorbitant inteagss. The first

intervention was in 1904, when British colonial authorities introduceggeratives under

the Indian Ceoperatives Society AcCeoperatives would have a mixed history in Myanmar

but would remain a tool of the state going forward. Félla y 3 G KS O2dzy i NEQa AYRS
1948, the government positioned édLJSN} G A @Sa Fa | YSFya (2 aLINEP
LINPALISNAGeé¢d ¢KS F20dza 2y LINRPDGARAY3IA | E0SNYIGAC
operatives in 1949 with the introduction of regiéd state pawnshops The regulated

pawnshops were initially under the @perative Ministry, but in 1955 management passed

to the State Pawnshop Management Board (SPMB). The Government authorised the SPMB

to assume the licences of all private pawnshopgstlzey expired, taking ownership away

from private owners (the majority of which were Chinese foreigners) and bringing it under

the control of the state.

Figurel below shows how the governmeigd financial sector interventions have evolved
over that past century.

! For the purpose of this report, formal institutions are referred to as regulated financial services providers. Plémeldoe
further details.
2 Pawnshopéill the needs of lowincome households who needed to borrow small amounts to meet theistdajay needs.
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Figurel: Timeline of the evolution of governmenled financial sector interventions

Source: Various

In 1962 .the new military government came into power and played an increasing role in the
national economy. In 1963 the nationalization of the economy, including the financial sector
commenced. Twentjour banks (fifteen foreign and ten local) were nationalized and
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into the stateowned Myanma Insurance (K. There would be no private banks under the
state-economy from 1963 to 1992 and no private insurers for 50 years. The fofjoyear,
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the late 1980s. It was during this period that the government phased out larger bank notes
from being legal tender, meaning that they were no longer redeemalble . dEmonetisation
resulted in reduced confidence in holding the Kyat (K). A second and a third demonetisation
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demonstrations where Aung San Suu Kyi emerged as spokesperstemfocracy.

In 1970, the remaining statewned banks, including the SPMB were merged with the
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communitylevel with theCooperative Law of 197@hich took away autonogfrom many
of the cooperatives by having government officials or sympathisers placed in executive
positions within the cebperatives.

In 1974 the Socialist Republic of the Union of Burma came into being and formal political

power was transferred fromth A f A G NBEd® ¢ KA &

al o

Burma into four stateowned banks in 1975. These included the Myanmar Economic Bank
(MEB), the Union of Burma Bank, the Myanma Foreign Trade Bank and the Myanmar
Agriculture Bank. The latter ssbquently changed twice; first to the Myanmar Agricultural
and Rural Development Bank, and then to the Myanmar Agricultural Development Bank

6
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(MADB). It was during this restructuring that MADB was given the broader mandate to =
become the primary source of sft term and seasonal loans for agriculture over and above  « « «
the medium and longer term development loans mandate. This has been one of the key
drivers behind extending access to financial services to subsistence areimgddfyed

farmers.

In 1990, respondig to external pressure from the international community and internal
domestic issues, the government enacted a brief market revival. The passing Gétiel
Bank of Myanmar Lawnd theFinancial Institutions Law of Myanmpaved the way for the
increasng role of the private sector in promoting financial access. In 1992 the first private
bank was permitted since nationalisation began in 1963.

Increased efforts by the state to serve the rural population were demonstrated by the
AYONRRAZOGAZ2WIZT {a!95 yAHIGWNRY2(GA2Yy ¢ Wolghil A GA DS
mobile savings units to the doorsteps of MADB loan clients, and enabled farmers to open
savings accounts in MADB branches and agencies all over the country. Microfinance was
introduced in Myanmar in 1997 by the UNDP as part of its Human Development Initiative

(HDI) programme. Project implementation was initially subcontracted to three implementing
partners ¢ Private Agencies Collaborating Together (PACT, USA) for the Dry Zone, GRET
(France)dr Shan State and Grameen Trust (Bangladesh) for the Delta Zone.

However, state control remained at the community level. In 1992, theg&ratives Act was
AYUiNRRddzZOSR ¢ KA Qdowndifposed dadpefafivie stiuctuie 2wlith a minimal
senseof oy SNAKAL) 2F &aSO2yRINEZ GSNIAFNE FyR | LISE
down structure was reinforced in 1998 under the-Geratives rules.

The opening up of the financial sector was met with a rapid expansion up until the banking

crisis in 2003.n 2002, theLaw to Control Money and Proper®btained by lllegaineans

was issued following the Financial Action Task Force (FATF) announcement that declared
ael yYI Ndd2 LiSNIYVI A 9S¢ 2dzNAARAOGAZ2Y YR GKFG (g2

z

WLIN Yabniyt | dzy RSNA Y3 O2yOSNY Qo C2ff26Ay3a GKS |y
AyaidAiGdzi SR al yOiA2ya F3FAYyal adnergedoe N FAYE yO.

state run financial sector, with banks being placed under the Central Bank of Myanmar
(CBM) dring the height of the crisis. In addition, the licences of the two largest private
banks were revoked, reinstating the MEB as the largest bank in terms of assets.

In 2008, the government of Myanmar passed a new constitution paving the way for
democraticelections in 2011. This brought about refasnooking to stimulate economic
activity and reduce the incidence of poverty in Myanmar. The financial sector was thus
opened up and in 2011 ushered in the following developments: eleven banks were licensed
as aithorized foreign currency dealers trading with each other and domestic customers, six
private banks were issued licences to operate money market counters, and the first ATM
was launched in Myanmar since 2003. In 2012, Visa cards were introduced at wate pri
banks, Western Union officially started operations on its money transfer services and
MasterCard became the first payments network to issue a licence to a Myanmar bank to
issued branded cards. In 2013, the government ended a 50 years ofrgtatesuance
monopoly and issued licences to private insurance companies. New insurance regulations to
support the newly licenced private insurance companies are currently under review and are
expected to be released in 2014. However, the government is stillazeuibout protecting



local ownership during reforms. The government will not allow foreign investors to enter the =
insurance market until at least 2015, which is similar to the policy around banks where joint « « «
ventures will only be allowed starting in 2014.

The new constitution and democratic elections brought about a renewed policy focus on
poverty alleviation through increasing and improving financial access by means of MFIs and
co-operatives. In 2011 the government set up the Microfinance Supervisoryniitaa
(MSC) to oversee the development of the regulatory framework introduced in 2011.
Following the introduction of thélicrofinance Law189 microfinance institutions have been
registered. They include a mix of International Nymvernmental Organisatics (INGOSs),
domestic Norgovernmental Organisations (NGOs);operatives and foprofit local and
foreign companies. In 2013, the Ministry of-Operatives officially announced their plan to
have a ceoperative in all the 60 000 villages in Myanmar byiadd000 each year in order

to expand access to financial services. In December 2DBB|passed a new directive on
mobile banking.

2.2. Public policy objectives

Increasing access to financial services is a major goal of the Government of the President of
the Union of Myanmar, U Thein Sein. Although increasing such access is not an end in itself,
improving access to financial services achieves higher policy objectives. Such objectives are
reflected in Article 3 of thdlicrofinance Lavand include: reducinghe poverty of grass root
communities, social development, improved education and health of such communities as
well as assisting them with other means of earning a livelihood including agriculture and
livestock breeding, creating jobs, nurturing and caltitg a savings habit, encouraging
emergence of Small and Medium Enterprises (SMEs) and facilitating cottage businesses as
well as acquiring and disseminating technical kdmw from local and abroad. In order to
design an appropriate national strategy ffanancial inclusion, it is therefore important to
understand the overarching policy objectives which financial inclusion is intended to
achieve. From recent pronouncements of the government of Myafnhe following are
suggested as the primary policy jebtives the government seeks to achieve through
improved access to financial services over the next few years:

1. Improved household welfare, especially in rural arEmScopeevealed that nearlys9%
of the Myanmar population lives in rural areas, whemerty is reported to be twice as
high compared to urban areas (UNDP, 2011). Although contradicting signals exist,
multiple sources report declining standards of living in rural areas over the past decade.
The Myanmar Government recognises rural povertyaasarea that needs addressing
and has set a goal to reduce poverty from 26% (UNDP, 2011) to 16% by 2015 which is in
accordance with Millennium Development GdalThis was relayed in an address to the
Central Committee in 2011 by the Chairman of Rural eld@ment and Poverty
Alleviation Central Committee, President U Thein Sein (President Office, 2011).
2. Increase agricultural productivity to enhance food secu@hannelling productive credit
YR NBfFGSR FAYIFIYOAlIfT &ASNBAOSa (2 adl yYl NDa
LYONBlFaSR F22R LINRBRdzOGA2Y gAfft &l ¥FS3dzr NR (|

% At the opening ceremony of the Rural Development and Poverty Alleviation Committee, His Excellency President U Thein Sein
presented eight fundamenal poverty addressing tasks to be performed by ministries and state organs. The development of

micro savings and credit enterprises, one of the eight national development priorities, was assigned to the Ministrycef Finan

and Revenue. Thidicrofinance Le also states the first duty of the Microfinance Business Supervisory Committee as
implementing the microfinanceelated policy objectives.



reserves in that domestic food security would enable tbleannelling of foreign -
exchange reserves to investments instead of using them to import food to supplement « « «
shortages. As result, interventions to extend credit to the agricultural sector (for
example through the MADB) should not just be evaluated froninantial inclusion
perspective. The larger strategic objectives being pursued should also be considered.

3. Improve development opportunities for SMas2 &8 2 F ae&l y Yl NR& Ay T2N)Y
I OGAGAGEY 6KAOK O2yaiArddziSa | nadNRBcBronmi¢ 6 St & pr
activity ¢ or Gross Domestic ProdudiGDP), is operated through micro and small
enterprises. These are found in rural and urban areas where they face similar
operational and growth challenges. In both areas, most micro and small enterprises
currently have to utilise expensiwmregulatedcredit to buy stock and equipment and
expand their businesses, their business risks are not covered by insurance and they
typically utiliseunregulatedpayment services for trade purposes.

4. Improve levels oformal financial intermediation to fund growth and developmeFiie
FoAfAGE 2F | O2dzyiNEBQa TFAYIYOALFT aSO0G2N) (2
who wish to save and those who wish to invest in productive enterprises is critical for
0 KS O8 gaywith NTHiS) deprives the country of the growth potential facilitated by
formal sector intermediation. Migrating pentp or privately intermediated savings into
GKS FT2NXIf FAYIYOALIET aSOG2NI A& GKSNBEF2NB ONIR

For financal services to facilitate the achievement of these four objectives, strategies
targeting all four financial services (credit, savings, payments and insurance) and the
spectrum of providers (both formal and informal) will be required to engage with the.issu
Our current assessment is that no single provider category will be able to realise the
aforementioned objectives on its own and we therefore currently assess thatoadioated
approach would be advisable. Moreover, additional benefits could be defir@d co
ordinating financial services development strategies and broader development strategies in
achieving these objectives.
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To achieve the broad public policy objectivsated aboveit is critical to understandhie

underlying drivers or currents that will determine the evolution of financial services over the

next five to ten years, as well as the macroeconomic context within which it develops. These

underlying currents in the nofinancial sector will not necessly be affected by the

financial sector policy but will determine the impact of such a policy. Identifying and
understanding these drivers can assist in drawing the bounds of possibility for financial

access initiatives.

3.1. Impact upon the demand for and nate of financial services

The first set of drivers will tend to increase the absolute demand for financial services and
also shape the nature of this demand:

QX

Strong economic growth and rising personal incone® F Yy Y NR&a SO2y2Ye K I
substantial growthsince its liberalisation and is predicted to continue on this trend. GDP is

on track to grow by 6.5% kihe end of the fiscal year 2013 (ending 31 March 2014) and is
predicted to grow by 6.8% in 2014. McKing2913) predictghat the size of the economy

has the potential to quadruple from USD 45 billion in 2010 to over USD 200 billion in 2030

This would translate into an increase in per capita @ZHPfrom USD B0O0 in 2010 to USD

5 100 by2030and move around 18 million p@le out of poverty. Growth is supported by

investor optimism following policy reforms, the reinstatement of Myanmar in the European
l'yA2yQa DSYySNIf AT SR { &raelaBdyquoaifee makBt B@dsS ghdSa T2 NJ
a gradual easing of restrictiom financial institutions that facilitates credit to the private

sector(ADB 2014) Higher incomes and the accumulation of assets incréaselemand for

financial services across payments, savings, credit and insurance. It also leads to an
increasing derand for more sophisticated financial services.

Movement of people, goods and servicMyanmar has traditionally enjoyed substantial
crossborder trade, especially in agricultural goods, with China to the Northeast and Thailand
to the South.The estimatednumber of Myanmar citizens working outside of Myannigr
indicated torange between 2 and 6 milliofiHall 2012) These trends (trade and migration)
will further be strengthened by the formation of the Association of Southeast Asian Nations
(ASEAN) commamarket, which is foreseen to take place in 2015. Internal migration within
Myanmar from rural areas to the cities to seek employment is also significant given the
growing incidence of landlessness in rural ardase@rated Household Living Conditions
Assessment IHLCA, 2001 McKinsey (2013) S&a A Yl 61Sa GKI G (GKS akKlk NB
population that live in large cities (more than 2000 inhabiaints) could double from just
13%today, to around oneajuarter of the total population in 2013'he extensive moweent

of people and goods across the borders and within the coucdry create strong demand

for money transfer services and remittances.

Consumer culture taking root, particularly in urban ardadustry consultation with retailer
groups indicated that lgher levels of urban confidence in the economy were leading to
increased levels of discretionary expenditure. International brands have been moving into
Myanmar to create a presence in the hope of capturing one of the last untapped markets
left. The Myanmapopulation have shown a liking to South Korean culture which has been
used to sell goods such as cars, beauty products (fastest growing consumer market) and
other luxury goods. The growing consumerism in urban areas will create a strong demand
for retail credit services as well as new electronic payment instruments.
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Rural population heavily employed in agriculture susceptible to price fluctuafitheugh .
agriculture as a proportion of GDP has been declining over the past decade, it comtibute ssw
as hgh as 36.4% of the GDP as of 2@&Qdoet al, 2013) and as such is still the single

largest sector in the economy. Of the economically active, about 54% are employed in
agriculture, which provides a livelihood to 70% of the populafdforld Bank, 2013)Up to

80% of agricultural GDP is derived from crop production, with the remainder coming from
livestock and fisherie€Choet al, 2013) The proportion of the population that is dependent

on the sale or exportation dagriculture products as their primary sourceinfome affects

the financial products needed in the households. Agricultural activities are high risk as the
yield is weather dependent and profits are a function of volatile prices. Historically, prices
havebeen impacted by fluctuations in the foreign exchange rate and inflation driven largely

oe 2At FYyR 3Jla alfSaeo ¢KAa Rand Id8 g ineg 1y206Y
depressed agricultural prices and impacted the profitability of many farmershakiforced

many farmers and businesses to curtitput and close all together (Myanmar Agriculture

in 2011, HarvardAsh Centre 2011 This problem will not dissipate if managed incorrectly as

gas exports have been increasing and were estimated to radeigh of USD 3.6 billion in
2012/2013, surpassing the 2011/2012 rec@vdorld Bank, 2013)

High levels of informalityThe majority of economic activity is conducted outside of the
formal sector. A global study examining 162 countries ranked Myanmaawsag the &
highest level of informal activityas a ratio of total economic activity. The profiles of -self
employed and informally employed individuals often do not permit them to access
commercial banking services with ease, because, among other reasons, they are not able to
provide proof of a regulaincome. These citizens need specially adapted financial services
that allow for their inclusion, given their circumstances.

Inflation undermines the value of certain financial serviddyanmar has experienced high
price volatility, with inflation varyig between 0% in 2000 and 58% in 2002. Inflation
averaged 2.8% in 2012/2013, but has been on the rise in recent months reatB¥gn
August 2013World Bank, 2013Highinflation can have several effects on how a population
interacts in the financialestor. It disincentives savings as money loses its function as a store
of value and change behaviour. In times of high inflation, people tend to restrict the amount
of wealth held in money and prefer to only hold money that is necessary for immediate
needs Insurance is affected in a similar way as the value of insurance is devalued as the
currency diminishes.

Second round effects of the global financial criEfe financial crisis did not affect Myanmar
directly but the second round affects are provimghke significant. These effects have led to

a decrease in exports, remittances and migration. Farmers, particularly in cyafieoted
areas, are being hit by fluctuating prices for agricultural products and inputs. Migrant
workers who worked in neighboung Asian countries where the wages are higher than those
received in Myanmar are losing jobs and being forced to return home. Newspapers have
reported on migrants returning home from Singapore, Malaysia, South Korea, and Middle
Eastern countries. This hassignificant effect of decreasing household income as well as
flooding the labour market.

“ Dutch disease commonly occurs when a country exports a single commodity to the world market. The demand for the

commodity pusheslzL) G KS @I £ dzS 2F O2dzy iNEQa Od2NNByO& NBtlFGAPS (G2 20KSNI Odz
and services that they are exporting, namely agriculture and/or manufacturing.

®The informal economy refers to activities andome that are partially or fully outside government regulation, taxation, and

observation. World Bank, 2013Vorkersin the Informal EconomyOnline] Available at:
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTSOCIALPROTECTION/EXTLM/O,,contentMDK:20224904~menuPK:584
866~pagePK:148956~piPK:216618~theSitePK:390615,0pAuressed 19 12 2013].
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3.2. Impact upon the delivery of financial services -

Then there are factors that will have a strong influence on the manner in which financial
services are delivered. €hmost important ones are as follows:

Limited infrastructure and connectivity drives up the cost of expansion for the financial

sector. FinScope revealed that 69% of adults in Myanmar are found in rural areas where
infrastructure is limited restricting he reach of the formal financial sector. Myanmar has

the lowest road density in Southeast Asia with 41.3 krmoafirper thousand square meters

in 2005. This is comparad 352.4 km in 2006 in ThailatdDB, 2012)Only 11.9% of the 27

000 km road networksi paved. It has the lowest per capita electricity production in

Southeast AsigSimilarly, although mobile phone penetration is expected to grow rapidly to

reach 50% by 2015, mobile and fixed line penetratiorsti$ low. In 2013/14mobile

penetration raes reached 278(Eleven, 2014)while fixed line penetration was slightly

above 1% in 2018Deloitte, 2013) The limited infrastructure increases costs for banks to

expand as the building of nelaranches would alseequire the building of infrastructure to

addzLILI2 NI GKS oNYyOKd ¢KS 101 2F LKeaaAOlFf Ay TN
andY 2 NIi I NE I LILINE | OK dzy ¥SIFaAroft S YR .¢g2d#Z R N
Telecommunications technologwould be one means in which this could be done.

Myanmar has an opportunity to roll out mobileased distribution solutions more cest
STFTSOUA DS fadd-YRHIY NEOC NINDTY OKS& | yR (2dz0K LRAYyGad
f AOSyasSa (2 bRNWIERANASHEINBRRRYAY WdzyS Hnamo 2
mobile infrastructure.

L

Limited pool of skilled labour for the financial sector to draw updeKinsey (2013)

estimates that the financial services sector could contribute up to USD 11.1 billiorPtdosD

2030 and generate 40000 jobs The financial sector is heavily dependent on skilled labour,

particularly the nascent insurance industry and it is doubtful whether Myanmar can produce

enough skilled labour to meet this demand. FinScope revealed tHat786 of respondents

reported having a higher educatiategree This is supported by M& y & S& Qa &G dzRe G KI G
thatin2010onlys: 2 F GKS O2dzy U NE QA 62 NJ SNA dé&ntiak, 0 SNI A N
and only 186 had finished secondary education.sTisi extremely low compared with other

developing countries in the regiband has the potential to restrict growth of the financial

sector.

Strong culturally stable communities with local services and local institutitvestraditional
Buddhist cultureis perhaps the strongest single influence in Myanmar Wifth 89.4% of

M& I yYI NR& ORuiddnist®uyppuswarlyROL3a Thishas a profound influence on
financial behaviour. For example, respect and care for parents are highly valued (with
consequences for pension provision), the poor and orphans are often taken care of in
communities and health care is often a shared community responsibility. As a result, many
of the financial needs are met at the community level. In addition, there iagdiscipline
towards debt repayment. This strong community structure influences local services and
institutions.

Pervasive state structures down to local lewdyanmar has strong community based
structures established for the purposes of administrgtior performing government,
religious, relief, finance or production functions. State structures are divided into seven

® Global mobile penetration stood at 96% in 2013. Source: ITU, 2013. ICT Facts and Figures. [Online] Available at:
http://www.itu.int/_en/ITUD/Statistics/Documents/facts/ICTFactsFigures28381f[16 04 2014]

730 percent of workers in Vietnam and Thailand have a secondary education; in Indonesia, the share is almost 50 percent, and
in China and Malaysia, it is about 60 percent.
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regions, seven states and the Union territories. These state structures are constituted at the
lowest levels by village tracts and watdsd are staffed by individuals who comply with
certain criteria (namely residing in that area and having lived there for more than ten years)
and elected by the community These ward committees play active roles in community
development activities suchs immunization campaigns, religious events, election, sports
activities, and literacy educatidh The state structure is a well organised hieratical
structure. This is one of the greatest assets to the financial sector as these state structures
and line d communication are already used by financial institutions.

Partly-led credit provision in the rump to the2015 general election&Generalelections in
Myanmar aredue to take place befor@r on 07 November 2015Industry consultation
revealedthat during and shortly after the bglections in 2012olitical parties had been
active in extending credit. CGAP/IFC estimatetthe Union Solidarity Development Party
(USDPextended credit to 500 000 clients 2012 (Duflos etal., 2012) Interviews wih USDP
ward leaders during May 2013 revealed that credit extension through these chanaels
concluded orsignificantly tampered off The absence ddppropriate distribution incentive
for ward leaderswas sighted as the predominant reason for this. FipScavhich
overlapped with this periodregistered party credit from USDP and NLD but uptake numbers
were insignificant. While partled credit is unlikely to change the long run landscape of
credit provision in Myanmar, it is worth monitoring in the rup to the 2015 elections.

3.3. Impact upon the regulation and supervision of financial services

Finally, recent history has also shaped the attitudes to regulation and supervision of financial
services:

Local ownership and indigenisation underlying politieédrm and opening ugMyanmar has
cautiously introduced reforms that open up the economy and financial sector, while
retaining local ownership. Current regulation does not allow for foreign ownership of banks
or insurance companies. The government intetml®pen up the banking sector to foreign
entrants in 2014, but only through jokventures. The insurance sector will only be opened
up to foreign investment in 2015. This drive to protect local ownership and indigenisation
has been a constant of the gavenent of Myanmar since its independence (Seetion 2.1)

and will be an underlying driver of economic reform.

Impact 0f2003 banking crisisThe government authorities may feel overly cautious during
the process of liberalisation, as the previoagempt to open the economy lead to the
banking crisis in 2003. The banking crisis followed a period of market revival and economic
reform. The government would be concerned about a reoccurrence of this crisis and it may
cause the supervisor to apply yestrict prudential controls to protect the solvency of the
banking sector, whilpotentially undermining the use of innovative distribution channels for
the provision of financial servic€surnell, 2003)

8 Consttution of the Republic of the Union of Myanmar (2008). Chapter 2 Sectimy4%18 [online] Available from
http://www.burmalibrary.org/docs5/Myanmar ConstitutiocR008en.pdf Accessed: 13 March 2013

® Republic of the Union of Myanmar: Ministry of Home Affairs (2012). The Ward or Village Tract AdministrationGeampter
3-4 Section & 8. [Online] Available fromhttp://www.burmalibrary.org/docs15/2012

Ward or Village Tract Administration BiD12-02-24-en.pdf[Accessed: 16/07/13.

° Qualitative demaneside summary report. MAP in Myanmar (2012). Section 2.1.2.
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5SYFYR FT2NJ FAYIYOALFf aSNWAOSa

The following ection will provide an overview of the relevant demaside characteristics of

the adult population of Myanmar in order to better understand the nature of demand for
financial services. These characteristics include demographic, employment and income
consderations that will influence the current uptake and potential future demand for
financial services. This view is supplemented Ssction 4.2, where target groups for
financial inclusion interventions have been identified based on key economic groups.

Within this section, if no specific references are made, it should be assumed that data was
obtained from the 2013 FinScope Survey.

4.1. Demographicand income information

Myanmar has a large, predominantly rural and aging populata@ I Yy Y I N & LJ2 LJdzf | G A 2
60.9 million (NSO, 2013) ranks as th& Bgest population in the world (World Bank, 2013)

and the % largest population of the 10 Stheast Asian countries. It is estimated that 69%

of the population is located in the rural areas, making it tfi&l&rgest rural population in

Southeast Asia. The remainder of the population, classified as urban for the purpose of this

study, are locatedn metropolitan area¥ (9%), semi urban'® (2%) and towns (19%). Only

29% of the population are younger than 14 years with the majority of the population (62%)

between the ages of 15 to 59 and 9% of the population 60 years and older.

The population is gdominately Buddhist, Burman and function within a strong family
structure. Qualitative respondents cited religion as a fundamental driver of behaviour in
Myanmar. The Institute of Peace and Conflict Studies (IPCS) found that 89.4% of the adult
populationreported to be Buddhist. The remaining religious groups were Christian (4.9%),
Muslim (3.9%), Animist (1.2%) and Hindu (0.5%). Myanmar has 135 ethnic groups, of which
Burmans (69%) are the most predominant. The population is madaf approximately 14
million households with an average household size of 4.8 individual©f the adult
population, 72% reported to be married and qualitative research revealed that it is common
for up to three generations to live and contribute to the same household.

" yangon and Mandalay
2 Chief cities of states and regions
34,7 urban and 4.9 rural
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65 .
sears Age group as a % of total population Total population
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over
9%

Religious grouping

Anirnists, Hindus,
ruslims, 1.9%, 0.59%

3.9%

COthers,

0.1%
Christians?

4.9%

Figue 2: Demographic breakdown by religion, ethnicity, age and rural vs. urban.
Sourcelnstitute of Peace and Conflict Studies (IPCS) and FinScope 2013

Low levels of skilled labouAccording to the UNDPs Human Development Index012,
Myanmar ranked 149 (out of 185 countries rated) for the average number of years of
education completed by people aged 25 years and oldef b 5t I 5L HAMOUOU® acéel
average stood at 3.9 years. An alternative assessment by the Asian Developmiei(AB&n)
indicates that the number is 4.8 years. According to FinScope, 63% of the population have no
education or only have basic education, 30% reported having secondary education and 7%
reported having higher education. Primary school (grades 1 to 5)HExebiment Ratio
(NERY stands at 84.6%, despite it being compulsory (JICA, 2013). In addition, less than 60%
of these pupils complete grade 5. Lower secondary (grade 6 to 9) school NER stands at
47.2%, upper secondary (grade 10 to 12) school NER stal@8mand tertiary NER stands

at 15%. The regional NER averages for primary, secondary and tertiary schooling are 96%,
73% and 30% respectively (UNESCO 2011).

Large and potentially growing group of domestic and international labour migrhatge
portionsof the economically active population have migrated to urban centres or abroad to
seek better employment prospects. Myanmar has a relatively high rate of urbanisation at
2.6% per annum. This is above the global annual average of 1.9%a, as well as the rate of
more advanced economies such as Thailand, which has an urbanization rate of h 1.4% per

“NER is the number of pupils in the theoretical age group who are enrolled expressed as a percentagarmgthopulation.
BLiga y20 LRaarofsS 2 RSRdzOS FTNRY GKS REGE AF NHNIf G2 dz2NBlYy YA
families. Various studies do however indicate to the prevalence of migrant workers.
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Fyydzy® |1 26SOSNI AG Aa t26SN) GKFy adlyYlINBRQs f S&:
Laos wich has a rate of 5.1% per annum (CIA, n.d). The estimated number of Myanmar « « =
labourers working outside of Myanmar ranges significantly, between two and six million

(Human Rights Document Unit, 2008ccording to CARAM (2010) 48% of all Immigrants are

women. Industry consultations suggest that the largest remittance corridors are with

Thailand, Malaysia, Singapore and the United Arab Emirates. This was confirmed by FinScope

which estimates 1.9 million adults received remittances in the last twelve montm fr

Thailand, about 700 000 from Malaysia and abd20 000 from Singapore. IFAD estimated

the total 2012 remittances at USD 566 million, which is approximately 1.1% of(lGBB,

2013).

Thailand home to largest number of Burmese migraftere are an @ésnated two million
Myanmar labourers in Thailand, employed predominantly in-gilled occupations in the
agricultural, construction and fisheries industrighantavanich, 2012 he majority of this
migration takes place along the border of Thailaral thie Kayin and Tanintharyi states. Of

the remittance sent from Thailand, about 68% goes to parents, 15% goes to siblings, 10%
goes to children and 7% goes towards the support of spouse(s) and olbeete(i &
Vasuprasat, 2010).

Lowest income levels in fieg with high incidences of povertAccordingto World Bank
Myanmar is the poorest country in Southeast Asia. FinScope estimates the average monthly
income to be K 9827 (about USD 99 per month or just more than USD 3.5 per Eiayixe

3 below indicates that, of those adults who responded to the income question in the
FinScope questionnaire, 19% live on less than USD 1 per day and 43% live below the
acceptable minimum wage for day labourers of USDp2r day. The Gini coefficient was
determined to be 0.49FPC, 2013).

100.0%

25% - 94.8% 100%
23.5% 1
1 - 90%
19.4% 20.9% 81.1% Il S
< 20% 1 : | | - 80% &
> | | | . 94.8% of adults )
Q earn less than $10 £
e | | 63.7% ! per day - 70% 3
8 15% : 1 I 81.1% of adults L 60% %
< ! | earn less than $5 3
c 42.8% per day L 50% w
= I ’ 12.0% 50% 5
= 1 ! ©
2 10% ) | - 40% <
S | | >
bS] 42.8% of adults - 30% S
I 0, S
X 1 under "min wage" V3% g
5% - for day labourers 5 4% 3.8% L 20% 8
' 2.0% 0.9% . . 10%
19.4% of adultsre under UNDP 0 0.3% 9% 50
poverty line 2010 1% 1.5% L 0.4% 1.5%
0% ; : . . . . | . . 1% ; 01% ——+ 0%
A 2 ) > 5 o A % ) o > o > > ° A
éy @H @H ,@5 v@(1 @rﬂ .@L) /\@(1 \orq &0"7\’ \0‘1\’ ‘0‘1\’ &0"7\’ \0‘1\’ \ot’\/ @b’z’
& o & Ld o £l % &) P9 Ky o N ) K N
3 3 9 9 ) 9 S
N z,;«\
o §
N Personal income in USD per day W
N=30486 972 (adults who disclosed income) % of adults in income level Cumulative % of adults

Figure3: Income distribution

Source: Finscope 2013

®Note that the exchange rathas not been adjusted for Purchasing Power Parity (PPP). And exchange rate of USD 1 = Kyat 946
Kyat was used to calculate the dollar equivalent.
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Urban wages significantly higher than rural wagEhe eported average monthly income in .
urban areas (K 12804/USD 133) was 59% higher than rural areas (8518JSD 83.9). In .
addition, the number of individuals in urban areas living below USD 1.00 (9%) and USD 2.00
(12%) a day is significantly less than ttheiral counter parts (17% and 21% respectively).
The average income is significantly different within urban areas with the larger metropolitan
areas of Yangon and Mandalay average income of K3665USD 175), semi urban areas

with K 108576 (USD 115) antowns with K 11556 (USD 119). This represents an intra
urban variation between lowest and highest average of nearly 50%. Wage differentials
between provinces are also significant with the highest income province of Tanintharyi,
which boarders Thailandyhere the average income is in excess of 250% of the average
income of the lowest income province of Rakhine. Lastly, significant wage differentials exist
between agricultural zones with the highest average income in the Plain and Delta Zone,
with K 103200 (USD 109), compared to the lowest income agricultural zone, which is Coastal
Zone, with K 85 822 (USD 91).

Agriculture is the largest economic activity by number of participd®8 million adults or

6.97 million households (50% of the adult popwa)i report being involved in farmin@his
figure only includes adults who are involved in farming and does not include adults who are
farm workers, although there may be overlaps between the two grlugslults involved in
farming can be divided into 3 groups, describedTable 1 below: (i))Those whose main
income is from farming; (iijthose for whormarfning is a secondary income source; and (iii)
those who are dependent on other household members for income but whose households
are involved in farming (family dependents of farming households). Those whose main
source of income is from farming constiést 61% of all adults whose households is involved
in farming, or 30% of all adults.

% of adults whose householdg
Farming groups Number of adults | are involved in farming
Main income farming 12 098 928 61%
Farming as secondary
income 3 264 502 17%
Familydependents of
farmers 4412 523 22%
Total 19 775 953 100%

Tablel: Farming groups
Source: FinScope 2013

For an overview of the agricultural activities as reported by all adults whose households are
involved in farming, please refer ®ection14.5 AnnexA: Credit products An Agricultural

note summarising the agricultural content and main findings from the MAP Myanmar
Country Diagnostic report Wialso be available as a separate deliverable.

7 Our analysis deal with adults who are farm workers as a separate economic groesead.2).
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4.2. Segmenting the market

In order to assess the nature of takp and to identify key priority areas for future
extension of financial services, it is important to understand the key parameters of priority
economic groups and identify target groups. The parameters of the target groups will form
the basis for assessing the appropriateness of institutions and the products they offer to
meet the needs of the target groups.

The segmentation was derived in two stagesstly, economic groups were identified based

on the main sources of incomeas reported by FinScope. Nine economic groups were
identified: Farmers, Formal enterprises, Informal enterprises, Farm workers, Government
employees, Employees of formal privagenployees, Salaried private individuals (private
employees not working for companies or government), Piece or casual workers, and
Remittance dependents. These economic groups were evaluated based on key parameters
as they influence the nature of the grougemand for financial services (income, gender,
geography, age, education levels, use of mobile phones andupla financial services).
Based on this evaluation the economic groups were grouped into five key target groups for
financial services:

I Farmes ¢ are adults that reported to be sefimployed (farming their own land or
family land) in engagements involving crop cultivation and livestock keeping.

I Formal enterprises; are enterprises that are considered regulated or licensed to
operate. Thissegment represents adults who are seithployed and own and
operate their own enterprises.

1 Informal enterprises¢ are enterprises that are not licensed to operat€his
segment represents adults who are sethployed and own and operate their own
enterprises.

1 Formal consumer market consists oemployees who are employed in the formal
private sector (Employees of formal private companies) or in the public sector
(Government employees).

1 Informal consumer market; consists of adults who receive wages from thformal
market (Piece or casual workers as well as Farm workers), adults who receive a
salary from the informal market (Salaried private individuals) and those who rely on
remittances (Remittance dependants.

Table2 below compares these different target groups based on the following parameters:

1. Number of adults in a groupFarmers make up the largest category of economic activity
and represent theiown defined target group. They represent 12.1 million adults or 30%
of the adult population. Adults considered as Informal enterprises (12%) are almost
equal to those who receive wages as casual workers and piece workers from informal
institutions (10%).Remittance dependants are the smallest economic group (1% of
adults).

2. Average monthly incom®¢ Formal enterprises reported having the highest average
monthly income at K 21891 (USD 224) followed by Employees of formal private
companies at K 12888 (USDL37). Informal enterprises and Government employees
followed closely at K 12676 (USD 133) and K 1989 (USD 123) respectively. Farmers

'8 Of those adults who reported their monthly income
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and adults in the Informal consumer market all received a monthly income below K
100000 (USD 106).

Percentage of gmngp not using any regulated/unregulated financiakrvices ¢
Government employees registered the lowest level of use (35%). Adults in the Informal
consumer market registered the highest level of financial services use (62% for Salaried
private individuals, B% for Remittance dependents and 54% for Piece or casual
workers).

Percentage of group currently owinghe proportion of adults that have debt in each
segment at the time of the study. The segment with the highest proportion of debt was
Farmers at 62% oapared to all the other segments, which was below 50%.

Percentage of group that resides in rural areaspresents the rural urban distribution.
Farmers and the Piece or casual workers groups had the highest percentage of adults
residing in rural areas 8% and 70% respectively). The lowest percentage of adults
residing in rural areas includes Formal enterprises (25%), Employees of formal private
companies (27%) and Government employees (32%).

Percentage of group that are matedemonstrates the genderpéit in every segment.

The segments that have the highest proportion of males include Employees of formal
private companies (72%), Salaried private individuals in the Informal consumer market
(69%), Farmers (62%) and wage recipients in the Informal consomeket (61%),
which includes Piece or casual workers.

Percentage of group aged less than 35 yearprovides an overview of the age
distribution. The highest proportion of individuals under the age of 35 include Farm
workers (46%), Employees of formalvate companies (37%), Piece or casual workers
(36%) and Salaried private individuals in the Informal consumer market
(35%).Remittance dependants are the oldest group with only 7% of adults under the age
of 35.

Percentage of group that reported owning abile phoneg represents ownership of
mobile phones. Those who are sethployed in formal enterprises (Formal enterprises
group) contain the highest proportion of mobile phone ownership (63%). Government
employees and employees of private companies folaitin 48% and 43% mobile phone
ownership. Farm workers and Piece or casual workers have the lowest mobile phone
ownership at 5% and 12%.

Percentage of group that has no or only basic educatidemonstrates literacy levels.

The largest proportion of addtwith no or only basic education includes Farmers (70%),
Piece or casual workers (69%) and Remittance dependents (68%). Government
employees followed by Employees of formal private companies have the highest
education levels (secondary and/or tertiary edtion. with 82% and 67%, respectively.

Note on segmentation methodology:The goal of the segmentation exercise is to identify
key priority target groups for the extension of financial services. Although a large proportion
of the population was capturechithe segmentation exercise (72% of adults) the use of
economic groups and remittance receivers to identify priority target groups resulted in the
exclusion of the economic inactive. This idlime with the G20 definition of financial
inclusion which fogses only on working adults (se®ection1). The largest group of
individuals excluded from the segmentation exercise were adult household dependén
account for 27% of the adult population. This group is mostly female (76%), and are mostly
spouses (44%), parents (19%) or other family members (9%) of the head of household.
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Employees of Piece/ Farm Salaried

Total adult Formal Informal formal private | Government | casual workers private Remittance
Metric population Farming enterprises | enterprises | companies employees | workers individuals | dependents
Number of adults in 39 777041 12098928 | 2521 343 4687 722 765 505 968 030 4028021 | 2178101 725503 520 829
group (100%) (30.4%) (6.3%) (11.8%) (1.9%) (2.4%) (10.1%) (5.5%) (1.8%) (1.3%)
Avg. monthly income of
those in groupwho K 93527/ K 89723/ K211891/ K 125676/ K 129288/ K 115909/ | K 66836/ K 48611/ K 86319/ K 62309/
reported income (ratio USD 99 USD 95 USD 224 USD 133 USD 137 USD 123 UsD 71 USD 51 UsD 91 USD 66
to average income) () (0.96) (2.3) (1.3) (1.4) (1.2) (0.7) (0.5) (0.9) (0.7)
% of group not using any
regulated/ unregulated
financial services 48.8% 41.0% 45.7% 48.4% 44.5% 35.3% 53.6% 55.4% 62.4% 56.7%
% of group currently
owing 47.4% 61.8% 26.0% 41.7% 26.7% 37.7% 49.5% 59.1% 44.1% 21.6%
% ofgroup that resides
in rural areas 69.2% 93.3% 24.8% 52.4% 26.6% 32.2% 70.0% 95.8% 45.1% 64.3%
% of group that are male 48.7% 61.9% 55.6% 46.5% 71.8% 47.6% 61.2% 56.3% 69.0% 42.6%
% of group aged less
than 35 years 28.9% 25.9% 23.0% 24.9% 36.9% 22.7% 36.3% 45.8% 35.1% 6.7%
% of group that reported
using a mobile phone 41.8% 34.8% 73.3% 54.1% 72.6% 67.6% 33.7% 28.6% 35.5% 30.6%
(own phone) (23.5%) (15.7%) (63.2%) (36.6%) (43.2%) (47.8%) (11.8%) (5.2%) (22.6%) (17%)
% of group that has no
or only basic education 63.2% 69.6% 32.9% 55.5% 33.4% 12.3% 68.8% 86.3% 50.8% 68.0%

Table2: Key parameters of economic groups and target groups

Source: FinScope 2013
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4.3.

% of economic group that are urban

Economic activity strongly correlated to geographs.carbe expected, the majority of farm .
workers and farmers are located in rural areas. Formal enterprises, Government employees
and Employees of formal private company were predominately urban. Informal enterprises
were evenly split between rural and urban aseewith Remittance dependents and Piece or
casual workers located primarily in rural areas. The largest economic groups are located
predominantly in rural areas and have lower incomes than their smaller urban counterparts.

90%

80% Formal enterprises

Government emoployees .
70% pioyee Employees of formal private

companies
60%
Salaried private individuals:

50%
Informal enterprises

40% Remittance dependents
Piece/casual workers
30%
Target markets:
@ Formal enterprises
20% Formal consumer market

Farmers Informal enterprises
Informal consumer market
@ Ffarmers

10% Farm workers

Size of bubble size of economic group
0% + T T T T T T T T )

20000 40000 60000 80000 100000 120000 140000 160000 180000 200000 220000 240 00C

Average income of economic group (Kyats)

Figure4: Comparative profile of economic groups

Source: FinScope 2013

Significant variation in income between economic groAverage reported monthly income

of economic groups differs significantly based on the main source of income-{§ae4
above). Formal enterprises reported the highest income levels while farm workers reported
the lowest monthly income.

Key differences in economic activity, regitha of income, geography, age, gender and
mobile phone usage of the target groups, will need to be incorporated into any financial
inclusion initiatives to reach and meet the needs of each market.

Takeup and usage of financial services

For the purposesf this discussion, usage of financial services will be categorised according

to the type of financial service provider through which the financial product or service is
accessed. The type of financial service provider can be broadly classified aseckguidt
unregulated providers (s€Box2, below). Regulated providers in the general takesection
(Section4.3.1) will cover institutions regulated for the provision of financial services such as
{GFrGS CAYLFYOALT LyadAaidzA 2-gperaiiecCdnd gadrishops.CL & =
Unregulated providrs include individuals and institutions such as: employers, savings
groups, money lenders, village funds, religious institutions and agricultural buyers. This
category does not include loans obtained from friends and family. Product specifitipake
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and wsage will be dealt with in each individual product sectiddscfions7 - 10). Regulated

institutions in the product sections will include institutions that are regulated for the

provision of the financial services in question (e.g. credit or insurance).

Box2: Categorisation of financianstitutions and the revised access strand

Financial services provideis Myanmar can be broadly categorised into regulated
unregulated providers:

Regulated financial services providesase registered legal entities that are regulated for t
provison of financial services. If a financial services provider is registered with a
authority and its activities are subject to regulation which permits it to provide final
services, whether a public authority supervises its provision of finaseiaices from g
prudential or market conduct perspective or not, it is considered a regulated fing
services provider.

Unregulated financial services providesse not registered with any public authority for th
provision of financial services and aret subject to any institutional, prudential or mark
conduct supervision in their provision of financial services. Even though legislati
regulation may exist that govern their provision of financial services, unregulated pro
do not comply wth such regulation and are therefore not subject to any public supervi
or control. Likewise, if an entity is registered with a public authority, but not for
provision of financial services; and no regulation exists that govern their provisi
financial services, the entity will be an unregulated provider.

An access strants a tool used to illustrate takep of financial products or services fro
different categories of financial services providers based on the level of public contrg
supervsion applied to the financial services provider, while placing an emphas
regulated financial services providers. The access strand consists of four distinct groug

9 Financially excludedThis group consist of adults who do not access financial prs(
or services from either regulated or unregulated financial services providers, and w
not demonstrate financial activity with family, friends or themselves.

9 Individuals who only demonstrate financial activity with family, friends or themselvg
Thisgroup consists of adults who illustrate financial activity through friends, fami
themselves. This financial activity includes saving at home or with family or fri
borrowing from family or someone you know, sending money to someone via fam
friends, or using a savings or borrowing mechanisms in response to having exper
an insurable event (epost financial mitigatioriy.

9 Financially included through unregulated financial products and services :oflis
group is comprised of adults whorea financially included through the takeg of
financial products or services from unregulated providers. However, this group dog
include individuals who also have any financial products or services from regt
providers.

1 Financially included thragh regulated financial products and servicehis group i

' This last category is captured as individuals who only demonstrate financial activity with family, friends or themskéses in t

insurarce access strand regardless of the regulated or unregulated nature of the saving or borrowing activity employed.,
because they are not using a regulated or unregulated insurance product to mitigate the risk, but are employing their own

financial mechanisrto mitigate the risk. The use of regulated or unregulated saving or borrowing to mitigate the risk would

still reflect as regulated or unregulated use of saving or borrowing in the saving or borrowing strand, and overall financial
access would thereforeill reflect the true extend of regulated and unregulated tale.
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made up of all adults who are financially included through the 4aeof financial
products or services from regulated institutions.

Please note that the access strands do not show overlaps deztwthe categories 0
providers, so that an adults with both a regulated and unregulated financial product i
distinguishable from the access strand and would only appear under regulateeupal
Similarly, an adults with no regulated product but whashan unregulated product and wh
(for example) saves with a family member, would only appear under the unregulated

up.

The access strand can further be used to illustrate 4@xecross particular product grouy
(i.e.: credit, savings, insurance orayments). Particular financial products, servic
mechanisms and activities that have been included for each category of the product
access strands are listed under each product group below:

Credit access strand

I Regulated takeup: Having a loan pmuct or credit account with an SFI, commer(
bank,formal (nonbank) financial institutionMFI, government scheme, @iperative or
pawnshop.

1 Unregulated takeup: Borrowed money from an employer, savings group, money len
religious institution, villag fund, community based organisation or a registe
institution which is not being supervised for the provision of financial services. Req
goods in advance from a farmer/shop/store/supplier or agricultural buyer and hg
pay back later.

1 Borrowing with family or friends:Borrowed money from family or friends that you ha|
to pay back. Received money from family or friends that you did not have to pay ba

Savings strand

I Regulated takeup: Saving with or having a savings account with an SFI, comm
bank,formal (nonbank) financial institutionMFI or ceoperative.

1 Unregulated takeup: Belonging to a savings group or having savings with a sa
group, money donations group, or anotharstitution that is not supervised for th
provision of financial services.

1 Saving with family, friends or selfSaving within the household, family or commun|
who keep it safe for you, saving in a secret place at home (like a piggy bank), sg
jewellery or gold, saving in livestock or saving in kind.

Insurance strand

I Regulated takeup: Any regulated insurance product (like motor vehicle insurance) |
an insurance company or bank.

1 Unregulated takeup: Saving with or borrowing from an MFI that hasmandatory
welfare fund, belonging to community funeral assistance or health assistance gro|
free funeral society/ward clinic or health association, or a donation group.

I Selfmitigation (after having experienced an insurable risk): Those who exptean
insurable risk over the past 12 months and used savings or borrowed in order to m|
the impact of the event. Insurable risks include: Death of or loss of income from
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Payments strand

1

income earner, death of a family member (who is not the main income epril@ess
within your household or family that requires medical expenses, disability (s€
household member), loss of job (self or household member), fire or destructic
household property, loss of your home, loss of your savings, drought, pidalrar
loss of access to water for farming, flooding/storms, harvest failure or losses of
harvest (including plant disease), death or iliness of livestock, loss of your land or
to land you use, loss/failure of your business or an earthquake.

Regulated takeup: Having sent or received remittances in the last 12 months via |
transfer (or paying into a bank account), ATM, the Post Office, Western U
MoneyGram, internet/online banking or mobile phone or having one of the follov
accounts/products from a commercial bank: Debit Card/ATM card/Myanmar Payr
Union (MPU) cal, current/cheque account, foreign currency account, bank acc
outside the country, internet/online banking.

Unregulated takeup: Having sent or received remittances in the last 12 months
motorcycle, taxi or via hundi

Sending money with family ofriends: Having sent or received remittances in the |
12 months directly via friends or family.
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4.3.1. General takeup and attitudes towards financial services

I'FEF 2F ael yYl NQRa

services (19%).

I Rdzf G

LJ2 Lddzf | GA2Y
unregulaed sourcesFinScope reports that 51% of adults use financial services from either a
regulated or an unregulated institutiofrigure5 below shows thei30% of adults use at least
one financial service product from a regulated financial service provider, while 21% use
unregulated services only. The remaining adult population rely on meeting their financial
needs from friends, family or themselv&®nly (30%) or do not use any form of financial

N(Total)= 30777 041 Total

30.0%

21.1%

29.7%

19.2%

N(Rural)= 27 542 256 Rural

30.6%

22.6%

29.3%

17.5%

N(Urban)= 1234 785 Urban

28.8%

17.7%

30.6%

22.9%

T

0% 10%

M Regulated access

20%

T T

40% 50%

Figure5: Financial services usage by source of provision

Source: FinScope 2013

60%
% of Total, rural and Urban adults

T T

70%

T T

NB LJ2 NJi

80% 90% 100%

@ Unregulated access
I Financial activity with family, friends or yourself® Financially excluded

Majority of adults with access to regulated financial services only make use of one product
class.Although 30% of adults reported to use at least one financial service from regulated
financial services providers, only 6% make use of more than one redudiatacial product

class (a combination of credit, savings, insurance and payments). The remaining 23% of
adults (or 9.4 million) reported only using one financial product class from a regulated
financial services provideEigure6 below shows this breakdown of adults using financial
services from regulated financial services providers and classifies adults that make use of
more than one financial seice asbroadly servedand those who only make use of one
financial service from a regulated providertamly served This highlights that most adults

that are considered to be served by regulatiiancial serviceproviders are onlythinly
servedand ae still candidates for financial inclusion.

® This category consists of individuals who only demonstrate financial activity with family, friends or themselves. Thi$ financ
activity includes saving at home or with family or friendsrrowing from family or someone you know, sending money to
someone via family or friends, or using a savings or borrowing mechanisms in response to having experienced an insurable

event (expost financial mitigation).
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Figure6: Nature of financial services usage

Source: FinScope 2013

Thinly served driven largely by regulated borrowing without an account aneéhcemunt
based paymentOf the 23%of adults identified ashinly served 61% (or 5.8m adults) only
borrow from regulated financial services providers and 27% (2.5m adults) use only payment
services from regulated financial services providers {&agle 3 below). Adults who report

only borrowing from regulated financial services providers are largely rural farmers who
access agricultural credit only from MAT BAdults who report usig only payments from a
regulated financial services provider consists almersirely of adults who indicated that
they use a bank to send or receive remittances, but do not report having a bank acount
Regulated payments as captured in our analysistheeefore largely noraccount based.
These two services (adults only borrowing from regulated financial services providers and
adults using only payments from regulated financial services providers) make up 88% of the
thinly servedcategory.

% of adult
Regulated usge Nr of adults | population
Regulated borrowing only 5763 519 14.5%
Regulated savings only 746 489 1.9%
Regulated insurance only 388 714 1.0%

*! FinScope reports that of the 5fillion adults who only have a regulated credit product (Sekle 3; 3.8 million only have

access to a MADB loan (adults in households who have an MADB loan

ZLy a&lyYINI AGQa O02YY2y (2 dza$S ol y1l 6N}y OK&3OnaouNd®x0oni Y2y Se oAl
1% of remittance senders and receivers have a transactional bank account, while only 12% of adults who indicated they use

banks to send or receive remittances indicated that they have any account with a commercial bank or MEBtheryt

currently save or borrow from a commercial bank or MEB.
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% of adult
Regulated usge Nr of adults | population
Regulated payments only 2538 376 6.4%
Two types of regulated financial services (e.g. savings &
borrowing) 2 001 248 5.0%
Three types of regulated financial services (e.g. saving
payments and insurance) 455 736 1.1%
All 4 types of regulated financial services 51 692 0.1%
Total regulated access 11945 774 30%

Table3: Breakdown of regulated financial services usage

Source: FinScope 2013

Interpreting agricultural credit uptake for MADB using FinScope. ttaEinScope, 5.8illion

adults from farming households reported having an MADB loan. With an average of about 3
aduts per household, this translates to about 1.8 million households with a loan from
MADB. This accounts for the discrepancy between the number of adults reporting to have an
MADB loan in FinScope (5.3 million adults) compared to the number of loan cépotsed

by the MADB during supphide consultations (at least 1.6 million clients and 2.3 million
loans§. The qualitative research findings suggesattfarming is a household activity in
aelyYFINY CFNXYAyYy3 K2dza SK2f{ Ra Q ultfrdzgrédii degisioas I a
tend to be made at a household levelhere would therefore likely only be one MADB loan
per householdBecause FinScope is an individual questionnaire conducted at a household
level, but extrapolated for the total adult populatipuptake of agricultural credit therefore
reflects adults living in households who report having access to agricultural credit, rather
than the number of actual agricultural loans. MADB loans are the only credit that can
specifically be identified as beajnsolely agricultural from FinScope, and to which this
reasoning can therefore be applied. Because of the nature of farming households in
Myanmar explained above, adults in farming households with a MADB loan are therefore
considered to have access to ayuated financial service.

Rural takeup exceeds urban takep for both regulated and unregulated financial services.
Rural areas reported greater takg of financial services (53%) than their urban
counterparts (47%). While the bulk of rural financiedvices are obtained from unregulated
providers (36% of rural adults have an unregulated product or service), theutals

regulated financial services is still higher in rural (31%) areas than in urban (29%). This is

largely driven by the rural penetrian of credit provision by MADB and PACT (as explained
above; also se8ection7.3).

Large overlap between usage of financial services from reglilaind unregulated
institutions. It was found thatl2% of adults, or 4.6 million people, in Myanmar make use of
financial services from both regulated and unregulated financial services providers. This was
most prevalent in rural areas where 14% of aduits;3.8 million people, make use of both
providers.

Takeup of regulated financial services is positively correlated with income lAgaliepicted
in Figure7 below, financial services obtained from regulated financial services providers is
directly correlated to income. Higher income levels increases the likelihood of using a

BN 0K2dZAK CAYy{ 0215048 AYLI ASR ydzYoSNJ 2F K2dzaSK2f R&a gAGK |y
million vs. 1.6 million).
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% of adultsin income band with regulated orunregulated
financial services

financial service frm a regulated financial services provider, but only marginally decreases =
the likelihood of using financial services from an unregulated financial services provider. .

Regulated financial services penetrate even the lowesime categoriesWhile takeup of
regulated financial services correlates with inconégure 7 also shows that regulated
financial services have penetrated into even the lonwiasbme categories. FinScope found

that 19% of individuals earning less than USD 1 per day report to use financial services from
a regulated financial services provider. This increases to 27% for those earning between USD
1.00 and USD 2.00 and to 31% for thoaeag between USD 3.00 and USD 4.00 per day. As
with the case for rural takeip of regulated financial services, penetration into imgome
segments is largely driven by MADB and PACT.

100% r 20%
90% - 18%
80% r 16%
T0% Co14%
60% ro12%
50% r 10%
40% r 8%

30% o - 6%

20% - %

% of adult population in income band

10% - 2%

0% T T T T T T T T T T T T T i T 0%
lessthan 51to 52 $2to53 $3to 54 541055 551056 56t057 S7t058 SBto %9 S9to  5$10to  $1ito S$12to S$13to Sidto More

51 per 510 511 512 513 514 515  than 515
day Income bands aday
Regulated Unregulated ® Total regulated and unregulated

Proportion of population in income group Linear (Regulated) ———-Linear (Unregulated) N=39 777041

Figure7: Total takeup of financial serwies from regulated and unregulated providers.

Source: FinScope 2013

Figure8 below shows the takeip of specific product classes (credit, savings gy and
insurance) from regulated financial services providers across income (discussed further in
each of the market discussions 8ections7 - 10). Credit is the most pervasive financial
offering across most income groups followed by payments and savings. All income groups
reported using financial services from a regulated financial services provider witlupe#te

a percentage of the total aduftopulation in a specific income group increasing with income.
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Figure8: Takeup of regulated products across income

Source: FinScope 2013

Proximity to financial service providers is a key driver for financial servicesgaRmximity

to a financial services provider, measured by proximity to bank bfnisha key driver to

the takeup of commercial bank products (SEgure9 below). It was found that 72% of
commercial bank clients were located within 30 minutes of a bank branch. Similar
parameters apply to takep of MEB products with 67% of clients living within 30 minutes
from a bank branch. The only bank exception Wi&DB where no significant correlation
between proximity and takeip could be established. While MADB follows a microfinance
distribution approach that includes group loans and local loan screening committees (see
Section7.3.3for a description of MADB) farmers are still required to collect funds and repay
loans at the MADB branch. Proximity is a critical factor fortgkef financial services but
could be overcome through changes to the operational model of the financial services
providers.

' Respondents reported distance, in time,the nearest bank branch. The reported distance does not imply that the
respondent is a client of the bank operating the branch.
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Figure9: Proximity to a bank branch versus commercial bank, MEB and MADB clients

Source: FinScope 2013

4.3.2. Qualitative findings on takeup of financial services

Several barriers to the takap of financial services provided by regulated financial services
providers.The barriers to takeip of regulated financial services identified by the qualitative
research included: insufficient deliveghannels that required travelling long distances at
high costs, inconvenient operating hours, long delays such as those experienced between
the application of a loan and the actual disbursement of the loan or time taken to remit
money via banks, burdens@amapplication requirements (specifically those related to loan
applications and account opening) and low interest rates on savings especially when such
interest rates are compared to alternative unregulated investment opportunities. Moreover,
respondents fom both the urban and rural areas felt that requirements set by regulated
financial services providers excluded towome earners. For example, banks only accepted
specific types of property as collateral.

Someregulated financial products are gaining eeptance and usageThe most utilised
regulated financial products are money transfers via banks and agricultural loans
(predominantly from MADB). Supptyde interviews revealed that in order to remit money
via banks, one is neither required to submit omas paperwork, nor did it require being an
account holder. Money transfers via banks were also considered to be safer than the
unregulatedhundisystem.

MADB products appreciated but service levels require atter\¥ith regards to MADB loans
(seeBox 4 for a discussion on MADB) farmers were appreciative of the low interest rates
charged on the loan. However, they complained that the process washienghe
requirements were rigorous, the loan amounts were insufficient and not always available,
loan disbursement was not prompt enough and the repayment period was not suitable as it
forced farmers to sell their produce right after harvest at low magkétes in order to make

the repayments.
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Unregulated financial services and products are ultimately prefeiie .discussed negative “
attitudes coupled with insufficient delivery aegulated financial products results in high .
usage of the alternative ungrilated financial services products. The benefits of regulated
financial services were unclear to most people, especially those in the rural areas. The risks
and extremely high interest costs associated with unregulated products such as unregulated
lending were widely known but this did not discourage users of unregulated services or
products (MSR, 2013). Respondents were very comfortable using unregulated services
offered by the money lenders, (unregistered) pawnshops, savings groupshamdi
Respondentgspecially preferred unregulated providers because they had flexible operating
hours and they provided immediate relief and the borrowing terms were negotiable.

4.3.3. Summary of economic groupings

Inverse correlations between credit usage and average inctwhen comparing takeip of
credit between the nine economic groups it becomes evident that, with the exception of
adults dependent on remittances, credit taki@ from regulated or unregulated financial
services providers is inversely correlated to incomeverancome economic groups such as
Farm workers, Piece or casual workers and Farmers have higher credit usage than higher
income enterprise owners (Formal enterprises and Informal enterprises) and Salaried
employeed’. This picture however changes signifitg when only considering takep from
regulated financial services providers. As depicted-igure 10 below, adults who earn
salaries reported veriow take-up from regulated financial services providers and hightake
up of credit from unregulated sources (the distance between the-poicts of the dotted

and solid circles).
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Figurel0: Comparison of economic groups lriycome, credit usage and region

Source: FinScope 2013

% Employees of formal private companies, Government employees and Salaried private individuals.
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Direct correlation between rural and credit usa@be use of credit is directly correlated to
location. Credit takeup is significantly higher in economic groups that are based in rural
areas. When oml considering credit from regulated credit providers this continues to hold
for farmers, who are eligible for MADB loans, while farm workers and casual labourers use of
regulated credit sources is significantly lower.

Savings directly correlated to inconkhe higher income economic groups, enterprises and

salaried employees, have higher savings levels than lower income groups of Farm workers,

Piece workers, Remittance receivers and Farmers. This trend only holds when considering

the use of regulated sawis products. Higher income groups did however show high levels

2F Al @Ay3a 2dziaARS 2F NB3IdzA F G§SR T AhfrdgiigOA | € aSN
FNHA Gaé¢ F2NI NBIAdzZ SR FAYFYyOALFf aSNBAOSA LINRJA
savirgs incidences and are relatively easy to reach as they are predominately urban.

Savings inversely correlated to rurBhe increased prevalence of savings was observed with
groups that were predominantly urban. Farmers, Farm workers and Casual laboadettseh
lowest takeup of savings and the highest concentration of rural respondents. On the other
hand, Government employees, Private sector employees and enterprises had higher savings
incidents and were predominantly based in urban areas. Rural saviobsgigation is more
challenging as these groups are harder to reach, have irregular incomes and lower
incidences of savings (ségure 11 below).
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FHgure 11: Comparison of economic groups by income, rural and savings usage from regulated and
unregulated institutions

Source: FinScope 2013
Takeup of transactional products strongly linked to both location and economic acsty.
is illustrated inFigure 12 below, Formal enterprises and Government employees had the

highest usage of payments products. This is followed, by itRe#mes receivers.
Interestingly, only 12% of Remittances Receivers made use of regulated money transfer
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providers such as banks. Urban groups, with the exception of employees hired by =
individuals, made more use of payment services. Formal enterpriseishvane located .
predominately in urban areas and have high mobile usage, are expected to make frequent
payments and currently conduct a large part of this through unregulated financial services
providers.
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Figure12: Comparison oEconomic groups by income, rural and transactional usage from regulated
and unregulated institutions

Source: FinScope 2013
Summary of takeup and needs by economic group:

Farmers have high takep of regulated credit, but unmet demand still exiggarmes
reported high levels of access to regulated credit with 37% of Farmers reporting that they
borrow from a regulated financial services provider. However, this high use of regulated
credit does not translate into high takg of other regulated financialervices, with Farmers
reporting low levels of regulated savings, payments and insurance. Furthermore, regulated
borrowing correlates with plots size, increasing from 24% of Famers with plots smaller than
2 acres to 54% of Farmers who have plots 10 aordarger. While Farmers are the best
served group for regulated credit, high levels of unregulated credit usage indicates demand
for additional credit and credit products.

Farmers reported a high need for regulated insurance prodBarmers reported low take

up of insurance from regulated (2 % of Farmers) or unregulated financial services providers
(6% of Farmers). FinScope revealed #iz& of Farmers only rely on savings or borrowing to
manage the impact of insurable risk evefitswith regards to savings, Farmers did not
report to use regulated savings extensively (only 6%), however 29% of Farmers reported
saving with family, friends or themselves only. This includes saving at home in cash, saving in

®please note, these areskis which are normally considered insurable. Insurance products that address these risks are not
necessarily available in Myanmar.
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livestock, as well as saving ioldy The credit lines and savings used for responding to a risk

event could be used for productive purposes if appropriate insurance products were in « =

place. For example, Farmers represent an aging population and this savings could better
serve the need foretirement provision.

-

insurance 2966% 2%

Saving | 6715% 20%

Borrowing | 37% L 14% | 11%
0% 2(I)% 4(IJ% 66% 8(I)% 10I0°/c

% of adults in income group
O Regulated [ Unregulated only @ Fam and friends/self only m Excluded

N=12 098 928

Figurel3: Usage of financial services by Farmers

Source: FinScope 2013

Formal enterprises reported low credit usage for productive purp@®akeup of credit from

either regulated or unregulated financiakrvices providers is low for Formal enterprises,
with 74% of Formal enterprises reporting to not use any form of créldiese enterprises

thus rely heavily on savings, held largely with family, friends or themselves, and income to
fund expansions. Thigpresents an opportunity to develop these enterprises through the
provision of working capital and asset finance. Similar to Farmers, Formal enterprises rely
heavily on savings and credit to manage risk events. Developing appropriate insurance
products wil further allow enterprises to allocate capital to operations.

Formal enterprises reportedomparatively high use of savings, payments and insurance
products.Formal enterprises reported high usage of savings products with 63% reporting to
save. This inades adults that save with regulated or unregulated financial services
providers, as well as adults who save with family, friends or themselves. This is compared to
38% of the total adult populatianFurthermore, Formal enterprises are also more likely to
use regulated transactional and payment services and insurance products than the general
population. FinScope reports that 27% of adults in the Formal enterprise segment used
regulated payments, compared to 10% of the adult population. For insuranceoflaétilts

in the Formal enterprise segment report having imsurance product with a regulated
financial services provider compared to 3% of the adult population.
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Figurel4: Usage of financial services by Formal enterprises

Souce: FinScope 2013

Informal enterprises usage of unregulated credit is nearly twice that of regulhifmimal
enterprises earn half of the income their formal counterparts earn, but rely much more on
credit to manage their enterprises. Currently, nearyde as many adults obtain credit from
unregulated financial services providers, and given the nature of Informal enterprises, it will
be difficult for commercial banks to serve this group. As Informal enterprises are located in
both urban and rural locatins, more than one category of provider is needed to meet the
needs of this target group.

Informal enterprises have high reliance on family, friends or themselves for savings and risk
mitigation needsTake up of insurance and savings products with ieggdland unregulated
financial services providerslmw for Informal enterprise. Adults in this target group rely on
family, friends or themselves to meet their financial service needs. Of all target groups,
Informal enterprises report the second highesse of savings with family, friends or
themselves (40%)

payments |12 |49 8%

insurance 355 29%

Saving [298 T15% | 20%

Gorowing [ 1096 2i% | 1%
0% 26% 4(I)% 6(I)% 8(I)% 1OI0%

% of adults in income group

N= 4687 722 !
68 mRegulated @ Unregulated only = Fam and friends/self only m Excluded

Figurel5: Usage of financial services by Informal enterprises

Source: FinScope 2013

%" Note that 11% of Informal enterprises make use of savings with friends, family aralssalise regulated or unregulated
products.
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Formal consumer market: @

Government employeelsave highest takeip of regulated financial service&overnment
salaried and wage employees show the highest tapeof regulated insurance (17% of
group) and savings (22% of group) and the second highest take up of regulated payments
and credit and dichot appear to have significant barriers to their usage. However, high
usage of unregulated savings and savings at home with family, friends or themselves, as well
as unregulated risk mitigation does signal demand for additional regulated products.

Privateemployeeshave bw levels of borrowing, but high take of insurance and savings.
Private company employees have low take of credit from regulated financial services
providers (3%). However, 10% of this group has regulated savings and 9% have regulated
insurance. This group is younger, more urban and have regular incomes. Their credit needs
would predominately be asset finance and consumer credit which could be provided by
private banks and leasing companies. Private banks could also be a future primride
current large unregulated savings and savings at home with family, friends or themselves.
From a payments perspective, this group is likely to lead the shift to a more consumer driven
market and would possibly be the first group to adopt electror@grpent instruments.

) Government employees

Payments 26% 3% 6%

Insurance 279 |5%|  19%

Saving 22% | 14% | 20%

Borrowing [T7718% | 10% | 10%

0% 20% 40% 60% 80% 100%
N= 4028 021 % of adults in income group
@ Regulated @Unregulated only [ Fam and friends/self only m Excluded
§ Employees of private companies

Payments | T716% 390 —

Insurance [7% 2% 23%

saving [10% 9% | 32%
Borrowing 8% 220%  29a A —"
0% 20% 40% 60% 80% 100%
N= 968030 % of adults in income group

HRegulated @ Unregulated only £ Fam and friends/self only m Excluded
Figurel6: Usage of financial services by the Formal consumer market

Source: FinScope 2013
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Informal consumer market: .

Informal consumers have the lowest take of financial services from regulated or
unreguated financial services provide@utside of borrowing, very few adults have access

to financial services from regulated or unregulated financial services providérost a

third of adults or 31% rely on family and friends or themselves for risk magal8% save

at home or with family and friends and the bulk of the group still utilize cash for payments.
Approximately 74% of the group do not save and adults rely on credit, either from an
unregulated financial services provider or family and friendsneet most of their financial
needs.Farm workers and Piece or casual worketsd low levels of regulated savings,
payments and insurance binigh levels of unregulated credit, risk mitigation and savings.
DA@GSY CINXY 62N] SNEQ fiod this groawRilvi&naih challénbikg tof Yy R f 2 O
reach in the short term. Piece or casual workers reported residing in both urban and rural
areas and had higher income levelBrivate employees working for an individual showed
very similar usage patterns as Famworkers. This group is however more evenly split
between urban and rural areas and had higherome levels. These adults will thus be more
accessible to financial services providers and expressed demand for savings and insurance
which can be more easilyet by regulated financial services providers.

The exception in the Informal consumer market is Remittance Receivers, who receive
payments though a regulated institutioRemittance receivers are predominately rural and
use of cash payments is problen@ativer long distances. A large portion of these payments
are also foreign, which indicates the need for foreign exchange functionality to payments.

% The Informal consumer market consists of Farm workers, Salaried private individuals, Piece or casual workers and Remittance
receivers.
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Farm workers
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Figurel7: Usage of financial service by Informal consumer market.

Source: FinSce®013

38



wS3dzAf FG2NE FNIFYSE2N] G2 LINRY2US
This section provides a brief description of the policy, regulatory and supervisory framework

that impact upon access to financial services in Myanmar. Policy, regulation and supervision

play a determining role in the development of a financial sector. It determines who can

enter and operate in the market; the level of regulatory compliance and thus the cost of
providing financial services; it sets registration requirements for cliergs datermine their

ability to access financial services; it can compel and/or subsidise the provision of certain
financial products and services to defined target markets; and it gives structure and direction

to the evolution of the domestic and crebsrder payment systems.

An analysis of how the policy, regulatory and supervisory frameworks enable or constrain
financial services in Myanmar will be laid out in each of the relevant product markets. See
Section7.7 for regulatory constraints and enablers in the market for creSgction8.6 in

the market for savingsSection9.5 in the market for payments an&ection10.7 in the
market for insurance.

5.1. Policy

National development polic\since the adoption of the new constitution in 2008, virtually

every aspect of life in Myanmar has been subjected teréaching reform. The finandia

sector has been a prime candidate for numerous reforms. However, these reforms must be

viewed through the wider lens of the Framework for Economic and Social Reform (FESR).

¢tKS C9{w A& G(GKS D2OSNYyYSyid 2F aeélyYl Mda RS@Sf?2
Economic and Social Advisory Council (NESC). The overarching priorities of the FESR are
agrobased industrial development, an equitable sharing of resources between different

regions of the country, the promotion of local and foreign investment, a [@ogntred

approach and poverty reduction. Key measures to implement these priorities include (i) land

reform, (ii) improving access to credit, and (iii) creating new job opporturfities.

Financial sector reformPromoting access to financial services murstturn be viewed
against the broader programme of financial sector reforms. The platform for financial sector
reform implemented since 2012 include the following:

I The adoption of a managed float exchange rate system in April 2012 and the unification
of the exchange rate, which previously had different values in different domestic foreign
exchange markets. Since then, the exchange rate has floated within a band of K 848/USD
to K 989/USH. A number of forex controls were lifted, including all restrictionsttu
current accounts.

1 The enactment of the nevCentral Bank of Myanmar Lain July 2013 (No 16/2013),
which is designed to providéhe CBM with the necessary autonomy to conduct
monetary policy. The law also empowers the CBM to undertake a number ofeotral
banking functions, some of which were previously undertaken by siateed banks.

For example, the stock of official forex reserves at state banks are now being transferred
to the CBM.

® Country Presentation: Myanmaré t NE ANB 3 a 2F wST2N¥a Ay aélyYINE n alé& Hnamo t2fAl
® This refects historical exchange rate data for the period July 2012 to Sept 2013. The rate reacheianhih of K
848/USD in October 2012 and antathe low of K 989/USD in July 2013.
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I The banking lawsthe most important one of which is th&inandal Institutions of -
Myanmar Law(No0.16/1990), are beingedrafted. However, in terms of its current .
powers the CBM has already liberalised bank deposit rates, expanded eligible collateral,
lifted additional capital requirements for branch expansions anamniahted the
deposit/capital ratio that previously applied.

1 To promote payment system development, the Myanmar Payment Union (MPU) was
established in September 2011 and has 17 member banks. The CBM encouraged the
issuance of an MPU debit card, and promoted the entry of international credit card
services. An Automat Clearing House (ACH) and a Real Time Gross Settlement System
(RTGS) for large value payments are planned (Hpaw, 2013).

1 CBM issued Birective on Mobile Bankin@No. 4/2013) in December 2013 to govern the
provision of mobile banking services by banks aod-bank financial institutions, In
February 2014, the CBM publicly stated that it plans to issue a further directive fer non
bank mobile money providers.

1 On the fiscal side, the 2012/13 budgeas the first budget to be debated and approved
by Parliamet. To reflect the new Constitution, certain public expenditure functions have
been delegated to the regions and the states, signifying the stronger fiscal role played by
regional and state governments. The Government also widened the tax base to include
government employees, amongst others, as well as abolished the withholding of tax on
imports, simplified the domestic sales tax and eliminated a tax on key agricultural
exports.

1 A newForeign Investment Lawas passed in 2012 to facilitasind structure graving
foreign investment in Myanmar, including investment in the financial sector. Underlying
the opening up of the economy is a strong drive to maintain indigenous ownership of
financial institutions.

Policy on financial accesSince the new government waelected in 2011, they have

pursued a number of specific policies to promote access to financial services. In the first

instance, these policies fall under the broader rubric of poverty alleviation. At the first

national workshop on rural development anpoverty alleviation held in May 2011,

President U Thein Sein in his capacity as Chairman of the Rural Development and Poverty

Alleviation Committee outlined eight tasks for the various ministries and state organs to

address poverty alleviation. The Goveramh objective is to reduce poverty from 26%

(UNDP, 2011)0 16% by 2015. They are thus targeting Government actions towards the

states, regions and townships where the prevailing poverty incidence is the highest. Four of

the eight tasks require initiativas increase the provision of financial services. These are:

 Task £ (d&v8loptent of agricultural productivily> NXBIj dzZA NS & adzoadl yaal
agricultural credit;

f Task 2,0 K Slevedopment of rural productivity and cottage industéies O yy 234G 685
realized without improving financial services to SMEs;

 Task I { @eSelopment of micro saving and credit enterprisés NXBIj dzA NB & G K
development of community based financial services providers; and

 Task &£ Gdé®lopent of coperative taské T A ytlef estdbfishment of co
operatives to deliver, amongst others, financial services.

These tasks have already triggered several implementation actions by government bodies.

Forinstance, a newMicrofinance Law(No. 13/2011) was enacted in November 2011e Th
objectives of this law closely follow the tasks outlined abcArig¢le 3of the Microfinance
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Law). In line with the strong regiondbcus, each region or state government is required to
form a microfinance development working committee whose functiomsl auties are
defined in the law. The government has also converted the Myanmar Industrial
Development Bank into the Small and Medium Industrial Development Bank (SMIDB), which
is tasked with the distribution of credit to SMEs through the distribution mekwof the
Ministry of Industry.

The Ministry of Caperatives is tasked with the implementation of task 4, which includes
the objective of establishing a @perative in every village in Myanmar. A microfinance bank
has been established to provide whaodds capital to ceoperatives. The government is also
considering pawnshops and monknders as an integral part of its broader strategy to
distribute credit to the lowincome population. In this regard a number of City Development
Laws mandate municipalogernments to oversee pawnshops. Similarly, the government
maintains the currency of th&loney Lenders A¢L945) to oversee the conduct of money
lenders and protect clients

Although the land reform process is not primarily implemented as a financizésac
measure, the passing of tiearm Land Law 2012 and the consequent granting of rights of
use to existing farmers will have a huge impact on the potential to extend credit to farmers.
For the first time they now have permit certificates as evidentcthe right to work on farm

land that can be used as collateral for loans.

5.2. State structures

Public institutions at national, regional and local level are the strongest structures currently
available to promote development and coordinate government actisoughout Myanmar.

Many of these structures are managed by retired military staff able to inculcate a culture of
discipline and efficiency. The national Ministry of Planning and Economic Development is
responsible for guiding, coordinating and monitoritige actions of the various state
structures. Government structures operate at five levels:

National Government;

Seven state governments, seven regional governments and the Nay Pyi Taw Council;
The regions and states in turn are divided into 73 districts;

The districts consists of 330 townships in total,

At the lowest level are approximately 600 villages organised in ward committees that
play a significant role in the approval of credit provided through state@ed financial
services providers.

=a =4 —a —a 9

5.3. Categorsation of financial providers

Financial service providers in Myanmar can be broadly categorisertbcagated and
unregulated(also sedBox2 and summaryn Section4.3):

Regulated financial services providease registere legal entities that are regulated for the
provision of financial services. If a financial services provider is registered with a public
authority and its activities are subject to regulation which permits it to provide financial
services, whether a pulsliauthority supervises its provision of financial services from a

351 Answer by the Deputy Minister for Finance and Revenue, U Win Sbeiparliamentary question, 17 August 2013.

41



prudential or market conduct perspective or not, it is considered a regulated financial
services provider. Regulated financial service providers include banks, Microfinance
Institutions (MF3$), ceoperatives and stateegulated pawnshops.

Unregulated financial services providesse not registered with any public authority for the
provision of financial services and are not subject to any institutional, prudential or market
conduct supervisio in their provision of financial services. Even though legislation or
regulation may exist that govern their provision of financial services, unregulated providers
do not comply with such regulation and are therefore not subject to any public supervision
or control. Likewise, if an entity is registered with a public authority, but not for the
provision of financial services; and no regulation exists that govern their provision of
financial services, the entity will be an unregulated provider. Unreguléiteshcial services
providers include rice specialisation companies, agricultural input providers, unregulated
moneylenders, communitypased assistance grougsjndisand unregulated pawnshops.

5.4. Banks

Categories of bankBanks are regulated under tiénancial Institutions of Myanmar Law
(No. 16/1990, also referred to as th&nancial Institutions LawThis law is currently under
review. It classifies financial institutions into four categories: Commercial banks, investment
or development banks, financeompanies and credit societies. No credit societies are
currently licenced by the CBM, and we therefore do not discuss these further. Finance
companies are dealt with as part of ndsank financial institutions below. The respective
banks are permitted to dthe following businessAtticle 6of the Financial Institutions Law

T Commercial bankare permitted to provide demand deposits, cheque accounts and
time deposits with a term shorter than one year. They are only allowed to extend
short term loans.

T Invesment or development bankare permitted to engage in time deposits with a
term exceeding one year and longer term credit with terms commensurate with
capital available to the bank.

Licensing of banksOnly limited liability companies registered under thdyanmar
Companies Actan be licenced by the CBMirficles 3and 12). A bank may hold a
commercial bank license and an investment bank license at the same time, which is indeed
the case for most private banks in Myanmar. To obtain a licence, bankscomgty with

the minimum capital requirements set by the CBRrticle 15. The minimum capital is
determined according to the proposed location and financial activities of each bank. In terms
of the CBM Banking Directive, banks wishing to operate full s Yangon or Mandalay
require Kyat 700m in capital for each full branch. Lesser capital requirements (varying
between Kyat 200nt 400m) apply for the establishment of branches in other cities. Even
lower capital requirements apply for the establishmenft minibranches¢ Kyat 10m in
Yangon and Mandalay and Kyat 5m in other cities. The establishment or change in location
of branches, agency offices and other offices by financial institutions must receive the prior
approval of the CBMA(ticle 19. SFiIst@ exempt from these branctelated requirements.

Foreign banksThe CBM may grant permission to foreign banks to open representative

offices in MyanmarArticle 13. However such representative offices may not perform any
banking functions. As of May 2B1the CBM plans to allow foreign banks to establish joint
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ventures with domestic banks as from 2014. Draft regulations governing the setting up of =
such joint ventures are being prepared. “an

Product regulation and collateralhe functions that can be perford by banks are set out

in Article 250f the Financial Institutions LawHowever, the ability to perform each of these

functions is subject to the prior approval of the CBM. For example, althdutytie 25(b)

LINE GARSE GKIG oFyla OF 2N SYRKEFAAN S& SOENA K 8 BT dzli
banks to secure collateral for all loans. Originally collateral was confined to immovable

property. However, in 2011, permissible collateral was expanded to include such movable

assets as certain exportable crop&€; beans and pulses and sesame), bank deposits, gold

and personal and corporate guarante€8M, 2012: p18).

Supervision of banksBanks are supervised by the CBMticle 68of the Central Banlof

Myanmar Law2013). This includes the authority to gisuch directives as may be necessary

G2 aSyadsaNBE GKS az2f @gSyoe |yR az2dzy/RySaa 2F adzl
authority to set interest rates, and also to issue work permits for the employees of banks

and financial institutionsArticle 41of the Central Bank of Myanmar Law

Payment system oversighn the absence of a dedicated payment systems law the CBM has
a mandate to licence and supervise any organisation engaged in the payment spstiete (
79 of the Central Bank of Myanmar Law

5.5. Sate-owned Financial Institutions

¢CKNBES 2F aélyYlINRa {CLA&a& | NB FiraBctlvriStRutions2Llawdo S S & | ¢
(Article 16 1990). These are the Myanmar Economic Bank (MEB), Myanmar Foreign Trade

Bank and the Myanmar Investment and CommerBiahk. These SFIs and any others to be

established must also receive authorisation from the CBMti¢le 13. The Financial

Institutions Lawdoes not apply to the MADBA(ticle 8§, which is established under the

Myanmar Agricultural and Rural Developm@&ank Law(No. 17/1990).

Corporate governancelhe Financial Institutions Lawegulates in particular the corporate
governance of stat®wned financial institutions, as well as its shareholding. The board of
SFlIs shall consist of a minimum of seven memigérsicle 65, six of which shall be
appointed by the government if it owns more than 50% of the shares.

State treasury functionsThe MEB has to date, over and above its retail banking functions,
performed the treasury function for the state. It also héewl cash for the entire banking
system and is responsible for government jmaps. Under theCentral Bank of Myanmar
Law2013, the state treasury function is allocated to the CBti¢le 90. However, the CBM
may assign this function to another bank.

MADB . TheMyanmar Agricultural and Rural Development Bank dagcribes the main aim

2F (GKAa oFyl Fta o0SAy3aT aid2 STFSOGAGSt e &dzZLJi2 NI
rural socieeconomic enterprises in the country by providing banking servidedicle 5. To

realize this aim, the bank is mandated to pursue the following specific objechiviadd §:

f t NPOARS f2Fya F2NJ FINROdzZ (GdzNF f Sy iSNILINRAaASaxX
1 Promote rural banking;
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1 Encourage a savings habit and bring abautselfhelp spirit among the rural -
population; -

1 Support socieeconomic development in rural areas; and

9 Cultivate a habit of using banking services.

For an overview of MADB and their services, pleasdBsad.

In terms of products, the bank is permitté¢drticle 20 to advance both shorsterm and long

term loans, to receive deposits and to extend loans and overdraft without security. It is also
authorl SR (2 a2NHIFYAT ST NBO23ayAT S FyR adzZJSNWDA&S
I YR R dudicleR&d). It i further permitted to provide payment services.

5.6. Non-bank financial institutions

Two categories of nebank financial institutions exist undéne Financial Institutions Law,
finance companies and insurance companies.

Finance companieinance companies are licensed undeticle 6(c)of the Financial
Institutions Lawand the same sugrvisory framework that applies to banks also applies to
finance companies. They are permitted to engage only in the extension of credit for the
purchase of goods and services. They therefore specialise Hpunichase agreements.

Insurers.insurers can & formed under thdnsurance Business Ld6/1996). The Insurance
Law provides for three types of entities engaged in insurance, i.e. an insurer, an underwriting
agent and an insurance broker. An underwriting agent is defined as a company with the right
to underwrite on behalf of an insurerAtticle 2(c), while an Insurance Broker is an
intermediary company which makes contact with the insurer to effect insurance on behalf of
the insured Article 2(d). Only companies registered under thyanmar Companies Aere
entitled to obtain licenses as insurers, underwriting agents or brokers.

SupervisionThe Insurance Business Supervisory Board, established in terfrsiabé 4of

the Insurance Business Laws responsible for the supervisiorf tmsurance companies,
including the licensing of all three categories of insurance entities. The administration of the
Insurance Business Supervisory Board is undertaken by the Myanmar Insurance Company
(Article 6.

ProductsThelnsurance Business Lgnovides for only six product lines to be undertaken by
insurers: life insurance, fire insurance, comprehensive motor insuranceircasnsit
insurance, casin-safe insurance and fidelity insurancgrticle §. However, the Ministry of
Finance and Rever may permit additional types of insurance from time to time. With
regards to life insurance products, their premiums must be determined by an actudicid
12)

5.7. Mobile banking providers
TheDirective on Mobile Bankin@No. 4/2013) limits the provisioaf mobile banking services

G2 ao0lylada FYR TFTAYLFYyOALf Ayaluraddziazyasédo ¢KSas
appointNGOs, Mobile Network Operators (MNOSs) or government postal offices to perform
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as the Cash points, Agents and Partners is the reponsibility of banks and financial -
institutions to monitor the conduct of the later parties. u

With permission from the CBM, banks and financial institutions can provide domestic and
international remittances, cash withdrawal, cash deposits into interemtieg mobile
banking accounts and various forms of payments (e.g. P2B, P2G and P2P). For the
convenience of users, all mobile banking services between different banks must be linked.
Moreover, the CBM shall determine a fixed mobile banking service fee tharged and it

can also limit P2P payments to a maximum of three transactions a day of BO600
(USD518) each and totalling a maximum of K 10@@0(USD 1,035).

With regards to procedures, banks and HAoenk institutions are required to collect KYC
information and have IT infrastructure to detect any contraventions to AML/CFT legislation.
They must also uphold consumer protection by clearly conveying and disclosing information
to clients and having procedures for dispute resolution.

5.8. Microfinance Insitutions

TheMicrofinance LawNo. 13/2011) as well as regulations issued by the Ministry of Finance
and Revenue (No. 277/201and three directivesssued by the Microfinance Supervisory
Committee (Directives 1/2011, 2/2011 and 1/ 2014) provide the curreggulatory
framework for microfinance in Myanmar. Prior to the promulgatiorihaf Microfinance Law
foreign microfinance entities were permitted to operate in Myanmar in terms of a
Memoranda of Understanding (MoUs) with the Government of Myanmar. TivseEs,
which included several government departments, determined the areas of operation and
were also utilised to grant access to various parts of the country.

Target marketTheMicrofinance Lawdentifies the main target market for microfinance as
GINF aaNR20 LIS2 LI Scoe tafinsrs, SibolN&staSdNEnda?s whof réside
AY NHzNI £ | yAticlead 'y | NBIF &aé¢ o

Policy and RegulationThree different entities are tasked with ovensig regulation and
supervision of microfinance organisations. Political oversight is provided by the Rural
Development and Poverty Reduction Working Committee with a-Riesident of the
country as chairperson. The policy and regulatory function islédftby the Microfinance
Supervisory Committee consisting of the Minister of Finance and Revenue as Chairperson,
the Managing Director of the Myanma Microfinance Supervisory Enterprise as Secretary, as
well as other suitable persons. Actual supervision he tesponsibility of the MMSE,
supported by Microfinance Development Working Committees, established in each region,
state and Nay Pyi Taw council. The functions of the Microfinance Supervisory Committee
include the laying down of policy and directivesegaribing rules and regulations, granting
licenses to operate, determining the minimum capital for each MFI and setting the interest
rate on deposits and loar{grticle 7.

Functions of MMSE and Regional Working Commiiidde MMSE is responsible for
scutinising applications for microfinance licenses, prescribing reporting formats and
undertaking general orand offsight supervision. They are supported in these tasks by the
regional Microfinance Working Committeesr{icles 9, 10, 111
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Institutions ableto undertake microfinancelhe Microfinance Lawpermits a range of legal .
entities to undertake microfinance activities. These include companies registered under the « « «
Myanmar Companies Actooperatives registered under th€coperative Society Act
assoaitions formed under the.aw Relating to Formation of Associatipas well as entities
established under any other laviiticle 13. Unlike banks, microfinance institutions can be

locally or foreign owned. They can also include banking or-bamking instutions.

Although banks are permitted under thicrofinance LawDirective 2/201Jprecludes them

from applying for a microfinance license for the time being.

Categories of microfinance institutions (MFBMO categories of MFIs are permitted by the
Microfinance Law namely nordeposit taking MFIs and deposit taking MFls. Meposit

taking MFIs can extend microcredit with funds obtained from sources other than public
deposits, but may utilise compulsory savings from members who naikeocredit. Deposit
taking MFIs can utilise other sources as well as voluntary savings deposits collected only
from their clients.

Licensing requirement&ntities wishing to obtain an MFI license must submit a feasibility
study to the Microfinance Supervisory Committee, @ning amongst others a description

of the geographical area in which they propose to operate, a proposal on funding and the
sources of such funding, as well as the projected benefits to the clients.

Products. The Microfinance Law defines microfinance seises broadly to include
YAONRONBRAGZ RSLRaAGAZ NBYAGOFYyOSasx AyadzaNIr yOSs
2dzi 2 G KSNJ T A yAigle®28. IHoweverOthis\wite firadGeé portfofio is subject to

the approval of the Microfinance SupervisoBommittee. For the time beindDirective

2/2011limits the types of services that can be rendered by MFIs to microcredit and deposits.

Microcredit is defined as loans without collaterdlrijcle 2(c). Deposittaking MFIs are not

yet allowed to take depdts from norloan clients.

Loan capsDirective 1/2014stipulates that the maximum loan amount disbursed by MFIs
must not exceed K 50000 (USD 518).

Minimum capital and interest ratesDirective 1/2011of the Microfinance Supervisory
Committee defines minimum capital for MFIs as Kyat 50m fordeposit taking MFIs and
Kyat 30m for deposit taking MFIs. Interest rates for microcredit shall not exceed 2.5% per
month, or 30% per year. Interest rates on dsfis and savings must be above the threshold
rate of 1.25% per month or 15% a year.

5.9. Cooperatives

Since 1904, several laws were passed in Myanmar to regulate the activitiespéraiives.
The current law is theCeoperative Society Lay9/1992). In tems of the Cooperative
Society Lawthe Ministry of Cepperatives has the power to issue rules and regulations
governing ceoperatives. A set oEcoperative Society Rulegs issued in 1998.

Levels of coperatives The Ceoperatives Society Lawrovides for four levels of ce
operative societies: a primary @perative society, a coperative syndicate (consisting of
not less than three primary eoperatives), the union of coperative syndicates (to be
established by the individual syndicates), and tlent€al Cooperatives Society (CCS). The

46



CCS is the apex body for allaperatives and is placed directly under the Ministry of Co
operatives.

Types of caperatives.The Cooperative Society Rulex 1998 provides for four different
types of ceoperative societies: commodity production ewmperatives (which include
agricultural ceoperatives), service eoperatives (which will include emperatives providing
financial services), trade amperatives and general egperatives.

Formation of ceoperatives.A primary ceoperative can be formed by a minimum of five
members eligible to joinRule 1}. Once a general meeting has adopted theldws for the
society, these together with other documents must be submitted to theoferatives
Department. The coperative exists as a body corporate able to act in its own name only
after being registered by the @Giperative DepartmentArticle 7of the Cooperative Society

Law).
5.10. Pawnshops and money lenders

Pawnshops are categorised into staiened and private pawnshopé number of municipal
development laws provide for the supervision of pawnshops by municipal authorities but
state-owned pawnshops are supervised by the MMSE. The general pawn shop rules govern
interest rates charged, lending period, forbidden groupsce$tomers, valuation process,
record keeping, safety of collateral, processes related to unredeemed items, inspection by
authorities, reporting of suspicious collateral, and even the location for setting up
pawnshops.

Moneylenders are reportedo be subjet to the Money lenders Actof 1945. TheMoney
lenders Acprovides for the licensing of moneylenders by municipal authorities.

5.11. Other legislation

Anti-Money Laundering (AML) LegislatioMyanmar passed theControl of Money
Laundering Lavin 2002 (No. 6/200R The law defines the crime of money laundering and
provides for controls to be implemented by financial institutions. These include A¢iice(
18), record keeping and the reporting of suspicious transactidnsicle 19. The Central
Control Board on Money Laundering is established udécle 6of the Control of Money
Laundering Lawto lay down policies on anthoney laundering and overseds
implementation.
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The financial sector in My imar has been growing since the introduction of financial sector
reforms in 2008. This period has seen the rapid expansion of infrastructure by regulated
financial services providers. However, the growth has been off a small base and does not yet
translaie into widely available regulated financipfoviders and productsThis section
provides a brief overview of the financial sector in Myanmar, as well as the alternative and
supporting infrastructure impacting upon its development.

6.1. Financial sectoproviders

Table 4 below provides an overview of the regulated and unregulated institutions as
identified inSection5 and the relevant product markets discussediections7, 0, 9 and 10.
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Regulated financial Infrastructure Product Markets
J service Institution(s) | Branches Credit Payments | Insurance Savings
EE |
Unregulated .@
financial service Inl E E é} J
Private 15 485 v v v
P Semiprivate 4 92 J J J
c | Stateowned
]
m | (excluding 4 332 J J J
MADB)
MADB 1 205 | of v
NGO 19 19 v v
INGO 6 163 | v
» | Local
< | companies 84 84 J J
Cooperatives 75 147 J J
%) Foreign
3 companies 5 5 J J
5| o
o 9 | Stateowned
g |2 |mo ' % v | Vv
g £
2 Savings and J J
credit coop 1469 1469
8 | society
= .
‘= | BazaarCredit
c
§_ Coop Society 342 342 J J
8 | Micro-credit
(@)
O | Coop Society 457 457 J J
Agricultural ce
operatives 5222 5222 J J
Regulated
» | Pawnshops
S | registered with 1842 1842
'Ea local J
2 government
o
State-owned
Pawnshops 184 184 J
Rice Specialisation 3
Companies
(%]
& | Agricultural Input N/A
2 | Providers
< Unregulated money
o 400000
S lenders
& | Communitybased
g ! Y N/A N/A
> assistance groups
£ | Hundis N/A N/A
Unregulated N/A N/A
pawnshops

Table4: Financial sector overview

SourceMMSE (2013), CCS (2013), FinScope (2013), Sigmplpterviews (2013)
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Growing private sector banking infrastructurkn total, there are 1 114 bank branches, .
covering all 14 region®rivate banks house the majority of payments infrastructure. This « « =
includes: 855 POS devices, 253 ATMs arRDOATM cards (as at May 2013). The four state

owned banks (to be referred to as State Financial Institutions (SFIs) in this document) have

the lamgest branch outreach of the four categories of banks. MEB has the largest branch
network with 329 branches. MADB has the second largest branch network in Myanmar with

206 branches, covering all 14 regions in Myanmar. Despite this significant outreach, the
combined infrastructure of the three other categories of banks is 577, larger than the total

SFI branches at 53geeTable5, below)

Although the nunber of state bank branches has experienced a 1.8% decrease in 2012,

commercial bank branches have increased by over 66.3%. The number of new bank
branches is set to continue increasing rapidly with the easing of capital requirements for the

opening of newbranches.In 2012, thenumber of new bank branch applicationschanore

than tripled from the previous financial year (IMF, 2012). Growth should be sustained and

increased with as government plans to remove all capital requirements in the future.

BankinglInfrastructure

Categories Number of | Number | Number of | Number of | Number | Number

banks of regions ATMs of POS | of ATM

branches | covered cards
out of 14

Stateowned 4 537 14% 14 - -
Semiprivate 2 13 5 0 - -
(co-ownership by
government)
Private with state | 2 79 11 7 - 20 000
representation on
board
Private 15% 485 14* 253 855 99 300
Total 23 1114 14 274 855 119 300

Table5: Banking Infrastructure

Source:Supplyside interviews (2013), CBM Annual report (2012)

The limited reach of regulated financial sector infrastructure is disproportionately
concentrated in urban areaWhile commercial bank branches appear to have the largest

NBGFAE TFT220LINRY G -TaadVY 20NGS Nd NI LBLANPAI2G/K 665 GUOKNRACND O

urban areas means that the majority of the population lacks accEgpire 18 shows that

65% of urban adults live within 30 minutes of a bank bramdmpared to 12% of rural
adults. The trend is consistent for ATMs where 23% of urban adults report living within 30
minutes of a bank branch, compared to 2% or rural adults. This could be even less if it solely
included private banks and not SFls, as tlaek the outreach of institutions like MADB into
rural areas.

%2 |nformation is based on MEB and MADB. Branch distribution for other three state banks was not available
*May equal 17 including Rural Development Bdoknger Development Banlgnd Nay Pyi Daw Development Ban
% Information is based on 13 of the 15 banks

50



100% Urban = Rural = Total 96% 90%
87% -

75% -
65%
61%

50% -

0,
28% 31%
23%
25% -
18%
8% 12%
0

2%

% of urban, rural and all adults who are closer than 30
minutes from access point

0%

ATM Bank branch Post Office Grocery/convenience store

Figurel8: Percentage of adults that live within 30 minutes of access point.

Source: Myanmar FinScope 2013

Large unregulated financial infrastructure footprint to exploThe limited reach of
regulated financial infrastructure in Myanmar has resulted in a large dependence on
unregulated and often informal infrastructure to meet risk mitigation needs, especially
amongst the rural population. As noted $action 5.3, and depicted inTable4, unregulated
financial sector infrastructure includes rice specialisation companies, agricultural input
providers, unregulated monelgnders, communitypased assistance groupbundis and
unregulated pawnshops.

6.2. Alternative distribution opportunities

Potertial use of alternative infrastructure for the delivery of financial serviédsile the
exact number of retailers is not known, FinScope revealed that nearly 90% of the adult
population in Myanmar lives within 30 minutes of a grocery or convenience soi8cope
revealed the practice of taking goods in advance from a store and paying latkeasly
common®. Retailers as a group could therefore potentially constitute a substantial existing
infrastructure base that is being (and can further be) utilisdthe provision of financial
services. However, their potential as a distribution channel is limited. There are no
significant retail chains in Myanmar, despite numerous independent and small retailers.
There are no formal links between outlets and noderlying payment infrastructure to
facilitate transactions.Figure 18 compares the alternative infrastructure identified in
Myanmarwith traditional financial sector infrastructure. Post offices have the third largest
branch footprint after ceoperatives and pawnshops, but Biope reveals that this is largely
concentrated in urban areas with only 18% of rural adults living within 30 minutes of one. In
addition, only a portion is currently operational for financial services. Money orders can be
made at 791 out of 1380 branches.

Box3 below identifies opportunities to leverage traditional stores for financial services

Box3: Opportunities to leverage traditional stores for financial services

Improvements in mobile telecommunication infrastructure and the development of lo

* with almost 3.5 million adults having taken goods on credit or in advance from a shop or store in the past 12 months.
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cost pointof-sales (POS) devices has allowed financial services providers to exten: -
financial services offering, at lower cost and in f&ale, through traditionalstores and ..
street vendors. These agent networks have been created across Latin America, Afri

Asia and are primarily driven by Fast Moving Consumer Good (FMCG) companies,
technology providersMobile Network Operators (MNOgnd in some casesa®nshops

These agent networks connect thousands of smaller retailers, who currently fall outs

the reach of the traditional payment system, and allow these traders to act as agel
financial services providers. Typical transactions facilitate Hese agents include bi
payments, deposits, withdrawals, insurance sales, government grant disbursen
money transfersetc. Examples of such networks include REBm (Mexico), DDDEd
(Colombia), FLASH (South Africa), Zoona (Zambia) and MPesa (Kenya).

Mobile network growth opportunity for financial inclusiovobile phone penetration has

grown rapidly but from a very small base. As of 2014, mobile phone subscribers had grown

to 16.4 million mobile subscribers which puts mobile phone penetration anicadydts at

HT2 09fSOSYS HamMnoOd® ¢KS AYUNRRAZOUGA2Z2Y 2F Gé2 7
¢St SYy2NJ YR vIidFINRa h2NBR223 gAftf O2y iNAROdziS
penetration by 2016 (Thomas, 2013) Parliament officially passed the we
telecommunications lawon 21 October 2013, however the detailecegulation that will

guide the governance of sector is not expected for another thmeaths (Mathtani, 2013).

Both operators are expected to start delivery of services in the third quarste2014

(Thomas, 2013).

Both providers intend to launch voice and data services simultaneously through a 3G
network. In addition, both have indicated their intent to push low cost smartphones through

their distribution channels rather than focusing prirtaron lower cost handsets. The
improvement of data services will provide opportunities for banks andsiliKe to improve
communication between branches and agencies. In addition, the rapid introduction of
smartphones may offer an opportunity for inndixge financial service providers to
OANDdzY@dSyid GKS ySSR F2N) GKS Y20AtS ySisg2N]
traditionally been used for mobile banking and instead develop applications that work over

the broadband connection directly.

Both of the nev MNOs have some experience in the provision of mobile financial services
and both have committed in writing to the government to introduce mobile money service

in the country®® Telenor group (201¥has extensive experienda the delivery of mobile
financial services through mobile platforms with partnerships and initiatives in Pakistan
(Easypaisa), Bangladesh (MobiCash), Thailand (ATM SIM Project), Malaysia (DiGi
SendMoney, DiGi Simple Prepaid Card, and DiGi Insurance), Indiaa@®iof movie tickets)

and Eastern Europe (Platimo). Ooredoo has experience through its Ooredoo Mobile Money
initiative although it is quite limited. If mobile penetration targets can be coupled with the
delivery of financial services through mobile netks, it could have significant implications

for financial inclusion in Myanmar.

% A further description of their plans is includedSection 9.3
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6.3. Supporting financial sector infrastructure

Limited supporting financial sector infrastructuiéhe delivery of financial services through
the existing financial or alternativenfrastructure is limited by the enabling supporting
infrastructure. Myanmar authorities are moving towards building supporting infrastructure,
evidenced by the development of a national payments network and other planned
initiatives:

1 Credit bureau:Myanmar currently has no credit bureau, which means that there is no
formal mechanism to establish indebtedness of credit applicants. Plans are however
underway for the establishment of a credit bureau by CBM with assistance of Credit
Bureau Singapore (Thedwadyy, 2014a).

1 Payments systems$?ayments infrastructure is still underdeveloped (current POS devices
have a 90% down time) but it is slowly being redressed, mainly through efforts by the
Myanmar Payment Union (MPU) arf@BM Recent developments include rational
switch that started operating in December 2012 (operated by MPU), and POS devices
have been in operation since March 2013. All banks required to join the switch. In the
near future, a private payments processor will be appointed and a Real Tioss G
Settlement (RTGS) system will also be operated by the CBM to replace the current
manual payments clearing system. Moreover, Association of Southeast Asia Nations
(ASEAN) aims to achieve financial integration by 2015 ,(A@E) and this would also

reqdzA NB aé&l yYIFINRaE AydiSaNIrGAz2y Ayid2 GKS 1 {9!b

1 Capital market: There is currently no formalised capital market in Myanmar, and
businesses rely solely on banks to raise capital (in the form of debt). Th&eawities
and Exchang Lawthat was passed in July 2013 allows for the establishment of the
Yangon Stock Exchange, which is expected to be operational by the second half of 2015
(The Irrawaddy, 2014b).

1 Foreign exchange markeAlthough Myanmar has a regulated foreign exchamgeket,
it is still in the early stages of development. Fourteen private banks were licensed to
become authorised dealers of the US dollar, Euro and Singapore dollar in October 2011
(Global Times, 2013). In April 2012, Myanmar converted to a managedeftoatinge
regime after having a dual exchange rate regime for decades and efforts are underway
to further liberalise to a free floating exchange regime. Despite the developments,
industry consultations revealed that accounting for the amount of foreignecusy in
the country and any time is still problematic. The exchange rate has only recently been
converted (April 2012) to a managed float exchange regime after having had a dual
exchange rate regime for decades, but efforts are underway to further liserat a
free floating system. Fourteen private banks were licensed to become authorised
dealers of the US dollar, Euro and Singapore dollar in October(@)dlal times, 2013).
However, during industry consultations it also became apparent that accoufatirthe
amount of foreign currency in the country at any time is still problematic.
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Market for Credit

The following section aims to capture the market for credit in totality and as it relates to the
priority target groups as identified iBection4.2. This includes providing an overview of
current takeup, the providers of credit and a detailed description of the products that they
offer. This section also provides the key challenges the credit market faces in further
expanding provision to the identified target groups.

7.1. Credit landscape and takap

Credit market the largest of all financial services categories with more than half of the adu
population reporting to be active borrowerA total of 20.7 million, or 52%, of adults in
Myanmar have borrowed money in the last 12 months, while 48% of adults reported to have
outstanding debt at the time of the survey. A total of 19% of adults cilyehave credit
from regulated institutions, 18% have credit from unregulated institutions only and 11%
have loans from family and friends only (¥8ex2 for an explanation of the access strand).

It was found that 5% of adults, or just over 2 million adults, reported to have credit from
both regulated and unregulated sources. Individuals who have credit from unregulated
sources are more likely to hawditional credit from friends and family than those who
obtain credit from regulated sources.

Total 18.6% 17.8% 11.2% 52.5%

Rural 24.5% 19.7% 12.0% 43.8%

Urban 5.2% 13.4% | 9.4% 72.0%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%  100%
% of Total, Rural and Urban adults
@ Regulated borrowing 0 Unregulated borrowing only

@ Borrowing from family or friends only  m Not borrowing

Figurel9: Credit usage by source of provision

Source: FinScope 2013

Rural credit market, as measured by loan clients, is the langdmth absolute and relative
terms. The rural credit market is larger than the urban market both in terms of absolute and
relative number of loan clients. This is due to a larger rural population as well as higher
percentage of rural residents obtang credit. As depicted iRigurel9, above, 44% of rural
adults have outstanding debt from either a regulated or unregulated financial services
provider. This is significantly higher than urban areas where only 19% of adults currently
have credit from regulated or unregulated institutions.

Credit from regulated institutions more constrained in urban ar®enetration of credit
from regulated proiders is lower in urban areas (5%) than in rural areas (25%). This trend
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holds when evaluating takep across each of the target group, with regulated talebeing
higher for target groups which are more rural.

Average outstanding debt higher in urban aseWhile rural areas have higher takg of
credit (from any source) measured by the number of debtors, urban debtors have higher
average debt stock. As depictedHigure 20 below, the average debt of urban debtors is 1.8
times that of rural debtors. The average outstanding debt of those who currently have a loan
in urban areas is K 85816 (USD 902) compared to K 485 (USD 510) in rural areas.

1.200 00O Urban Split 983153
1000 000 858346

800 000
600 000 248050 482 295 498799
400 000
200000

418 447

Total Rural Villages Urban Metropolitan  Semi Urban Towns
31% 7% B3%

% of urban

Average amount currently owing
{Kyats- of those who currently owe)

Total, Rural, Urban and Urban splits

Fgure 20: Average amount outstanding for all adults who currently owe money (from any source)

Source: FinScope 2013

Significant variation in takep of credit by target groupsThere is a significant variation
between the takeup and sources of credit between the target groups as were identified in
Section4.2. Table6, below, provides takep figures of each of the target groups as well as
the total debt outstanding by the debtors within each of these categories. The main points
relevant to the analysis ar

I Famers have the highest takg of regulated credit (37% havegulatedcredit). There
are however a significant number who only access credit from unregulated sources
(14%) and a large number of farmers (1.37 million or 11%) who make use of credit from
both regulated and unregulated providers.

1 The groups with the lowest takep of credit are theFormal enterprises group (74%
report not to have credit frm any sources) followed by theoffnal consumer market
group (67% report not to have credit).

1 The goups with the highest use of credit from only unregulated souaresthe hformal
consumer market group (27%) andférmal enterprises group (21%).

I Formal enterprises had the highest average outstanding debt (of U&Ed2)Ifor those
who reported to lave debt. This was followed byformal enterprises (with USD 829)
and farmers (USD 678). Thermal andInformal consumer markets represented the
lowest average outstanding debt for debtors of USD 320 and USD 280 respectively.
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Farmers Farmers K 641234 37% 14% 11% 38%
12m adults
(USD 678)
Formal Formal enterprises | K1259 174 | 4% 12% 10% 74%
enterprises (USD B31)
2.5m adults
Informal Informal K 784563 11% 21% 11% 58%
enterprises | enterprises (USD 829)
4.7m adults
Formal Employees of K 303021 11% 15% 6% 67%
consumer formal private
market companies and (USD 320)
1.7 m adults | Government
employees
Informal Farm workers, K 264717 9% 27% 14% 50%
consumer Salaried private
market individuals, Piece | (USD 280)
8.5m adults | and casual workers

Remittance
dependents

Table6: Usage of credit by target group

Source: FinScope 2013

Use of multiple sources afedit more pervasive in rural areas than urbdime absolute
number and relative percentage of active borrowers with multiple outstanding loans was
higher in rural areas than urban. Of adults in rural areas, 12% obtain loans from more than
one source comared to 4% in urban area®f the total group of adults, 2% reported having
outstanding debt from three sources and 1% of adults reported to have outstanding debt
from four to six sources (séd@gure21 below).

56



1.2.

Urban 23.1% 3.8% (110%0.1%
Rural 39.9% 12.3% 2.7% 1.3%
Total 34.7% 9.7% 2..2I 0.9%

0% 10% 20% 30% 40% 50%

% of Total, Rural and Urban adults

@ Borrowing from 1 source

@ Borrowing from 3 sources

Figure21: Number of sources for borrowing

Source: FinScope 2013

Use cases

Credit is used for multiple purposes. The most important of these use cases were identified
during the qualitative demandide research, the quantitative segmentation exercise (see

= Borrowing from 2 sources

m Borrowing from 4 to 6 sources

60%

Section4.2) and the supphgide interviews. Brief summaries of these use cases follow:

Use of credit for agricultural productioa € I Y Y I NI a
extent dependent on crdit to fund inputs and to smooth consumption between harvests.
Farmers represent the largest target segment for credit with 12.1 million adults,
representing 4.1 million households, deriving their main livelihood from agricultural
activities. Of these 12.mnillion adults, only 37% report to have credit from a regulated
provider and 14% make use of only unregulated providers for credit. It was found that 38%
of farmers (4.6 million adults) do not use credit and 11% have to rely on credit from friends
and fanily (seeSection4.2). These farmers are often in remote areas with limited choice
between credit providers and products. Specific uses of agri@lltfinancing include
financing inputs (seed, fertilizer, etc.), pitnding of outputs and financing equipment.

Asset and trade financing for enterprisdsinScope indicated that 6% of the adult population
(or 2.4 million adults) obtain credit for theupgposes of starting or expanding their
enterprises. The segmentation 8ection4.2 indicates that 2.5 million adults own their own
registered enteprise while a further 4.7 million indicated that they operate an unregistered

I INA Odzt G dzNJ ¢

enterprise. The current usage of credit for both types of enterprises is low Tabk 6

above) with 74% oFormal enterprises and 58% affdrmal not having any form of credit

take-up. The traders interviewed as part of the qualitative demaide research (seBox1

on page2) expressed supplyide constraints as the main driver to low credit take The
main surces for loans for smadicale enterprises are bazaar -operatives, MFIs,
pawnshops and unregulated money lenders. They are often repaid within 24 hours. Previous
government initiatives have focused on making funding available to an estimated 126 000
Small and Medium enterprises and 40 000 microenterprises through SMIDB, but so far

success has been limited.
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The use of loans for consumption smoothifihe qualitativedemand side research and
FinScope identified consumption as the largest driver of bomgwA total of 10.4 million, or
26% of adults (half of those who borrowed during the past 12 months), reported obtaining
loans for the purposes of funding living expenses (other than medical and/or education
expenses). Consumption smoothing loans speakifipally to individuals with irregular or
seasonal incomes such as famers (12.1 million), informal traders (4.7 million) and the
informal consumption credit market (7.4 million). At present the majority of consumption
lending happens through unregulatdenders (seeSection 7.3). In addition, qualitative
respondents further suggest that productive loans are fully or partially used to smooth
consumpton. Qualitative findings further suggest that inactivity during the rainy season
results in increased borrowing for consumption purposes (such as food). One agricultural
specialisation company also offered a consumption component to its agricultural gfodu

loan.

The use of loans for health or education experEecus group respondents reported the use

of loans to finance health (owdf-pocket expenses) and education. This is confirmed by
FinScope where 13% of adults (5.2 million) reported obtainirgglicrfor planned and
unplanned medical expenses, and 7% of adults (2.9 million) obtained credit for education
and school fees. With regards to loans for health events, respondents indicated that these
were predominantly obtained from pawnshops followed tBtatives or money lenders.
Health and education loans are offered by someoperative MFIs and INGOs and NGOs.
However, one usually has to be an active member, e.g., they have a business loan with the
institution, in order to qualify for these loans, lattugh some INGOs (for instance World
Vision) do offer these loans without requiring an existing business loan.

Credit for risk managemen$ection7 shows a substantial portion of adults using credit as a
means to manage risk events. Overall, 44% (13.3 million) of adults who experienced an
unexpected event that affected their income borrowed as a response in order to cope
financially. The use of crddior risk management could be more pronounced due to the
absence of insurance.

The use of credit for elending.Some focus group participants indicated that they obtained
debt to onlend at higher interest rates so as to profit off the interest rateedihtial.

Use of credit to repay other loanélthough only 2.3% of adults who currently owe money
(417000) indicated that they borrowed in order to pay off another debt, 10.8% (2 million)
indicated that they are planning to repay their current debt bikihg a new loan. The use of
credit to repay existing credit was also raised as a concern during some -sigmly
interviews and in certain existing studiéen agriculture in Myanmar.

7.3. Providers
7.3.1. Overview of credit landscape

Before proceeding to discuss tledividual categories of credit providers, we consider the
landscape of credit providers in an overview. As note@ection7.1 above, 48% of adis

37 Ash Centre for Democratic Governance and Innovation, Harvard Kennedy SchoolNB@htar Agriculture in 2011: Old
Problems and New Challengf@nline] Available athttp://www.ash.harvard.edu/extension/ash/docs/myanmar1111.pdf
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reported to have outstanding debt at the time of the FinScope survey. This represents 18.9 =
million adults. Of these, 94% disclosed the value of their outstanding debt, and have an « «
average reported outstanding debt of K 548 050 (USD 579). This alldavextsapolate the

total value of outstanding debt for all adults who are indebted in Myanmar to approximately

K 10.3 trillion (USD 10.9 billion).

For the purposes of the supply side credit landscape illustrateBigure22 below, we rely

on supply side data (and estimates based on supply side data), as these are generally
considered more exact than FinScope data, which is only a demand side oefleictiptake.
However, as we do not have any supply side data for unregulated providers (unregulated
credit), we rely on FinScope for an estimate of the size of the unregulated credit market in
terms of number of borrowers and the size of the outstandoanl book.

FinScope reported that 9.2 million adults have outstanding loans with unregulated credit
providers. The total value of thede R dzbuisfding loans are K 5.4 trillifn(USD 5.7
billion). There are however adults who have outstanding debt \bitth regulated and
unregulated institutions. The total value of their debt amounts to K 1.9 trillion (USD 2
billion). The nature of debt reporting does not allow one to separate the value of regulated
and unregulated loans for adults who report obtainioigdit from both sources. The total
unregulatedusage therefore lies between the ranges of K 3.6 trillion (USD 3.8 billion) and K
5.4 trillion (USD 5.7 billion; s@eable7 below). Unregulated lending consists of two groups:
those who have loans from unregulated money lenders (5.9 million adults), and those who
have loans from othemnregulated providers (4.3 nflion adults), with the adults who
borrow from these two groups of providers overlapping. The value of the outstanding loans
of these two groups can be estimated by using the average outstanding debt of those who
only have a loan from a moneylender or teosvho only have a loan from another
unregulated provider and extrapolating this to the entire group in both instances. The
extrapolated outstanding loan values for these two groups are K 3.7 trillion (USD 3.9 billion)
and K 1.7 trillion (USD 1.8 billiomesTable7 below).

Number of | Minimum total Maximum total

adults outstanding loans outstanding loans
Total unregulated K 3.6 trillion K 5.4 trillion
borrowing 9.2 million | (USD 3.8 billion) (USD 5.7 billion)

K 2 trillion K 3.7 trillion

Total moneylenders | 5.9 million | (USD 2.1 billion) (USD 3.9 hillion)
Total other K 1.1 trillion K 1.7 trillion
unregulated 4.3 million | (USD 1.2 billion) (USD 1.8 billion)

Table7: Number of adults and estimated outstanding loan book of unregulated loan providers
{ 2dzNOSY CAYy{02LI Hnmo FtyR IdzikK2NDRa OFf OdzZ I iA2ya
If we include these two estimates (unregulated money lenders and otimeegulated

providers) with our supply side data @agulatedproviders, the following estimate of the
overall credit market in Myanmar (regulated and unregulated providers) emerge:

* please note: Thigalue is extrapolated based on 94% of adults who borrowed from unregulated sources who disclosed their
total outstanding debt. Similarly, all further estimates rely on extrapolations based on adults who disclosed the vadire of th
outstanding debt. The peentage of adults who disclosed their debt varies between 92% and 95% for all extrapolations used.
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Client base as % of adults | Total loans
Provider who currently owe money | outstanding
Commercial banks 0.3% 39.8%
Unregulated money lenders 31.0% 36.0%
Other unregulated providers 22.9% 16.1%
Pawnshops 16.4% 4.0%
MADB 8.4% 1.9%
Unregulated agriculturahput providers 7.9% 0.7%
Cooperatives 4.4% 0.6%
MFIs 3.7% 0.8%
RCSs 0.1% 0.1%
Total 18 907 935 adultg K 10.3 trillion

Table8: Overview of the credit provision landscape in Myanmar (regulated and unregula3t9ed)

Source{ dzLJLJ &

AARS

RFGFX CAy{O2LIS

HAamMmoZX | dziK2NRa

Using this data, the credit landscape in Myanmar can then be illustrated as $figume22

below:
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Figure22: Credit provision landscape (loans outstanding).

% Estimates based on supply side data for regulated providers and FinScope data for unregulated providers. Client numbers
does not account for overlaps (cli¢ clients using more than 1 source for credit), and total adults who currently owe money as

identified by FinScope is used as base for percentage of adults.

Bubble = Total loan portfolio
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Source: Author/Supply side consultations .

Commercial banks largest provider by volur@@mmercial banks are the largest credit
providers in terms of volume of loans tstanding, but one of the smallest in terms of
number of clients with estimates of only about 60 000 credit cli€nts large proportion of
which may be commercial clients, not retail (Seection7.3.2below). The average loan of
commercial banks are extremely high (around 1000 times higher than most other categories
of providers), but some loan products (e.g. hire purchase) start at low values.

Unregulated money lenders comparable to commercial banks in terms of loan volse.
described aboveynregulatedmoney lenders are estimated to have in excess of 5.9 million
clients with an outstanding loan volume as high as K3.7 trillion (USD 3.9 bilhenjn&ans

that money lenders as a group are comparable to the commercial banking sector in terms of
the size of their total outstanding loan volumes.

Pawnshops have large combined client pool and loan Pawnshops are estimated to be
one of the largest categories of providers in terms of both number of clients and loan
volumes, but provide no net additional funding (only offers value of gold). The gold held by
pawnshops cannot be leveraged or intermedithrough the rest of the financial system.

MADB largest singleegulated provider by number of clients and largest singdgulated
provider in low income space by loan volumAlthough pawnshops as a group have more
clients, MADB is the single largesgulatedprovider in terms of number of clients and is the
largest individuaregulated provider by loan book value. More details on MADB follow in
Section7.3.3

Agricultural input providers offer small loans to a large number of farndrs.figure shown

is estimated based on one input provider interviewed. Data for other input providers was
not available and the total for this segment is therefdileely to substantially exceed this
estimate.

Most average loan sizes below proposed cap, but many loan ranges excedivermge

loans sizes reported in suppdyde data mostly fall under K 5000 (USD 529), the proposed

cap for MFI loan size, although many categories of providers have loan ranges exceeding K
500 000. For instance, some MFIs reported that their larger loamently exceed K 500 000

and that some loans can extend to as high as K 1.5 (USD 1 586) to K 1.7 million (USD 1 797),
although very few do. These are mostly clients that have started with smaller loans and have
graduated to this level. With the increade loan size per acre, MADB paddy loans now
extend up to K 1.2 million (USD 1 268), or KA@D (USD 127) per acre for up to 10 acres.
Table 6 above page 56) also shows that the average outstanding loan sizes of some
economic group® exceed K 500 000 (Farmers: K 64Q00/USD 678 and Informal
enterprises: K 7000/USD 830). The average loan size reported in FinScope for those who
only have a loan from an unregulated money lender also exceed Gdibat K 63®00 (USD

671). Regulated providers will, therefore, have difficulties competing with the unregulated
providers due to the regulatory cap of K 5000. This will encumber the absorption of the
unregulated credit market into the regulated credit market.

“°Based on actual data for 10 banks &89) and estimate for 9 missing banks (using average ruwftcredit clients for 7
smallest banks)

I Average loan size of adults in economic group who currently owe money, not of all adults in economic group.
“2Disbursed loans likely to exceed K500k for other categories where current outstanding loans arE@0tw
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Figure23: Takeup by institutions ordered by average income of clients

SourceFinScope 2013

Commercial banks predominantly provide credit at very high end of indaguwe23 shows

the average income of borrowers borrowing withifferent types of credit providers.
Commercial banks serve a very small group of credit clients, but the average income of this
group is far above any other group of credit clients (K or 8.9 times the average
income of Myanmar). Coperatives serg a higher than average income group while MADB
and unregulatedmoney lenders on average have credit clients whose income is comparable
to the total adult population (they also serve the biggest clients groups at 15% and 13% of
0§KS | Rdzf (0 LJ2onldeeragé hag tifellovesnirCam@ dredit clients with an average
monthly income of K 7898 (USD 80)rigure 24 below illustrates the overlaps between
borrowers from different providers.

%of provider's borrowers who have loan from other provide
1 %of other provider's loans overlapping 2

6.2% 5.1%
27.6% 25.3%

20.9%
18.6%

9.9% 0.1%
43.0% 19.1% 4

6.6% 1.3%
2.5% 15.3%

3.9%

40.3% 1.8%
21.3%

Money lenders
MADB

Bubble sizeSize of provider's client pool O rawnshops
OMFIs

Overlaps between number of loarfsom different providers Co-operatives
Banks

Figure24: Overlaps between different categories of credit providers.

Source: FinScope 2013

Limited overlap between clients of commercial banks and other lentieese is very little

(to no) owerlap between commercial bank borrowers and all other borrowers (except with
money lenders and coperatives). There is also very little overlap between those who have
MFI loans, pawnshop or @aperative loans (illustration 3 and 4 kigure24). However, there

are significant overlaps between adults who have a loan from a money lender, a pawnshop,
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an MFI or a caperative and adults who have a loan from MADB (illustrationHignre24). -
Between 19% and 40% of those who have money lender I@ave shop loans, MFI loans .
or co-operative loans also have a loan from MADB. Similarly, there are significant overlaps
between those who have money lender loans and those who have either a commercial bank
loan, ceoperative loans, MFI loans and pawnshoans, with between 19% and 43% of
individuals who have one of these loans also having a money lender loan (illustration 2 in
Figure24).

Regulatory ap on interest charges and high costuoiregulatedcredit The cost of credit is
strictly regulated in the formal sector. State financial institutions, such as MADB, charge up
to 8.5% and commercial banks are regulated to a maximum of 13% (but it is gcommo
practice to also charge a 1% administration charge). MFIs are limited to 2.5% per month, or a
nominal rate of 30% per annum. ©peratives charge the same rate (30%). The unregulated
sector, however, charges significantly higher rates. Regulated (bY dotlaorities) pawn
shops charge in the order of 36%, whilst unregulated pawn shops charge about 60%. The
rates for unregulatedmoney lenders vary, but if converted to an annual interest rate it
would vary somewhere between 120% and 240%. The credit ménketfore consists of

four broad cost segments:

1 Under 15% where the only providers are the MADB (and the SMIDB) and commercial
banks;
1 Between 15% and approximately 36%where regulated institutions - MFIs and
regulated pawn shopsare permitted to ograte at a concessionary rate;
f .St2¢6 cm: 6KSNB dzyNBE3dz F SR LI gy akKz2LA 2LISNI
the security which they hold;
i Above 60% where the purelynregulatedand uncollateralisedunregulated money
lenders operate

Table9 below shows the interest rate bands that different institutional categories charge on
their credit products.

Institutional category Nominal Interest rate

per anrum

State Financial Institutions 4-8.5%

Banks 8.513%

MFIs 30%

Caooperatives 30%

Rice Specialised Companies 24%

Regulated Pawn shops 36%

Unregulated Pawn shops 60%

Unregulatedmoney lenders 120% +

Table9: Interest ratescharged by institutional category

Source: Supply side consultations
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7.3.2. Commercial banks .

Small number of domestic state and commercial bank plajfsrat May 2013, Myanmar has

a total of 24 local banks and 16 foreign bank representative offices (althougfotéign
offices have increased to almost 30 by March 2014). Four are purelystated™, two are
considered semprivate™ (as they are cowned by the government), two are private with
government representation on their boarisand sixteen are purely prate banks. All local
banks except the four statewned banks are considered as commercial banks in the
remainder of the document. Despite there being 16 foreign bank representative offices,
there are currently no foreign bank branches offering financevises in Myanmar.
However, joint ventures between local banks and some foreign banks may be permitted
next year.

ael yYlNRa ol yvi1Ay3 .in2012 thelnarkeét share of the three\largest R
bank$® constituted 60% of total net assets, 40% bé ttotal paidup-capital, 63% of total
loans and 63% of total depositiCBM 2012). Similarly, the five larg8sianks constituted
73% of total net assets, 55% of the total pajgicapital, 74% of total loans and 77% of total
deposits (CBM, 20112).

Comnercial banks are the biggest providers mE#gulated credit. As at March 2013,
commercial banks extended loans to the value of K& billiorf® (USD 4.4 million), which
constituted 78.5% of the estimated totalegulatedsector credit (seélable 10 below) and
87.8% of total banking sector credit .

Regulated providers Total loans outstanding % of total
(K billions)
Private banks 4118 78.5%
SFls 570 10.9%
Pawnshops 412 7.9%
MFIs 86 1.6%
Cooperatives (norMIFI only) 58% 1.1%
Total regulatedcredit 5244 100%

Tablel0: Total loans outstanding by institution.

{ 2dz2NOSY {dzLlJJ & &aARS AYy(iSNWBASSaE yR |dziK2NBRQ SadAvYl

*3Myanma Economic Bank, Myanma Agriculture and Development Bank (MADB), Myanmar Investment and Commercial Bank
(MICB), Myanmar Foreign Trade Bank.

“Myanmar Citizens Bank and Yangon City Bank Ltd.

5 Small and Medium Industry Development Bank (SNIDBanmar Livestock and Fisheries Development Bank Ltd (MLFDB,

soon to be Treasure Bank).

6 Kanbawza, Myawaddy, @perative Bank

" Kanbawza, Myawaddy, @perative Bank, Myanmar Livestock and Fishery Development Bank and Myanmar Apex bank

“8 Estimated vale. Based on actual data for 13 banks plus estimate for 6 missing banks (using average loan book for 10 smallest

banks)
“9This figure was calculated using the total loans outstanding for SFls (excl. MADB) from the CBM 2012 annual report (K 377
billion)arR | RRA Yy 3 a!5. Q& NBLRNISR f2lya 2dziadl yRAyYy3 FY2dzyd F2NJ Hawm

% Excludes MFI coperatives
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Total banking sector .
(commercial and .
SFisexcl. MADB) Mar-08 Mar-09 Mar-10 Mar-11 Mar-12 Mar-13

GDP (K billions) IMF

data 23 336 28 778 32 351 36 436 39 805 44 621

Bank assets as % of

GDP 8% 9% 12% 17% 21% n/a

Bank credit as % of

GDP 3% 3% 3% 5% 8% n/a

Bank deposits as % (

GDP 7% 8% 10% 13% 17% n/a

Loans / deposits 49% 40% 36% 39% 46% n/a

Loans / assets 40% 32% 29% 32% 38% n/a

Cash/assets 44% 42% 38% 38% 29% n/a

Government

securities/assets 9% 18% 24% 21% 24% n/a

Table 11: Selected performance indicatorfor total banking sector (Private banks and SFls but
excluding MADB).

Source: CBM Annual Report (2012)

Bank credit extension growing rapidlfhe 2012 CBM annual report shows that bank
deposits (including SFIs but excluding MAPBrew by between 38% ans5% per year
between 2009 and 2012 while loans grew between 12.2% and 70.5% per year over the same
period Figure25 below).Tablell above also shows that theahking sector grew relative to

the rest of the economy with banking assets growing from 8% of GDP in 2008 to 21% in
2012.Given that commeilial banks make up almost 90% of the total banking sector loan
portfolio, the bulk of loan growth should have been driven by commercial banks. Growth in
2013 remained high, with the combined loan book of the largest three banks growing by
35.6%, althoughndividual bank loan books showed substantial variation ($able 13
belowy? The change in the growth trajectory of bank loans between 2010 and Bad1
largely been the result of a release of regulatory constraints &eetion5 for details on

these regulatory changes).

Commercial banks lermdj out larger proportion of deposits and holding large proportion of
assets in loansTable11 above show the loans to deposit ratio for the total banking sector
(excluding MADB) decreasing from 49% to 46% while loans as a proportion of assets
decreased initially but then returned to8%6. This would suggest that there is still some
excess liquidity that could be intermediated into loans. The balance of assets is likely to be
held in government bonds. This result is, however, skewed by the SFIs (particularly MEB as
discussed below). Coidgring the ratios private banks only, the loan to deposit ratio was
67% and loans made up 57% of assets as at March 2012. These ratios would have increased
over the last year given the expansion of the loan portfolio. Commercial banks are,
therefore, reating the limits of their funding and this has been driving the expansion of
deposittaking. Table12 also shows that private banks are generating bssantial portion

of their income from nofinterest revenue. Based on our consultations with banks, fees
generated from general transaction fees are still limited but fees on transfers were noted as
a substantial component of revenue.

' MADB is excluded in data reported in CBM Annual Report.
*2Based on our estimate of total commercial bank credit for 2013, growth in total commieacikicredit was 43% between
2012 (CBM data) and 2013.
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Figure25: Total banking sector (excl. MADB) loan and deposit gro@€09 to 2012.
Source: CBM, 2012

Commercial banks Mar-08 | Mar-09 | Mar-10| Mar-11| Mar-12| Mar-13
Operational cost ratio 52% 49% 45% 42% 41%| nl/a
Net interest income as %

of total income 53% 54% 49% 53% 61% n/a

Tablel2: Selected performance ratios for private commercial banks

Source: CBM Annual Report (2012)

3 largest private banks Growth in loans Growth in deposits
KBZ 55.9% 46.8%
MWD 10.5% 17.9%
CB 7.7% 46.6%
Average for combined book of 3 largest

banks 35.6% 40.2%

Tablel3: Growth in the volume of loans and deposits of 3 largest private banks (2012 to 2013).
Source: Supply side data received from banks; CBM, 2012: Table 3.1

Commercial bank credit quality of conceTfine 2011/12 CBM Annual Report notes concerns

2PSNI olyl f2Fy LISNF2NYI ped@Smirg lbanlpdrtolid has Kderii (G KS & F
GKS YI 22N LINBRAOIFYSyYy(l 2F olylaédad ¢KSto OdzZNNBy i
report loans as subktandard, doubtful or bad when principle or interest payments are

overdue by 112 months, 124 months or more than 24 months respectively (CBM, 2012:

pl7). Given the shoierm nature of loans, this will result in a substantiabenstatement of

bad debt.

Private banks provide large loans to a small number of cli€@oemmercial banks are
estimated to only have about 60 000 credit clieftsith an average outstanding loan per
credit client of around K 70 millish(USD 73 996). Daits available for some of the banks
suggest that average loans vary substantially with a number of banks reporting average

**Based on actual data for 10 banks &89) and estimate for 9 missing banks (using average number of credit clients for 7
smallest banks)

**Based on estimated total loans outstanding for all comnagtzanks. Actual data for both loan book outstanding and credit
clients exist for only 10 banks, which have a combined average outstanding loan per credit cliennafliéry5

66



loans in excess of K 150 million (USD 158 562), while the smallest reported average loan was

K 5 million (AGD, USD 5 285)However, minimum loan values for individual banks appear = = =
to be much lower than average loan sizes, with some banks indicating they have clients with
loan sizes less than K 10 million (USH»ZAD and some banks also offering hire purchase
products that tart as low as K 100 000 (USD 106; Seetion7.5.3. All bank loans are
shortterm and require collateral (se®ection?.4 for discussion on product details).

Private banks credit extension targeted predominantly at commercial custo@ier than

hire purchase products, the product offerirgf commercial banks seems to be largely
focused on targeting commercial customers (Ssetion7.5.4for a discussion on personal
loan products offeed by banks). Furthermore, the relationship between commercial banks
and commercial customers seems to be long standing one, with some banks reporting only
10% turnover in their credit client base per year.

7.3.3. SFlIs

SFls contribute 12.2% of total bankingteedoans. There are four stat@wned banks in
Myanmar (MEB, MADB, MICB and Myanmar Foreign Trade Bank) which have a collective
outstanding loan book of at least K 570 bilfdUSD 602.5 million), or 12.2% of total
banking sector loans. SFls as a grouptherefore the second largest source regulated

credit based on loan volumes. However, a large proportion of MEBs outstanding loan book
in 2013 consisted of wholesale funding to MADB which it uses to fund loans to farmers (so
the net credit extension ahis group could be overemphasised).

Rapid SFI credit growth in 2012/Mhile information is not available for all SFls, the two
largest players (MEB and MADB) rapidly expanded their loan portfolio in 2012/13. MADB
expanded from K 84 billion (USD 88.8 million) to K 193 billion (USD 204 million) and MEB
from K 123 billion (USDBO million), of which K 13 billion (USD 13.7 million) was to MADB, to

K 341 billion (USD 360.5 million), of which K 176 billion (USD 186 million) was to MADB. The
net increase of MEB and MADBs loan book for the year excluding MEB lending to MADB is,
therefore, 90%, up from K 194 billion (USD 205 million) to K 368 billion (USD 389 million).
a!5. 0Qa INRGGK o66Fa& RNADSY 08 SaciodrBiorip®ductAy (KS
details). However, the number of SFI branches declined by 2.2% over the same period,
indicating that growth has been driven by factors outside of outreach (see infrastructure
discussion inSection6.1). Despite the rapid growth, SFIs still only lend out 9% of their
deposits base and loans make up only 11% of SFI dssBttailed information is not
available but it is likely that the dlance of assets is kept in government bonds. This
represents a substantial amount of funding that could still be intermediated into loans.
Whether this is appropriate or feasible would require consideration of the t@ftievith the

current fiscal supporthat is provided through government bonds, which falls beyond the
scope of this document.

Operational efficiency is a potential concern for SFIs (excluding MEBM) (2012) reported
cost to income ratios in excess of 90% for 2011/12 increasing fromirr2%07/8. At the

** Only two out of ten banks that reported average loan value was less tif@million (USD 7896), he other being MCB

with an average loan outstanding of K11m (USD 11.6k).

%% Based on CBM 2012 data for all SFls excluding MADB (K 377 billion/USD 398.5 mil) plus MADB 2013 loans outstanding (K
193 billion/USD 204 million)

%7 Cenfi calculations based on data provided in CBM Annual Report. Driven largely by MEB with a deposits to loans ratio of
11%. More detailed financials only available for MADB.
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same time, the data for private banks shows etmsincome ratios reducing from 52% in -
2007/8 to 41% in 2011/12 (seBable12, page66). This suggests that the overall high cost .
ratios are driven by high costs of operations in SFIs (excluding MADB). MEB cost data shows
a costto-income ratio & 88%, whereas data available for MADB shows a reduction in cost
ratio from 72% in 2009/10 to 48% in 2010/11 (sBex 4 below for a more detailed
discwssion on MADB). It is difficult to interpret the high cost ratios for MEB as it fulfils
various other government functions (acting as government treasury) and also provide cash
handling facilities to other SFls like MADB.

MADB is the largest singtegulaed credit provider in terms of numbers of clie$ADB is

the largestregulatedprovider of credit in terms of numbers of clients providing loans to an
estimated number of between 1.6 and 2.3 million farmers in 2013. It also has the second
largest branch network (205 branches). In 2009/2010 MADB extended loans to 1.3 million
farmers(MADB, 2011) but this has increased to between 1.6 million and 2.3 million farmers
in 2012/2013, consisting of monsoon lo&h® 1.6 million farmers, winter loans to 0.7
million farmers and prenonsoon loans to 0.01 million farmétsThe total number isigen

as a range, because there may be some overlap between the data from the three seasonal
loans provided. The total client pool would therefore be somewhere between 1.6 million
(monsoon loans) and 2.3 million (total loans).

MADB loans funded by subsidisinding.Until recently, MADBs loans were largely funded
from deposits but following a collapse in its deposit book (see discussiBaciion8.3.2),

the bulk ofloans are now funded by a loan facility provided by MEB. MADB applied for and
received K 1.4 trillion (USD 1.5 billion) from MEB in June 2013, for disbursement in the
2013/2014 financial ye&t This represents a substantial increase from K 568 billio® (US
600.4 million) in loans disbursed to farmers during 2012/281and follows on a
continuously increasing trend from 2009/2010 when loans disbursed were only K 93.5 billion
(USD 98.8 millioMADB, 2011MADB charges 8.5% per annum interest on theingyand
funding received from MEB is in the form of a credit facility, with funding being withdrawn
repayable within one ye& (short term loan) and charged at 4% interest per anfitinin
addition to the funding subsidy, MEB branches are also used by N#DBuch of its cash
handling (as MADB branches are not all equipped to handle cash). This is an additional cost
subsidy that needs to be considered in the interpretation of the financials of MADB and
MEB.

Interest rates on MADB loans reduced substantiallgr last five yearsMADB currently
charges 8.5% per annum interest on their loans, which is at a substantial discount to loans by
other market players. This is made possible by the subsidised finance provided by MEB. Prior
to 2012, MADB charged interesttes of between 13% and 18% on its loans. During this
period, the bulk of loans were funded from compulsory deposits (see discussieciion

8.3.2 on which MADB paid 8% interest. The institution managed to generate a surplus
during this time and was, therefore, able to operate on a sustainable basis. As noted above,
this surplus did not explicitly account for the cost of using MEB branch infrastructure for
cas handling.

BYazyazzy f2lya faz2z YIS dzJ aySHNIé& yAug 2013 F f2Fya RAA0dA2NASR
% Information received directly from MADB (Aug, 2013).

% |nformation received directly from MADB (Aug, 2013).

¢! Information received directly from MADB (May, 2013).

62 Although MADB township branches have to pay quarterly interest to MEB Branches.

3 MEB normally charges 13% interest rate per year, and the difference (9%) can be seen as a subsidy to MADB.
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