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ACE
ACH
ACHX
ADB
AFDB
AGORA
AHL
AIDS
AML
ASWAp
ATM
ATS
B2B
B2G
BAAC
BIS
CCBG
cDC
CFF
CFT
CFTC
CGAP
CMA
COMESA
COMSIP
CPC
CPI
CPL
CSD
CUMO
DEMAT
DSTV

ECCH
EFT
ESCOM
ETC
FAO
FCDA
FINCA
FISP
FIU
FMB
FNB
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Agricultural Commodity Exchange

Automated Clearing House

Auction Holding&imited Commodity Exchange
Authorised Dealer Banks

African Development Bank

Access to Global Online Research in Agriculture
Auction Holdings Limited

Acquired Immune Deficiency Syndrome
Anti-Money Laundering

Agriculture Sector Wide Approach

Automated Teller Machine

Automated Transfer System

Business to Business

Business to Government

Bank of Agriculture and Agricultural Cooperatives
Bank of International Settlements

Committee of Central Bank Governors

Centres for Disease Control and Prevention
Central Financial Facility

Combatting the Financing of Terrorism
Competition and Fair Trading Commission
Consultative Group to Assist the Poor

Cammon Monetary Area

Common Market for Eastern and Southern Africa
Community Savings and Investment Promotion
Consumer Protection Council

Consumer Price Index

Continuous Processing Line

Central Securities Depository

Concern Universal Microfinance Operations
Development of Malawian Enterprises Trust
Digital Satellite Television

Electronic Check Clearing House

Electronic Funds Transfer

Electricity Supply Corporation Of Malawi

Electronic Transactions and Communications

Food and Agriculture Organisation of the United Nations
Foreign Currency Denominated Accounts
Foundation for International Community Assistance
Farm Input Subsidy Programme
Financialntelligence Unit

First Merchant Bank

First National Bank
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FOREX
FSDS
FSP
FSTAP
FUM
GDC
GIS
Glz
GSB
GSLA
GSM
HIV
HSS
HSSP
IAM
IBWI
ICT

ID

IDA
IFC
IFPRI
IMF
INGO
IPA
ITU
KPI
KTB
KYC
LFC
LIFT
MACRA
MAMN
MAP
MARDEF
MASAF
MASM
MCTU
MEDI
MERA
MFI
MGDS Il
MIGA
MITASS
MM4P
MMAP
MNNSS

Foreign Exchange

Financial Sector Development Strategy
Financial Service Provider

Financial Sector Technical Assistance Project
Farmers Union of Malawi

German Development Cooperation
Geographic Information System

Deutsche Gesellschatt fur Internationale Zusammenarbeit
Growing Sustainable Business

Group Savings and Loan Association

Global System for Mobile Communications
Human Immunodeficiency Virus

Household Support Services

Health Sector Strategic Plan

Insurance Association of Malawi

Index Based Weather Insurance

Information and Communication Technology
Identification Document

International Development Association
International Finance Corporation
International Food Policy Research Institute
International Monetary Fund

International NorGovernmental Organisation
Innovation for Poverty Action

International Telecommunications Union
Key Performance Indicator

Krungthai Bank

Know Your Customer

Leasing and Finance Company of Malawi
Livelihoods and Food Security Technical Assistance Project
Malawi Communications Relgiiory Authority
Malawi Microfinance Network

Making Access Possible

Malawi Rural Development Fund

Malawi Social Action Fund

Medical Aid Society of Malawi

Malawi Congress of Trade Unions

Malawi Enterprise®evelopment Institute
Malawi Energy Regulatory Authority

Micro Finance Institution

Malawi Growth and Development Strategy 2
Multilateral Investment Guarantee Agency
Malawi InterBank Transfer And Settlement System
Mobile Money for the Poor

Mobile Money Accelerator Programme
Malawi National Net Settlement System
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MNO
MoF
MPC
MSB
MSME
MTA
MTL
MTML
MUSCCO
NASFAM
NBM
NBS
NGO
NPL
NPS
NSO
OoIBM
P2B
P2G
P2P
POS
PWP
RBM
REPSS
RICA

ROA
ROE
RoR
ROSCA
RTGS
RTL
SACCO
SADC
SCTP
SEDOM
SIM
SIRESS

SMEDI
SMS
SWIFT
TAMA
TBH
TNM
UBALE

Mobile Network Operator

Ministry of Finance

Malawi Posts Corporation

Malawi Savings Bank

Micro, Small and Mediurgnterprises
Money Transfer Agents

Malawi Telecommunications Limited
MSMETargeted MFI Lenders

Malawi Union Of Savings and Credit Cooperatives
braGA2yFt {YIfftK2tft RSNJ CIF NY¥SNAQ
National Bank of Malawi

New Building Society

Non-Government Organisation
NonPerforming Loan

National Payments System

National Statistics Office

Opportunity International Bank of Malawi
Person to Business

Person to Government

Person to Person

Point Of Sale

Public Works Programme

Reserve Bank of Malawi

Regional Payment and Settlement System

Regulation of Interception of Communications and Provision of Communieation
related Information Act
Returnon Assets

Return On Equity

Rate of Return

Rotating Savings and Credit Association

Real Time Gross Settlement Systems

Real Time Line

Savings And Credit @perative

Southern African Development Community

Social Cash Transfer Program

Small Enterprises Development Organisation of Malawi
Subscriber Identity Module

The SoutherrAfrican Development Community Integrated Regional Settlement
System
Small and Medium Development Institute

Short Message Service

Society for Worldwide Interbank Financial Telecommunication
Tobacco Association of Malawi

Thai Baht

Telekom Networks Malawi

United in Building and Advancing Life Expectations
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UNCDF
uUsD
USSD
VSLA
WFP
WHO
WTO
ZAR

United NationgCapital Development Fund
United States Dollar

Unstructured Supplementary Service Data
Village Saving and Loan Association
World Food Programme

World Health Organisation

World Trade Organisation

South African Rand
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Foreign exchangdhe local currency in Malawi is the Malawi Kwacha (K). The United Stated
Dollar (USD) equivalent shown throughout this document was calculated using a 12 month
average exchange rate (between 1 January 20131 December 2014) of K 417/USD
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Malawi has a GDP of USD 4.3 billion.

$1.10 per day average income

Half of all adults are reliant on more than one source of income

69% of adults have access to a mobile phone.

Financial Inclusion Priorities

Priority Areas 1.EXPANDING THE REACH OF PAYMENTS
99.7% of all payments are made in cash
Priority Area 2:LEVERAGING VSLAS TO ENABLE SAVINGS
The number of adults saving in VSLAs grew by > 1 million between 2008
and 2014
Priority Area 3 TARGETED FINANCE FOR MSMEs ARBRMERS
17% of driven achiever MSMEs have formal credit
Priority Area 4:NICHE INSURANCE OPPORTUNITIES TO REDUCE
VULNERABILITY
Only 11% of salaried employees report having insurance
Priority Area5: EFFECTIVE CONSUMER EMPOWERMENT
AND EDUCATION
64% ofadults have never heard of an ATM, 58% have never heard of a
savings account
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Overview of Financial Access alawi

34% of adults reported using at least one financial service from a
formal financial service provider

2 . 6% of adults use more than two formal financial services

63% of urban adults use formal financial services compared with

28% of rural adults

14% of adults make use of informal services only

52% of adults report using no financial services

Breakdown of Financial Access iMalawi by Product Market

4% of adults borrow from a formal institution

54% of adults have borrowed within the last 12 months

54% of non-cash transactions are made through mobile money

15% of adults save with &rmalfinancial service provider

170/0 adults save in informal savings groups

23% of adults save in cash at home

1 . 70/0 of adults have formal insurance
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Making Acces®ossible (MAP) isnaevidence basednulti-country initiative to support financial
inclusion, conducted bthe United Mitions Capital Development FuidNCDF), FinMarkrustand
the Centre for Fiancial Regulation and Inclusi@@enfri) in consultation wit the Ministry of Finance
led MAP Malawi Steering committe€he MAPdiagnosticinformsa roadmap thaprovidesdetailed
and actionable steps to achieve the financial inclusion priorities

Financial inclusion plays an important role to improve individuelfare andto achieve inclusive
economic growth.MAP identifies priority areas to address barriers and leverage opportunities to
improve financial inclusion, throughcamprehensive analysis of the country conteldmand supply

and regulationof finandal services Given the different needs of different types of consumers in
Malawi, adults are segmented into five target markets to better inform how financial services can
meet needs.

Contextual challenges drive low levels of financial accdssrmal financial access in Malawi is very
limited and has seen little impw@ment over the past five yearsver half the population remains
excluded, despite a number of initiatives to develop the market. Informal financial service use has
significantlyincreased in response to these challenges. Maonomic, infrastructural, and political
challenges are key drivers of this result and will need to be addressed to make substantial sustainable
inroads into financial inclusion. These challenges are latgglgnd the control of financial service
stakeholders, but have a direct impact on the cost of provision, value of products to consumers and
O2yadzYSNEQ ySSRao

Rural provision restricted by poverty, rural population and reliance on rain fed agricultlrak of

proximity to financial services is the key barrier to inclusion in Malawi. However the business case to
serve rural people is limited given high levels of poverty, uncertain agricultural incomes and a high
cost of distribution given limited infrastaiure. The World Bank (2013) estimates that 72% of
Malawians live on less than USD 1.25 (PPP) a day. 85% of Malawian adults live in rural areas and 88%
of Malawians rely on farming to provide or supplement their income.

Priority needs relate to reliable pyments, consumption smoothing and finance for MSMEs and
farmers. Across the target markets, access to reliable and accessible payments and consumption
smoothing tools are the key emerging financial service needs. Farmers and MSMEs would also benefit
from access to finance to enhance their productivity.

Banksdominate, but focus on credit not transactions for revenuBanks dominate the financial

services market, providing 92% of total credit and holding 89% of total deposits. Across the industry,

banks pimarily focus on interest and forex to drive revenue, with just 6% of revenue earned from fees

and commissions. Low cost products are widely available, but distribution infrastructure is very
limited, even in urban areas, which drives up the effectiva obaccess. There are 2.5 ATMs and 1.6

bank branches per 100,000 people. High infrastructure costs, low fee revenue on transactions and a
fF01 2F AYUGSNRBLISNIoOoAfAGeE KlFIa fAYAGSR olylaQ AyoO

1 MAP Malawi relies on demand side data from three FinScope surk@y8dope Malawi Consumer Surveys 2008 and 2014, and FinScope
Malawi MSME Survey 201Land 46 qualitative immeaive interviews, and supply side data from 75 stakeholder interviews with financial
service providers, regulators and policymakers, published annual or interim financial statements and reports and daga dllect

supervisors.

2 Five target markets wereetected based on income source: salaried employees, MSMEs, farmers, dependents and ganyu. Analysis of the
different demographics and needs of adults based on geographical area (rural or urban) and gender was also conducted.
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national switt (Natswitch) can change this environment if appropriate interchange fees, that
incentivise infrastructure investment by banks, are set.

Five priority areas emerge from the analysis of consumer needs and provider realities within the
Malawi-specific contet:

Expanding the reach of payments critic89% of transactions still occur in cash at significant expense

to providers. Digitisation will require improved cash networks as an interim step. The lack of payments
infrastructure makes it costly and tirmmnsuming to access and use formal financial services. For
most Malawians the cost to access bank infrastructure far outweighs the direct cost of a bank account
(17% vs 2% of average income). Mobile money agents, the other major payments provider, also rely
on payments infrastructure to maintain liquiditymproving the payment eesystem is required to
overcome the proximity barrier to financial inclusion and address affordability concerns across
financial services. This requires revisiting bank incentivespantnerships, appropriate interchange

fees, improvements in agent modedsd finalisation of the National PaymeBystem regulation
(including a requirement for interoperability).

Leveraging VSLAs to enable savingavings are critical in Malawi whefiemal credit interest rates

can exceed 70% per annum. Savings are used to smooth consumption, mitigate risk or build capital
for investment (housing or a busings¥SLA(Village Savings and Loan Associatitias)e had the
greatest success in encouragisavingsgiven the limited footprint of other providerdMembership

grew by over 1 million adults between 2008 and 2014. In compartkemumber ofadults saving in

a bank grew by only 115,000 during the same peri®dpporting and leveraging VSLA sawing
addresses proximity and affordability concerftsalso improves rural availability of credit to micro
businesses and farming.

Targeted finance for MSMEs and farmeMSMEs and farmer businesses are hampered by lack of
affordable finance. Capital markéévelopment, macreeconomic stability and judicial process reform
relating to collateral realisation are required to bring down the cost of credit. In the interim, credit
should be carefully targeted as only the most productive farmers and MSMEs cansfultgedsorb

and use credit without becoming ovérdebted. MFIs, as the main providers of such finance, should
be further enabledThe credit reference bureacan also play a role to reduce the cost of information
on borrowers but will be hampered byatk of national IDImprovements tothe MSME and
agriculturalsupport environment are key to enable more MSMEs and farmebetome sufficiently
productive tobenefit from credit. This include#alising the MSME bill ana focus on agricultural
value clain developmentvith related financing for farmers.

Niche insurance opportunities to reduce vulnerabilitb.ow income levels, reliance on rain fed
agriculture and limited social safety nets make Malawians particularly vulnerable to risks. Savings will
likely remain the primary tool to mitigate risks, given the cost of credit and lack of awareness of
insurance. However there are specific opportunities to expand insurance usage, including health and
life cover for salaried employees, insuring MFI loan ptidfoagainst disaster risk, and raising
insurance awareness. Microinsurance and health finance frameworks are needed to create an
enabling environment. Some product and partnership innovations can also improve insurance use.

Effective consumer empowermenand education.Financial literacy levels are very low. Whilst this
does not necessarily indicate low levels of financial capability, it does make it more challenging for
consumers to engage with formal providers. A number of financial education initidtaxesalready

been undertaken by both government and donors. The primary focus should therefore be to improve

i L




the coordination of existing programmes, refine their effectiveness and leverage gateway products
such as remittances and VSLAs for education.

Ciitical institutions needed to drive priorities.Dedicated capacity will be required to drive financial
inclusion This will include addressing contextual factors and coordinating with relevant stakeholders
including, amongst others, the Ministries of Agttare, Telecommunications and Industry and Trade,
and a range of donor initiatives

Priorities Roadmap areas for implementation

1 Develop the payment ecsystem

9 Incentivise investment in distribution infrastructure throug
Expanding the reach of appropriate interchange fee or tax incentives

payments Develop partnerships to improve distribution

Develop mobile money and other agency models

Finalise NPS legislation, including interoperability

=A| =4 - =9

Facilitate the establishmentfcmew VSLAs and support existi
Leveraging VSLAs to VSLAS
enable savings

1 Explore partnerships between VSLAs and formal providers
1 Reduce cost of credit ovéwmngerterm
1 Support MFIs as the primary formal providers of MSME

Targeted finance for agricultural finance
MSMEs and farmers Improve credit informatiorthrough credit reference bureaus

Develop skills for MSMEs and farmers
Develop supporting environment for MSMEs and farmers

Develop health finance and microinsurance framekgo
Explore partnership to extend distribution
Innovate product design, including payments

Niche insurance
opportunities to reduce
vulnerabilities

Improve coordination of existing programmes

Refine the effectiveness of programmes

Leverage gateway products such amitances and VSLAs f
education

Effective consumer
empowerment and
education

= =4 =4 -4 -4 A -—a _a -9
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1.1. Whatis MAP?

Making Access to Financial Services Possible (MAP) is ecouwutry initiative to support financial
inclusion through a process of evideAoased country analysis. Itis a partnership betwt#enUnited
Nations Capital Development FUn@NCDF), FinMark Tréistnd the Centre for Financial Regulation
and Inclusioh(Cenfri). In each country, lirings together a broad range of stakeholders from within
government, private sector and the donoommunity to create a set of practical actions aimed at
extending financial inclusion tailored to that courftrizinancial inclusion is achieved when consumers
across the income spectrum in a country can access and sustainably use financial services that a
affordable and appropriate to their needs.

MAP incorporates a comprehensive analysis of the country context as well as of the demand and
supply of financial services and the regulatory environment in order to identify key barriers and
opportunities toincreased financial inclusion across four core product markets:

Credit

Payments

Savings

Insurance

Tablel: Four core product markets

{ 2 dzZNDOS Yown dzii K2 NE Q

Why focus on financial inclusiomhe MAP approach seéisancial inclusion as a means to an end

the end being improved welfare and an impact on the real economy, namely those activities that
contribute to GDP and economic grovittiEconomic theory suggests that financial intermediation can

fuel real economympacts at the macroeconomic level by mobilising savings for investment purposes
(including capital allocation for business development), reducing transaction costs and increasing
efficiency, thereby contributing to employment generation and growth. At thieroeconomic or
K2dzaSK2f R fS@StX FAYIYOAlIf AyOfdzaizy OFy AYLI Oi
costs, enabling them to more efficiently manage risks, allocating capital for productive use and

3UNCDRwww.uncdf.orgisthe] b Qa OF LIAGFE Ay @SadySyd 3SyOe F2N G6KS ¢2NI RQa €S ad
poor people and their communities by increasing access to microfinance and investment ¢HgiEdDF focuses on Africa and the poorest

countries of Aia, with a special commitment to countries emerging from conflict or crisis. It provides seed ¢apaats and loang and

technical support to help microfinance institutions reach more poor households and small businesses, and local govemaneatthé

capital investments, water systems, feeder roads, schools, irrigation scheqigsk I G At f AYLINRGS LI22N) LIS2L) SaqQ f
4 FinMark Trustwww.finmark.org.zhis an independentnchINE FA G G NHzZA G 6K2aS LJdzZN1L}2aS AdocoWpl | Ay3 FAY
LINEY2GAY3I FAYLFYOALE AyOf dzi ATBefruskoyf R NIBF A DY A A KBRY IAWO Rl INOKY Il B2 \KQ @
Department for International Development (DFID).

5 Cenfri(www.cenfri.org is a norprofit think-tank based in Cap€own. Cenfri's mission is to support financial sector development and

financial inclusion through facilitating better regulation and market provision of financial services. They do this bytingnésearch,

providing advice and developing capacity ting programmes for regulators, market players and other parties operating in the low

income market.

8 For more information on MAP visit any of the partner websites listed in the footnotes above.

71t goes both ways, however. As the discussion in Seétinitl show, the real economy and broader country context also impact the

scope for financial inclusion by determining the realities within which the target manketibns.
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supporting the accumulation of wealttwer time. Financial services can also facilitate access to core
services, such as health or education. This can impact growth directly, by triggering service sectors, as
well as indirectly, by enhancing productivity.

Figurel below summarises the direct and indirect channels through which financial inclusion can
impact welfare:

r——

Transaction costs

. N———
Direct
T —

Risk mitigation

N———

Financial sector

development ————— Improved
Accumulation angl welfare
allocation of |
'I capital AT i
-— Sso |
) AN |
Financial Access to servic =§_____,_____:I _______ |
inclusion and opportunities o Employment, |
I' SMME education, |
Indirect 1 health, food
1 security

Figurel: Financial inclusion real economy impact channels
Sarrce:Adz(i K 2 NA Q 2 €3derord Ll @602)2Kjhg & Levih@93), and Levine (1997).
The customer at the cor®What sets MAP apart from other diagnostic exercises is the fact that the

demandside perspective the customer and his/her needgs the point of departure for the analysis
and recommendationgrigure2 illustrates the MAP logic:
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Identify different needs
within the target market

Identify which institutions
are best positioned to
serve

Within the context of a
country to meet policy
needs

Banks
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Figure2: The logic of the MAP process

SourceAuthor<bwn

As the diagram illustrates, the MAP methodology starts by identifying the diffeesds in the target
market. The adult population is segmented into groups of individuals with similar profiles and needs
that could form discrete target markets for financial services. With the target markets in mind, the
rest of the analysis then seeksittentify which institutions currently serve which parts of the market
through which services, as well as what the potential and gaps are for enhanced provision. The analysis
is informed by the realities of the context of the country and ultimately seekséet the policy
objective of financial inclusion as a tool to improve welfare and poverty alleviation.

1.2. Rationale for MAP irMalawi

Large excluded populatiokinScope (2014) indicates that more than half of all Malawi adults remain
without access to anyype of formal or informal financial service. This limits the ability of these
Malawians to effectively manage their financial lives. It limits the capacity to mitigate against risks,
smooth their consumption, accumulate assets and invest in productiveities. Access to financial
AaSNIBAOSa y20 2yfeée KFa GKS LRAISydAart G2 SyKlFIyOS
fundamental policy objectives including economic growth and employment generation, by better
facilitating the growth of MSMESs aridrmers, and improving human capital, by providing Malawians

with the tools to purchase education, healthcare and appropriate nutrition.

Strong financial inclusion focus but lack of coordinat@ @A RSy OS 2F al fl 6AQa T2
inclusion as a policfocus is illustrated by the fact the country has had an official financial inclusion

policy in place since 2002 and is set to compile its third financial inclusion strategy within the next

year. Concurrently, aumber of donors have invested in a variaif financial inclusionelated

projects (see Appendix 2). The result is that, whilst a number of interventions have been implemented,

there is a lack of coordinaticand focus. MAP endeavours, by conducting a comprehensive diagnostic

of the entire sectorto pinpoint those priority areas that will provide the greatest return on resources

invested.
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MAP as input to new financial inclusion stratefige previous National Strategy for Financial Inclusion

SELANBR Ay wHwnanmnd a!t OFy 68 dzaSR L& Iy AyLldz

strategy, forming a strong informatiemased foundation for any new strategy to be drafted.

1.3. Methodology and process

The MAP Malawi diagnostic is funded by FinMark Trust. It was carried out by Cenfri with the support

from the FinMark Trusalawicoordinator,Imani Development.

ScopeThis document builds an evidence base across various areas of antedgsisiders the country

context, target market features, regulatory framework, as well as the provision of financial services in

four product markets: credit, savings, payments and insurance.

The start of a procesThe diagnostic document is the beginniagher than the end of the road, as it
provides the basis for an ongoing medtakeholder process across government and the private sector
to develop a financial inclusiamadmapand implement it through aaction plan

Box1. What s a financial inclusion roadmap?

The analogy of a map is central to the MAP approach. MAP is about moving into unchartered territo
the process mapping the potential routes to get to the eyahl of welfare gains through financial inclusio

The badmap is a higevel strategy document that details focus areas and recommendations tow
achieving the endjoal. The roadmap will be the foundation for the development of an action plan, w
adds further detail to create an implementable and susthie plan to improve financial inclusion. The acti
plan will specify specific activities stemming from the roadmap and assign a budget, timelin
responsibilities to each.

The roadmap can be developed into an official Financial Inclusion Strategieddiypgovernment or simply
serve as a consensus document for stakeholders on focus areas and action steps.

Methodology A MAP diagnostic study is based on analysis of five key sources of information:

1 Quantitative demaneside researchThe analysis draws heavily on the FinScope Consumer Survey
Malawi 2014, published by the FinMark Trust in 2014 (henceforth referred to as the FinScope

survey). FinScope is a nationally representative dervsde survey implemented by FinMark

Trust in atotal of 20 countries in Africa and Asia to date. It gaugd§ 2 LIt SQ& dzal 3S=Z
and interaction with various financial services, as well as barriers to greater financial services

penetration. The MAP analysis applies the FinScope survey results am obsight into the

relative size of different financial inclusion opportunities, as well as the realities, needs and

profiles of various target market segmente FinScope Consumer Survey Malawi 2008 was used
to understand trends over time. The FinSeddSME Survey Malawi 2012 was also used to gain a
deeper understanding of MSMEs operating in MalavinScopeMSME surveys are nationally

representative surveys of how small business owners source their income and how they manage

their financial lives. Theurvey looks at owners of micro, small, and medium enterprises, as well
as individual entrepreneurs.

Qualitative demaneside researchMarket research firmJni-Q Insight in association with Bay
Technologiesvas subcontracted to design and implement qitative demandside research as

02

LIS

P



an input to the analysis. Individual interviews were conducted to get insights into the nature of

LIS2 L) SQ& FAYFYOALt ftA0Sa YR GKSANI AYGSNI OGAz2y
representative of the poplation at large, but complement the quantitative survey results to

provide a deeper level of insight into attitudes and other drivers of financial usage behaviour.
Fieldwork was conducted in October and November 2044otal of 46 respondents were

interviewed 29 male and 1¥emale.

1 Stakeholder interviewdn October and November 2014, the diagnostic team met with a total of
75 stakeholdersincluding regulatory authorities, government departments, financial institutions
and support organisations. The qpose was to understand incentives for and constraints to
financial inclusion and obtain insights into key marketds and data. Appendi&containsa list
of institutions consulted.

1 Secondary researclhe stakeholder consultations were accompaniethbgepth analysis of data
contained in regulatory databases or obtained from suppliers. In addition, we analysed various
AyaadAadziazyaQ |yydz € NELIR2NIaz O2yRdzOGSR I A
context and analysed relevant pieces efjislation and other documents pertaining to the
regulatory framework.

1 Mystery shoppingLastly, a mystery shopping exercise was implemented to understand product
terms and costs, as well as to experience the process of signing up for a financial senvitef
Odza i 2 YSNRa LISNELISOGAQGSO®

1.4. Guide to reading this document

In order to impact on the real economy and improve welfare, a suite of appropriate financial services
are needed that are accessible and provide value to clients. The scope for financisiomadhu
conditioned by the country context as well as the regulatory environment within which the financial
sector operates. After taking stock of the context and regulatory framework, we consider the needs
and realities of various target market segmerats,well as the potential, gaps and barriers for financial
services across the four product markets to meet those needs. The recommendations are then
informed by an assessment of the potential of various financial services to meet the key target market
neecs.

The documenfrom this pointis structured as follows:

i Section2 considers the way in which the country conte&xinacroeconomic, socioeconomeamnd
physical infrastructure shapes the scope for financial inclusion.

1 Section3 analyses the relevance of the regulatory frameworki@awifor financial inclusion.
9 Sectiondtakes a closer look at the target market for financial inclusidiatawi It considers the
economic realities agrassroots level, the profile and needs of different target market groups,

how the target market currently uses and perceives financial services, as well as what stands in
the way of greater engagement with formal financial services.
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1 Mindful of target marlket needs and the country and regulatory conteggction5 then provides
an overview of current financial services provisioMialawito set the sene for the rest of the
analysis. It provides an overview of the landscape of providers across product markets and
analyses the financial sector infrastructure in terms of the capital market and distribution
network.

1 Sections6.1to 6.4 consider each of the four product markets that form the backbone of a MAP
diagnostic: credit, payments, savings and insurance. For each market, the analysis covers:

1 Current usage; the profile of usage in the particular product market
1 Use casesthe nature and extent of various use cases for the product Bs®e below)

1 Providersg an overview of the typs and performance of providers serving the particular
product market.

9 Productsg an overview of the suite of available products in the market and their key
features from a financial inclusion point of view.

9 Barriers to accesg determining what stands in the way of greater financial inclusion in
the particular product market, be it factors relating to the nature of the target market
(such as their perceptions and trust) or the features and accessibility of the product suite.

Regulatory issues with a bearing on financial inclusion in the particular market

Gaps and opportunitieg, concluding on the key gaps and opportunities for serving target
market needs in the particular product market.

9 Section7 concludes by identifying five key financial inclusion priorities stemming from the target
market needs and supplide analysis and highlights potential actions to unlock the
opportunities.

To facilitate ease of reading, each section starts off with a summary box highlighting the key findings
or insights from the particular section.

Box2. What is a use case?

I adzaS OF aS¢ Aa aaA Yplicaten for g patidel& geiviceFain@ng the/tBgetRnarkeNJ
reason why a particular product is demanded. For each product market, there will be several use cas
use cases for a particular product will differ across countries, depending on tiexta@amd target market
TSI GdzNBad C2NJ SEFYLX ST adG2 LI & oAftfasg 2N adz
LI dYSyhGazs 6KAES a2 LINPOARS FT2NJ SRdzOI GAz2zy SE

The use cases identified in Secti®are intended to focus the discussion on the actual or potential ne
expressed in the market and the prostige roles that a particular product could fulfil. The use cases
each product market are identified based on the qualitative and quantitative dersatelresearch, alon
with an overview of products on the market and insights from provider interviews.
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The financial sector forms part of a broader economic and social contextstiegesmarket
outcomes, demanside realities and functioning of the financial sector in and of itself. This section
unpacks the key auextual drivers of financial market development across the macroeconomic
context, socieeconomic and demographic context. The key context drivers of relevance to the rest of
the analysis are summarised below.

Key findings: context drivers

9 Significantmacroeconomic challenges persist to undermine the businesse and value proposition
formal financial services.

1 Highlevels of poverty reduces demand.
1 Infrastructure limitations increase distribution costs beyond viable private provision.
1 Agriculturaldependence increases the risk to serve the market.

1 Role of donors substantial in provision.

2.1. Macroeconomic context

A poor, but growing economMalawi has aGross Domestic ProducGDP of USD 4.3 billion,
amounting to USD 780 per capita (PPPn this measure it is the poorest country of its neighbours
and the third poorest country in the world. The average economic groattn over the last 10 years
hasbeen 5%However, his ratehas beervolatileandslumpedto 2% in2012 (World Bank, 20)3The
variability in the growth rate was mainly driven by exogenous shocks to agriculture outputs and
episodes of donor support withdrawals. Economic activity increased to 5% in 2013 and it is expected
that growth would have accelerated to 6% in 2qMvanakatwe 2014).

Agriculture biggest contributor to GDIFigure 3 illustrates that agriculture isthe main sector
comprising 3% of total economic output. The second biggest sector is the wholesale, retail trade and
accommodation sector comprising% of GIP, followed by the financial and real estate services

aSOG2NI 6mMmE20 YR YFEydzZFI Qlidz2NAy3 aSO02NI ommzr0od 91 C

in the last 5 years.

8t dzZNOKF aAy3 t 2SNt FNRGE ottt O2y@SNBEAZ2Y FFLOG2NI Aa (k& ydzyoSNI 27

goods and services in the domestic market as a USD would buy in the United States (World Bank, 2015). It makgatisen of
economic values across countries more accurate.

(

7L



M Agriculture
B Mining
= Manufacturing
M Electricity, gas and water
B Construction
m Wholesale, retail trade and accommodation
m Transportation, storage and communication
¥ Financial and real estate services
Public administration and defense
m Education and Health services

Other services

Figure3: GDP breakdown per sector, 2013

SourceMinistry of Finance, Economic Planning and Developn2éii

Reliance on agriculture makes economy vulnerable to exogenous shocks and external pric@lsetting.
importance of agriculture to the Malawian economy leaves the Malawian population very exfmosed
exogenous risk events such as natural disasters. Droughts and floods can be potentially catastrophic
for the livelihoods of Malawians since 86% of the population are engaged in farming for food security
(National Statistics Office, 201Zyurthermore, he importance of agricultural produce for exports
implies that low crop yields resulting from adverse weather conditions will depress exports revenues
and therefore economic growth. Similarly, external price setting on agricultural produce inappropriate
for the Malawian context has the potential to have disproportional distortional effects because of the
large share of the sector in the economy.

Potential for strong growth imesourceglue to oil discoveryThe overall contribution of the mining
sector reméns limited at 1% of GDP. However, the sector has been growing significant over the last
few years albeit from a small base. The main mining commodities is Urgnigeounting for the
largest share of the value of mining output in Malawi. Other major mgiriommodities include rock
aggregate used in the production of concrete, coal and agricultural Miregtry of Finance, Economic
Planning and Developmen2014). The mining sector has the potential to become a significant
contributor to GDP in light ahe potential oil discovery that was made in the Northern district of
Malawi. No definite reserves have been found as yet.

Box3. Agriculture sector context

Land mainly used for agricultural purposSixty per cent of land in Malawi is used for farming activities.
agricultural sector can be divided into two soategories: the estate (commercial) agricultural sector and
smallholder sector. Smallholder farmers mainly focusses on producing stapie such as maize, with mat

9¢KS fldzyOK 2F GKS YIFI&@StSTSNIF | NIyAdzyY aAyS Ay Hamu at g GKS YAYAy3IQ:
constrained at 7.6%. This was mainly the result of lower lefasitput and low uranium prices at the international market. In fact, the

combined effect of the depressed uranium price and higher production costs forced Paladin Energy Ltd to temporarily close the

Kayelekeramine (Ministry of Finance, Economic Plannamgl Development, 2014).




farming for subsistence. It is estimated that only 15% of maize is marketed. The smallholder sector a
for approximately 60% of agricultural output and the majority of farmers. Therefore, the estate s
accounts forapproximately 40% output, with significantly fewer farmers This implies that the agricul
sector is decentralised with many individuals engaging in farming activities. Production levels from
smallholder farmers is constrained by the size ofrthend under cultivation, which restricts their ability 1
be commercially viable (Chirwa & Matita, 2012). In 2011, it was estimated that the average small
farmer utilizes less than 1 hectare of cultivated land. Given the trend in the populatiortigrate, it has
probably decreased further since then (Ministry of agriculture and food security, 2011).

Agriculture in Malawi is critically dependent on rainf®9% of agricultural land remains under régd
cultivation. Consequently, agricultural mhaction is very susceptible to adverse weather conditions, suc
RNRdzZZKGAD® ¢KAA KIFIA AAAYAFAOLYyG AYLEAOIGAZ2ya -
the country (Ministry of agriculture and food security, 2011).

Farm input subidy programme (FISP) key to food secuTihroughout its history, Malawi has always be
vulnerable to food insecurity. The industry is exceedingly at risk to exogenous shocks due to adverse
conditions (as discussed abowld lack of risk mitigeon infrastructure such as irrigatio®\s a consequence
government resorted to an input subsidy as a tool to raise productivity and achieve acceptable levels
reserves as an insurance against food shortages. This initially focused on a widefranges, but has
recently narrowed to focus on maize and legumes. Notably, Malawi has only ever produced surplus
when the government provided fertilizer subsidies. While the promotion of maize is important for
security, there has been a cautidhat the subsidy could detract from farmers focusing on higher eari
cash crops.Rauw & Thurlow2014).

Table2 below indicates the total production and area of land used to cultivate each of the 8 mairt%irog
Malawi.

Crop I F NBS&G | N| Metric ton production
Tobacco 120 132,849
Sugarcane 27 2,900,000
Oil seeds 680 156,554
Pulses 770 621,613
Tea 26 54,000
Cotton 185 158,826
Groundnuts 363 380,800
Maize 1,677 3,639,866

Table2: Area and production oflifference crops in Malawi (2013)

Source: FAO, 2013

Unmanufacturedtobaccd & SaaSy dAalf FT2NlalflgraQa AyaSNy!I @
of tobacco being relatively small compared to the other crops, it contributes more than halfalcexports
in value. In 1992 tobacco production was liberalised, which led to an increase of smallholder farmers ¢
the crop. (Chirwa & Matita, 2012). The entry of smallholder farmers into the tobacco market, reduced fe
productivity and incrasing logistical costs initially caused tobacco crop yields to decrease substs

10Main crops are defined as the crops making the largest contribution towards exports and/or food security. The crops are ranke
according to 2014 export value.
1FAO estimate (FAO, 2012)
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(Jaffee, 2003). However, in recent yedobacco crop yields have recovered from its slump and increase
1.1 metric ton per hectare in 2013 with evidence of a risiegd (FAO, 2013)

MaizeAd alfl 6AQa Y2ald AYLRNIFyd ONRBLI FNRY | &d
Malawi to ensure food security and currently is under an export ban to ensure the usage of the crop 1
domestic need. As a rel$wof the high incidence of subsistence farming, Malawi is deemed food insec
maize supply is below the minimum food requirement. As indicated in table 1, the area on which m
cultivated far exceeds that of any other crop. This is due to mosatloider farmers cultivating maize in :
least a small area of their land for sale or consumption (Chirwa, 2013).

Sugarcanés, after tobacco, economically the most valuable crop in Malawi. It holds the second highest
value (more than twice that of tea which is ranked third). It also the crop with the second highest ¢
volume, after maize, and it beneficiation hasdm targeted by the NES as a priority. In the last ten years
area on which sugarcane is grown has increased by 35% and production has increased by 38% (FAC

Teais becoming an increasingly important crop for Malawi. The area on which it isdrasvincreased b
37% and production by 43% in the last 10 years. It is contributes the third most to total value of exp
agricultural commodities, after tobacco and sugar (FAO, 2014).

Oil seedsare identified as one of the key areas for agricldtugrowth in the National Export Strategy (NE
of Malawi. In the last 10 years, productiongiacreased by 178% and the area on which oil seeds are g|
have increased by 85%. This indicates a significant rise in the yields of oil seed crops.

The remaning main crops, amongst others, have been prioritised by the Malawian government for €
and/ or agreprocessing as part of an overall drive to increase the productivity of the agricultural secto

Current account deficit driving a focus to reshape producThe.current account deficit for 2013 was

estimated at 15% of GDP. This is indicative of a country that is heavily reliant on importing goods and

services. It is primarily driven by a wide, negatrade gap? of 23% of GDP. For this period, imports
were morethan double that of exportsMwanakatwe 2014)* Figure4 below indicates that the

majority of Malawian exports is agricultural goods, which mainly consists of raw tobacco (56%). In

contrast, imports are widely diversified ranging from basic foadfsto final goods. This disparity, as

well as the large trade gap, has led to the development of the National Export Strategy

12 A trade gap is the difference between exfs and imports.

BaltFgAQa YFEAY GNIFRS LINIYSNE NB {2dz2ikK ! FNAOFZ (KS O9udapaanJS| y

Union, making it the biggest importer of Malawian goods. South Africa is the origin of the largesb$iaports to Malawi at 22% of
total imports (World Trade Organisation, 2013)

P YAZY
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Imports l 21% l. 18% 8% 8% 5% 17%

0% 20% 40% 60% 80% 100%
H Foodstuffs Hm Vegetable products Chemicals
H Textiles m Plastics and rubbers Machines
m Transportation Vehiclem Metals m Paper goods
m Petroleum m Other

Figure4: 2013 trade composition of Malawi

Source: United Nations, 2014

Significant constraints tadade due to landocked nature and poor infrastructur€he government of

Malawi is dedicated to transform the economy from a consuming, importing economy to a productive,
exporting economy. There are however, major constraints to international tradetnMa@& A & al f | g A ¢
landlocked geography and poor infrastructure drives up trading cogte World Bank (2014)

estimates that, on average, it costs USD 2,200 over 34 days to export a standardized container by
ocean transport. These significant costs and bustgne requirements greatly affect the comparative

advantage that Malawi may otherwise have in certain goods and services.

Increasing levels of regional integration to foster traNtalawi is engaged in a variety of bilateral,
regional and multilateral tradeelations to gain enhancedngagements with global marketh.is a
member of the Southern African Development Community (SADC) and Common Market for Eastern
and Southern Africa (COMESA) and is a signatory to the COMESHsunionand SAD@eetrade

area. The government of Malawi has committed itself to reducing-tawiff barriers to regional trade.

These have contributed significantly in the past to the high cost of trade and restricted the process of
export diversification. Coupled with this, itdso in the process of implementing trade facilitation
measures within the framework of SADC and COMESA to simplify and harmonize the documentation
requirementsfor regionaltrade (Mwanakatwe 2014).

Donor dependence of the public sector being substitidedebt. Figure5 indicates the composition

of the funding of the Malawian government budget. The largest share of the budget is financed from
taxesand duties. In 2012, 37% of the budget was funded through grants from various donors. As a
result there was limited need for borrowing. However, due to the cash gate scandal itf 20#iZhe
subsequent withdrawal of a large proportion of donor funding @®@13 budget was put under
significant pressure. Yet, despite the new zero budget policy introduced from 2013, the year of public
expenditure increased by 0.7% to 25% of GDP. Consequently, the budget deficit as a percentage of
GDP increased from 1.7% to 6%me combined effect of the withdrawal of donor funding and
increased public expenditure pushed the government to delve into the bond market to finance the
deficit.

14 The cash gate scandal refers to a corruption scandal that happened within the Malawian government that involved the fidetiey o
sums of donor money. Many high level gawaent officials, including President Joyce Banda, were implicated. The donor community
subsequently withdrew their budgetary support which at that stage funded 37% of the entire national budget.
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2013 budget

B Taxes and duties M Grants B Domestic Borrowing B Foreign borrowing

Figure5: Composition of budget financing (2012 and 2013)

SourceMinistry ofinance Economic Planning and Developmetiil4

Box4. Donor landscape in Malawi

Large and volatile aid flows to MalavDonor involvement in Malawi has increased substantially in the
¥FS6 RSOl RS&® a Friahcg BcehamicaPlanhihgiaild\DEvelapme2@l1)estimates that total
donor aid flows to Malawi were more than 1 billion dollars in 2@igure6 below illustrates the size of tots
official development assistance (ODA) flows to Malawi in US dollars from 1960 to 2012. It is clear tha
involvementincreased significantly from the 1980s, with total aid rising up to 41% in'19842012, total
ODA aid flows into Malawi was estimated at 29% of GNI. The graph illustrates the volatility of aid fl
Malawi. This sesaw pattern holds true for the g decade and is very inhibiting for long term planning ¢
stability.

151994 was the first time that Malawi held democratic eleas
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Donors are involved in all the economic sectors in Malawi with varg@mdributionsi® The launch of the
Millennium Development Goals (MDGs) imd@a@id much to enhance and coordinate donor aid, as wel
prioritise certain sectors for intervention within Malawian socidbetails of thelO largest donors for the
2011 finandal year are below indble 4:

Donor Number of projects| Aid disbursement in USI
USAID 13 124,503,992
World Bank 19 123,904,806
DfID 39 110,079,528
Global Fund 5 109,650,178
European Unior 32 96,806,731
Norway 34 40,565,123
Japan 16 30,973,912
AfDB 11 29,197,764
CDC 11 24,668,969
GDC 17 22,556,557

Table3: Sizing donor activity in Malawi (2011)

SourceMinistry of inance Economic Planning and Developmeztill

16 Healh care the biggest receiver oida The distribution of Aid is parallel with the focus areas of the MDGs. Approximately 25% (115 of

447) of all donor funded projects are health care related. This is understandable given the numerouséietdthchallenges that

Malawian society have experienced in recent history. Agriculture is the sector with the second largest donor presencey frnutt% of
all donor projects. This is mostly likely because of the pivotal role that agricultureipléys combatting of poverty, especially in Malawi
where 90% of the population is engaged in farming in some form or another.
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Ly Tt dAazy Aa O2NBE (2 al Highinflatibn hay consistently(plagtedthe O 4 i N
economy since 201ZFigure? indicates inflation increased significantly from the beginning of 2012

and peaked at 40% in February 2013. Since then, it has trended steadily downwards to 20% in February
2015. The basket that makes up the Consumer Price Index (CPI) consists 50% of fooekdemhiotin

beverages. The other major categories are housing, wateredactricity (15%) and transportation

(7%). The large share of food in the CPI basket implies that the inflation rate is very sensitive to adverse
weather conditions which affect its production. The dramatic increase of inflation in 2012 was the
combined esult of the knoclon effects from the liberation of the exchange rate and a drought that
significantly affected food supply during that period.
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Figure?: Inflation and exchange rate trends

Source: Reserve Bank of Malawi, 2015

Foreign exchangshortages hampers economic activihe exchange ratevas liberalised in 2012
through the adoption of a flexible exchange rate regifieFrom Figure7 one can clearly see a
depreciation in the exchange rate in the subsequent time period. The Reserve Bank of Malawi argued
that the depreciation in the currency will dampen demand for foreign goods due to the relative
increases in prices and will increase tforeign exchange earnings from exports. However, Malawi
has struggled to increase its foreign exchange reserves above the recommended import cover of 4
months, mainly because of variable tobacco crop yields and the withdrawal of donor funding.

Malawi ranks poorly in ease of doing business indicatPrivate sector development is essential to

I OKAS@S GKS 3JI208SNYyYSyiQa @rairzy 2F | LINBRdzOGA @GS
World Bank (2014) the private sector is severely constrained. Matavanked 16% out of 189

countries in the 2014 Ease Dibing Business Indicators. This is poor in comparison to the regional

17 The time preceding the liberalization witnessed continued large spreads between the quoted exchange rate and the rate taewhic
currency traded on parallel market. There were also numerous episodes of significant foreign exchange shortages, whicestriestd
NI RS® ¢KS&aS (o2 FIFLOG2NB 6SNB dAf GAYIFGSte (KS ekcha@@rate WERAI G A2y F2NJ
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average'® Figure8 belowshows a breakdown of how Malawi is performing against the indicators that
make up this figure.

Starting a business, 157

/\\H Dealing with contruction

Resolving insolvenc 166
& Ve - \ permits, 72
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Enforcing contracts, 154 AN Gettmg electricity, 181

Trading across borders, Registen'ng oroperty, 76
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\\ A /
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Paying taxes, 103 /Gettmg credit, 151

Protectmg minority
investors, 132

Figure8: Ease of doing business indicators (world rankitig)

Source: World Bank, 2014

Macroeconomic environment constrains effecfivectioning of businesses, including financing service
providers.High inflation, a volatile exchange rate, limited supply of FOB&X infrastructure and

low economic growth all contribute to significant macroeconomic volatility and risk. The practt s

in Malawi is faced with major risks relating to the environment in which they operate. This drives up

costs and makes the economy less competitive. It also disincentivises innovation and promotes
conservatism¢ especially in the financial sector inhigh institutions are sensitive to risks.

/| 2yaSljdsSyites GKS YIONRBSO2y2YAO @2t GAfAGE AYKAC
to expand business activities and move down market.

Box5. MSME landscape

The developmendf Micro, Small and Medium (MSME) businesses falls under the mandate of the Mini:
Trade and Industry. The ministry defines MSMEs in Malawi as indicated in the table below:

18The average ranking for Sub Sahara Africa is 142/189.
19The number next to the indicator shows where Malawi is ranked compared to the other 189 participating countries.
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MSME classificatiorl Number of employees Annual turnover (MK)
Micro 1-4 Upto 120,000

Small 5¢ 20 120,001 to 4mil
Medium 21¢ 100 Above 4mil to 10mil
Large 100 + Above 10mil

Table4: Official definition of MSMEs in Malawi
Source: Ministry of Trade and Industry, 2Qdeft)

Many MSMEs born out of necessityO 02 NRA Y 3 WMSMEGurvé(2@ 2) 88% @BEMSME owner
indicated that they established the business because they did not have any alternative to earn ir
Therefore, a large proportion of MSMEs in the country mr&nly reluctant entrepreneurs that operate
survivalistbusinesses, which are unlikety employ many people. Of the remaining MSMEs, more than
were established because their owner recognised a market opporfinifable5 below indicates various
descriptive chaacteristics of MSMEs in Malawi:

Malawi MSME profile

Overview Total number of MSMEs: 987,480

Total number of employees: 1,050,320

Size distribution 59% seHemployed; 33% micro; 7% small; 1% medium.
Location Northerndistrict: 11%; Central district: 48%; Southern district: 4
Area Rural: 85%; urban: 15%

Gender distribution | Male 53%; female: 47%

Sectoral distribution | Agriculture: 63%; trade: 23%; services 7%; manufacturing: 7%

Registration 8% of MSMESs have busindisgnces

Table5: MSME profiles in Malawi
Source: FinScop¢SME 2012

MSMEs are mainly micro, rural, male run and unregisteFhé.majority (59%) of MSMESs are satiployed
individuals with no employed staff. The remaining 41% employs more than a million individuals and ¢
mostly ofmicro enterprises. The geographic distribution is similar to that of the rest of the poulan
contrast the share of male owned MSMEs are higher than the population share of males. In aggregat
few (8%) MSMEs are formally registered. However, Eighty two per cent of met#iachMSMES indicated
that they are trading under a businesselince.

High concentration of MSMEs in agricultural sect@ableb indicates that the majority (63%) of MSMEs ar
engaged in the agricultural sector. This further highlights the importance of the agricultural sector to tl
economy. Not only is it an inwadble part of society in terms of food security and productive outputs, bu
also because of the link to a vital growth area of the private sector.

Access to finance and low demand primary constraints to grohinty four per cent of MSMESs regarded
lack of access to financing as the main obstacle to expanding their business operations. The second
popular response was a lack of demand for their products at 9%, followed by bad weather (6%) and
OGN YALRNIFGA2Y 6p20® a ltfate enkir@imenkKdgiedtl increysate risk af 2 y
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lending to MSMESsThe productivity of the respective MSME therefore has to be considerable to justify
lending to its entrepreneur. Consequently, entrepreneurs in Malawi find it difficult to acquire thecfimgan
necessary to implement their ideas. Sect.3.2elaborates more on this topic.

2.2. Socieeconomic and demographic context
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Figure9: Map of Malawi

Source: Ezilon.com, 2015

Landlocked, and geographically the smallest of all its neighbMatawiis located in Soutftastern
Africa and borders Zambia on the West, Mozambique on the South and Tanzania on théakirth
There is no access to the ocean except through one ofaiteen neighbours. The total land area of
Malawi is 118,480 ki which includes 24,404 Kof water surface.

Densely populated country with a predominantly rural populatiMfalawi has a population of
16,362,567 people with a population density of 138iunduals persquare kilometre. This makes
Malawi one of the most densely populated countries in-Salharan Africa (World Bank, 2013). Fifty
five per cent of Malawians are adultsigurelQindicates that 57% of adults are female. The majority
(85%) of the population live in rural areas.
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FigurelO: Adult population split across gender, ruralrban distribution and age

SourceFinScope, 2014

Increasing population growth rate has driven increases in urbanisBetween 1987 and 1993 the
population growth rate plummeted from 6% to 0% due to a very high disease burden and high infant
mortality. This trend reversed in the subsequigzears as better health outcomes were achieved. A
direct consequence of the recovery in population growth rate was decreasing economic opportunities
in rural areas due to smaller farm sizes. This phenomenon explains an increasing rate of urbanisation.
In 2013 the urbanisation rate was 4%, which is 1% higher than the population growth rate (3%).
Therefore, there will be increasing pressure on urban areas to support the populdiaistfy of

Lands and Housing013).

SADC the primary destination for Malawian migrarthe United Nationgeported there were
267,564 Malawiasresiding outside the country in 2013. The majority of them (90%) currently resides
in different SADC countries. Other popular destinations for Meala migrants are the United
Kingdom and the United Arab Emirates (United Nations, 2013). It is likely that the total number of
migrants is underestimated, because of the share of migration that occurs through informal channels
into other SADC countries.

Land policy impedes development of private propeApproximately 90% of land in Malawi is
customary land. As of yet, there are no defined laws that oversee the property rights of customary
land. This serves as a significant barrier to long term investsriggtause of the legal uncertainty that
exists concerning thewnership of property. Under customary law, the right to own or distribute is
not based on documentation that is guaranteed by a government statute, but on what is perceived as
legitimate by thecommunity and is normally not recorded in writii@entre for Affordable Housing
Finance 2014).

The majority of the population live below the breadliRaverty in Malawi remains high despite
recording positive GDP growth in recent yeaffie World Bank2013) estimates that 72% of
Malawians live on less than USD 1.25 (PPP) adayrell below depicts the income distribution of
Malawi. The distribtion is heavily skewed to the right, implying that the majority of Malawian adults
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earn no or low levels of income. It shows that 55% of adults earn less than USD 12 a month, and 75%
of adults earn less than USD 24 a month.
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Figurell Monthly income distribution

Source: FinScope, 2014

Social protection programmes provide essential safety net to most vulnerable in sbhel¥inistry

of Finance, Economic Planning and Developmemt nmn 0 S&aGAYIFGSa GKIFIG GKS
protection policies reach approximately 4 million people. There are four major categories of social
protection programmes in Malawi; namely: the social cash transfer programme, the school meals
programme, thepublic works programme and the farm input subsidy programme. The food and cash
transfer policies have had limited success in reducing the absolute levels of poverty on a sustained
basis, but it has provided a much needed supplement to the incomes of nestijutie Malawiansin
general, social protection programmes have been crisis orientated purely to act as a safety netin times
of great need. To provide longer term solutions to poverty, the government has implemented the farm
input subsidy programmeAgiculture data seentd to indicate that this programmdias beemuite
successful in capacitating smallholder farmers to achieve crop yields necessary for food .$ecurity
However, there are concerns regarding the financial affordability of this programntehas been
expensive to implement (Charman, 2012).

Poverty and subsistence economy adversely affects education attainheniWorld Bank (2013)
estimates that the adult literacy rate in Malawi is 61%. Malawian males are significantly more literate
(72%)than females (519%6F. Primary education is free and compulsory for all Malawians. However,
there are still many children do not get an opportunity to complete primary school (74% completion

21 The political importance of agricultural data in Malawi has led academics to question the validity of data on numerousmsccasi
because there have been evidence of daepering.

22]n 2010 it was estimated that Malawi requires at least 2.5 million tons of maize to achieve food security. In 2010 Malagegro
almost 3.5 million tons of maize.

23 Accordimg to a report by Ripple Africa (2015), 42% of girls drop oetatation prematurely because of early marriage or pregnancy.
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rate). Primary education usually starts when children are agedaBsyald and lasts 8 years, from

A0FYyRENR M G2 &GFyRIFINR yd 9y3IftAaK Ad LINA2NXGAESH

taught in English from standard 5. Secondary education consists of 4 forms, each form lastingf 1 year.
Secondary schoslare not free and the yearly enrolment fees range between 8&G&nd USDO050.

These fees exclude additional costs such as uniforms, text books, transportation costs, etc. The fees
attached to secondary education, as well as the opportunity of forgonaniecwhen sending a child
school, makes secondary education often unaffordable for households. Consequently, enrolment in
secondary education is low and completion is significantly worse than primary education. Access to
tertiary education is extremely lingd and largely as a result of low secondary education completion
rates (Ripple Africa, 2015¥.

Life expectancy increasing as health care improAssentioned abovevialawi has historically been
plagued by a high disease burden and infant mortality .r&te€1990, life expectancy was 47 years of

age and 25% of infants aged under the age of 5 died per year. Since then, life expectancy has increased
to 55 years and the under 5 mortality rate decreased to 7%. During this period of improvement total
nationalhealth care expenditure increased from USDper capita to USEb per capita. For this same
period, donor funding of health care increased from UBDper capita to USB5 per capita. The
increased level of resources in health care contributed to theifsogmtly improved health results. It

also affected the cost of health care for individuals. -Opocket expenditure on health care
decreased from 26% to 9% of total expen8&®rld Health Organisation, 2@).

Box6. Overview ofthe Malawian healthcare system

The Malawian health system consists of three different levels. Primary health care is mainly provided t
community based programmes such as community health care centres and hospitals. At a seconda
care is prowed via district and CHA®hospitals. Tertiary care is administered through central hospit
Table6 belowindicates the health care provider landscape.

Ownership Primary Secondary Tertiary Others Total
Government 493 53 5 24 575
CHAM 96 42 1 8 147
NGO 56 1 0 13 70
Private 243 4 0 0 247
Statutory 13 0 0 7 20

organization

Total 901 100 6 52 1059

Table6: Facilities by type and ownership

Source: World Health Organisation, 200

24 After the first two forms the pupil writes a junior certificate examination, which is a requirement to enrol in the lageavs of

secondary school. A senior certificate examination istemitit the end of form 4. Only 14% of individuals that enrol in secondary

education completes the junior certificate examination.

250nly 0.8% of the population enrolled in tertiary education in 2011 (World Bank, 2013).

26 CHAM (Christian Health Associatiof Malawi) was established in 1966 to advise churches on health related concerns. The objectives of
CHAM is to coordinate, facilitate, provide and develop health care across the entire country.
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Shrinking disease burd€nHIV/AIDSs the biggest killer in Malawi. In 2012, 27.1% (40,800) of deaths
attributable to HIV/AIDS. The disabitagjusted life years lost (DALY) due to HIV/AIDS increased in the ¢
of 200% for the period between 1990 and 2010. However, this figure peake®tha2@ is on a downwart
trend. Malaria is the second biggest cause of DALYs in Malawi and responsible for 6.3% of total d
2012. Similar to HIV/AIDS, the health burden of malaria is slowly decreasing. Lower respiratory infect|
the second bigest killer in Malawi, causing 8.6% of total deaths. The DALYs of lower respiratory infe
increased slightly, but is omaipward trend. The mortality rates and DALY's of historically burdensome h
issues, such as diarrhoeal diseases and pregaangy malnutrition, are trending downward$nstitute for
Health Metrics and Evaluation, 202®/orld Health Organisation, 2012

Despite the marked improvement in health care outcomes, there is still considerable scope to do
Malnutrition is very prevant with approximately 47% of children aged under 5 years of age being stu
There is also a significant shortage in health gaeesonnel. In Malawi there is only 1 doctor per 50,0
people, compared to 13 per 50,000 peopiethe rest of AfricgWorld Health Organisation, 2012).

Crime and social disorder an increasing concern in Maldheicrime and safety situation in Malawi is

a growing concern, especially with a high urbanisation rate and limited economic opportunities.
Criminal activityis higher in urban areas and the general lack of trust in the public police force has
resulted in a number of community justice incidents (Overseas Security Advisory Council, 2014). The
abuse of alcohol has been associated with many domestic cAfiég® coninued negative effect of
alcohol in Malawian society has prompted the government to establish a National Day on no harmful
use of alcohol (EidetalY HnAamMoO0O® tdzof AO LINRGSad S@Syiaa KF @S
discontent with the current ecarmic situation increases. Even though most of these protests events
have been peaceful, there were a few incidents when violence broke out. Most notable was the
nationwide antigovernment protest in 2011 which resulted in at least 20 civilian deaths (€a®rs
Security Advisory Council, 2014).

2.3. Infrastructure context

Limited infrastructure to facilitate domestic and international tradde World Economic Forum
OHnmMnU NIYy{SR GKS 2@SNIff ljdzrftAde 2F al filggA Q&
2F GAYl RSI|dzl G§S a dslcdhdsideredtithird biggebtleohsiraidind HBusieBs&activity

The World Bank (201&stimates thatMalawi hasroad networkof 15,451 kilometresof which 45%

is paved. The railway network in Malawi is limitddhe network extends from the Zambian border in

the west through Lilongwe, to Blantyre in the South into Mozambique. There it links with the Nacala
corridor, which goes east to the deeyater port at Nacala. This link to the ocean is essential for
international trade. The road and railway infrastructure is ranke &8d 89" out of 144 respectively.
Malawi has one international airport, which is located in its capital city, LilongWe. African
Development Bank (AfDB) has agreed to fund a feasililithy$or the development of an inland port

at Nsanje, Malawi and the construction of the Zambezi Waterway. This project could potentially
enhance the efficiency of trade for Malawi. However, very limited progress has been made since 2012.
The Chinese govamentis also &ey contributor to infrastructure development in Malawi.

27 Disease burden is measured as Disabiitjusted Life Yea (DALYS), which is the sunlifef lost due to premature mortalitgndyears

of health life lost due to disabilityl'his figure is calculated for the entire population to ultimately measure the aggregate cost of the
disease in terms of healthy years lost

28 Alcohol was linked to 25% of murders, 40% of suicides, 27% of road traffic accidents and 45% of sexual and physicdessault ¢
29 China has proved a willing partner to the Malawian government to assist it in tackling the major infrastructuralgdwitethe
country.China has also been involved in the construction of the 101 kilometre Karonga Chitipa road worth 55 million USD, a soccer
stadium worth 65 million USD and the construction of a 5 star hotel worth 90 million USD (Thindwa, 2014).

(
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Poor electrification with significant supply shortagAecording to the World Bank (28} only 8.7%

of Malawians have access to electricity. There is significant diffes@medectrification between rural

and urban areas. 37% of the urban population have access to electricity compared to only 3.5% of the
rural population. The Electricity Supply Corporation of Malawi (ESCOM) is the sole provider of
electricity in Malawi. Hyabpower accounts for 94% of generated enerdie power utility has
struggled to generate sufficient power to supply the meagre grid with enough @nsistent
electricity flows® This is support by the FinScope (2014) survey, in wingh9.5% of urbandults

and 0.5% of rural adults indicated that they use electricity for cooking.

Access to an improved water soutckigh, but limited access to sanitatioMost (85%) Malawians

have access to piped water on their premises, with 95% of urban individudl8328 of rural
individuals. In contrast, only 10% of Malawians have access to sanitation facilities. More individuals
living in urban areas access to sanitation (22%) compared to individuals living in rural areas (8%).

Underdeveloped irrigation network iMalawi. The World Bank20130 SadA Yl G6Sa GKI
irrigation network reaches only 0.53% of all agricultural land. This figure is indicative of a significantly
underdeveloped irrigation network, especially given the abundance in water resources thatwviMal

has access to. The Malawian government has implemented a variety of irrigation strétegies

SELI YR (GKS NBIFIOK 2F (GKS O2dzy iNEQ& ANNARIALIGAZY V&
irrigation-fed agricultural land by 2,759 hectares to thenefit of 72,000 farmerdinistry of Finance,
Economidlanningand Development 2014). However, this only represents a very small proportion of

total arable land.

High mobile penetration, despite limited levels of electrificatiApproximately 70% of Malawian
adults access mobile telecommunications services with 50% of adults owning their own cell phone.
This implies that a sizeable proportion (20%) of adults access mobile networks by borrowing a
cellphone. Groupe Speciale Mobilassociation 2012). Thecost related to mobile phone usage in
Malawi as a percentage of GDP was estimated at 56%. This was the highest in the world in 2013. Yet,
despite the extremely high costs andreliable access to electricity, the trend in mobile scitibers

have been steadily upwards over the past few yelrd (2014)Supply-side interviews and qualitative
research (2014) indicated that there are concerns regarding the mobile and broadband network in
Malawi. The network often experiences dosime and significant periods sufyptimal performance.
Therefore, even though the mobile penetration rate is high, mobile access is often restricted as a result
of network failures.

2.4. Political context

A multiparty democratic system with a liberal democratic ddnsonal order.Malawi is a democratic
republic with two spheres of government: national and local. The executive consists of a president, a
first and second viceresident and a cabinet. The president is the head of state and can be elected
for a maximun of two fiveyear terms. Cabinet members are appointed by the president and do not
have to be members of parliament. The legislative branch of government consists of a unicameral
National Assemblyhat has 193 members elected by popular vote. Malawi hasirmiependent
judiciary that comprises of a Constitutional Court, High Court, Supreme Court of appeal and lower

30To aldress the unstable electricity supply, the Malawian government has signed a USD 667 million deal with a Chinese enengy compa

(Thindwa, 2014).

31 Access to an improved water source refers to the percentsfghe population using an improved drinking wasource. The improved

RNAY1Ay3 61 GSNI a2dz2NOS Ay Of dzZRSa LIALISR 61 GSNI 2y LINBYA&Beoro LIALISR K2 dza
yard), and other improved drinking water sources (public taps or standpipes, tube wells or borgirotested dug wells, protected

springs, and rainwater collection).

32 These strategies include: The smallholder crop production and marketing project
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British rule in 1964, Malawi was undée rule of Dr Hastings Banda for 30 years. During that period,

power was centralised in the presidency. In 1994 Malawi transitioned to a democratic political system.

A more liberal constitution was deliberately designed to disperse power from the presidency to

various public and private institutions. However, due to a lack of human resources and capacity, the
presidency remains extremely influential in policy decisions (Chirwa & Chinsinga, 2013).

Poverty reductiorthrough economic developmeatpriority for governmant. Throughout the policies

of the Malawian governmenit is clear thathe governmenhas a strong focus on reducing the extent
and depth of poverty in the country. Listed below are three of the most prominent policies relevant
for financial inclusiom Malawi:

1 The Malawi Growth and Development Strategy Il ( MGRIS IlRk D5{ LL Aa alfl 6AQ
medium term strategy designed to attain its long term growth and development aspirations.

1 Financial Sector Development Strategy (FSDS) 20Q05. The main goal of the financial
sector development, as envisioned by government in MGDS, is to build a sector which
supports financial services and stimulates sustainable economic growth.

1 National Strategyor Financial Inclusion (NSHIhe NSHbcuses specifically on improving the
delivery of quality and diverse financial services to those that are currently excluded from the
financial sector.

High donor involvement, butolatile. As discussed iBox4 aid flows to Malawi are highly volatile.
Since the transition to a multiparty democracy in 1994, and the subsequent increase in donor funding,
donorshave not hesitated to withdraw funding when there wergogts of governance concerns. For
example, the IMF suspended their lending programme to Malawi in 2001 and 2011, because of
economic mismanagement (Resnick, 2012). Global Financial Integrity (2013) estimates that overall
illicit financial flows from Malawtbtalled USDL1,046 billion in 2011 (26% of GDP) &H8D652 million

in 2012 (13% of GDHjor a country so heavily dependent on foreign aid, the subsequent withdrawal
of USD150 million in budgetary support came at a great cost to the economy and s¢biemne,

2014).

[ 23 L




3.wS3dzf F G2NE IYyR LIRtAOe FTNIFYSg2N]

This section outlines the policy and regulatory framework applicable to financial services in Malawi
and the key regulatory issues from a financial inclusion point of view. It starts by giving an owerview
the policy framework and then provides context and describes the structure of the regulatory

framework, before discussing key regulatory issues.

Key issues: regulatory framework

Previous financial inclusion policy expired in 2014.

Existing policies eourage inclusion through:

1 Allowing a tiered approach to documentation for AML/CFT purposes.

1 Enabling alternative distribution such as bank agency and mobile money.

1 Allowing deposit taking by microfinance providers.

1 Changing bank data collection strategi® promote inclusion.

1 The introduction of financial literacy and consumer protection initiatives.

91 Establishing a unit responsible for financial inclusion within the Ministry of Finance.
1 Encouraging risk mitigation througlonsideringmicroinsurance inittives.

1 Improving credit information through the establishment of credit reference bureaus.

customers and providers and invariably contribute to the aiskl cost for one or both. These include:

1 No population register or National 1D

1 Lack of electronic transactions and communications legislation

1 NPS bill delayednd lacks interoperability requirement

1 No comprehensive credit regulation to clarify market conduct requirements

1 Uncertainty over jurisdictional authority of different consumer protection regulatory bodies
1 Exchange control angkport control cause distoions in the market

1 The Pension Act places onerous requirements on small businesses

A number of gaps and contradictions in the regulatory framework create uncertainty for both fing

1 Selfrisk assessment is required by financial services providers to meet AML/CFT requirements
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1 The definition of banking business is unclear
1 The MSME policy remains in draft since 2012
al tF 6AQ& NB3IdzA  i2NBE FTNIYSH2N] KI & & dstaFeSuNDs ks the

O2dzy iNE Q& O2dzNIia IINB 020K AYSTFFAOASY(H FyR Ay
providers, particularly in the provision of credit.

3.1. Policy environment

Frequent policy reversals contribute to enmimeental uncertainty Malawian financial sector policy

has not been stable over the years and has been characterised by periods of beneficial policy
development and growth interspersed with periods of policy reversal accompanied by financial sector
stagnation or declindWorld Bank, 2015)These frequent policy reversals not only undermine the
generation of long term policies but also create an uncertain operating environment for financial
providers which increases their operating risk and therefarst.

Financial sector policy often driven by donor agerithere is a very close correlation between
development partner policy assistance frameworks, financial sector policy changes and financial
sector development. Very limited financial sector devel@mnoccursthat is not co-funded by
development partners due to State budgetary constraints. Donor policy support instruments and
strategies therefore shape the direction of financial sector development in Malawi.

Government strategy guided by MGDMalawi currently operates under one consolidated national
strategic framework which underpins and-oadinates government activity. Thematic elements
contained within the national policy are, in theory, then extracted and developed into subject specific
polides such as financial sector policies, which are aligned to the national policy. The Malawi Growth
and Development Strategy 11 2011 to 20083DS II) ihe second medium term national development
strategy and is intended to be a single policy referenceudrent. MGDS 11 is based on six thematic
areas:

Sustainable Economic Growth;

Social Development;

Social Support and Disaster Risk Management;
Infrastructure Development;

Governance; and

Gender and Capacity Development

o0k wh R

From the focus areas, nine key priority areas were identified:
1. Agriculture and Food Security;
Energy, Industrial Development, Mining and Tourism;
Transport Infrastructure and Nsanje World Inland Port;
Education Science and Technology;
Public Health, &itation, Malaria and HIV and AIDS Management;
Integrated Rural Development;
Green Belt Irrigation and Water Development;
Child Development, Youth Development and Empowerment; and

©No Gk~ wWN
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9. Climate Change, Natural Resources and Environmental Management.

Thereis no explicit focus on the development of financial service sector despite the crosscutting role
that financial services would need to play in order to materially advance the nine key priority areas.

MGDS Il places heavy reliance on MFls to deliviemamcial inclusion goalWhere goals involve focus
actions and activities with a financial inclusion component, on most occasions there is a strong reliance
upon micrefinance institutions and methodologies.

3.1.1. Financial sector policies

¢CKS CAYIFYOAlIT {SO02N)J 5S@St2LIYSyd {GNXGS3& wnwmn
development policyDeveloped in line with MGDS | (which was in force at the time) and therefore
predatingMGDS Il, FSDS is stictly in line with currentational policy. The policy aims &tign the

financial system with growth sectors, creating a conducive business environment with an emphasis on
FAYFIYOALET AyOfdzaAz2yr FAYLFYOALFf RSSLISYAy3a yR 02Y
still remain challenge, however there was significant movement on the legislative and regulatory

fronts and some of the of the financial infrastructure requirements identified in the strategy have

been effectively introduced..

3.1.1.1. Financial inclusiorspecific polices

The Malawi National Strategy for Financial Inclusion (2BAD4), which has run its course, was

al f 1 gAQa LINA YL NE T AThe sirategy was iritefided tofacus’on theskeyfihancial 3 &
inclusionrelated aspects of the FSDS. These inclugteadter market transparency, developing the
financial infrastructure and promoting tHdSMEsector. The specific targets identified in the strategy

are listed in box below.

Box7. Targets of Malawi's National Strategy for Financiatlusion (201€2014)

i Provide loans to 3.4 million Malawians by the end of 2014;
ii. Increase the loan portfolio of inclusive finance provider&igg, 714 millionUSD 22,2
million)in 2014;
iii. Increase the volume of savings mobilized to a level of 676,9l@miKwachal{SD1.44
billion ) by the end of 2014;
iv.  Support the existing inclusive finance providers to increase outreach and establish 1
(two each year) inclusive finance providers;
v.  Support savings mobilization and transform five crexdity MFIs intadeposittaking
inclusive finance providers;
vi.  Establish two cooperative banks;
vii.  Increase the number of women clients in the sector to a level of 60 percent;
viii.  Eliminate exclusion by improving access to inclusive financial services to the
disadvantaged groupsnd
ix.  Provide financial literacy education to all.

A number of policies covering other sectors also have a direct or indirect impact on the development
of the financial services sector, either by providing a facilitative environment for the provision of
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financial services or financial inclusion can help achieve alternative policy goals. Some of these policies
are discussed below.

Health Sector Strategic Plan aims to reduce out of pocket expdndhe past, health care financing

has been insufficiento meet basic health needs of the population despite financing support from
development partners. The Health Sector Strategic Plan (HSSP) contains various plans to increase
health care financing to a level which it considers adequate to ensure suffi@atthtcare access for

the entire population. It envisions a 5 year budget of USD 2.5 billion.-303Mhancing burden is

anticipated, with national government and donors sharing equal responsibility of funding the HSSP.

The Malawian governmentiscommiRe 42 Ay ONBI &aS (GKS KSItidK aSOd2NI
budget to 159% from its current 8.4% to ensure that it meets the funding targéistry of Health

2011).

Private sector promoting telecommunication policy to increase access to comnmumgeivicesThe

1998 communication sector policy emphasises the critical role that the private sector has to play to
achieve greater levels of telecommunication penetration in Malawi. The policy envisions that the
competitive forces of the private sectaiill enhance access specifically for the rural population, where

Y2ad alftlgAalya ftABSe® tI NI 2F GKS tAO0SNItAaldAZ2Y
majority stake in Malawi Telecommunications Limited (MTL). The Malawi Communication Bggulat

Authority (MACRA) was established under the policy to regulate all entities involved in
communications in Malawi. MACRA is an independent institution and reports to the Ministry of
Information. Its primary function will be to issue licenckBr(stry o Information 1998).

Creating an enabling trade and industry environment a key priority for governi8enilar to the
G§StSO2YYdzyAOF GA2ya LRftAOeTI alflgAiQa GNIRS FyR A
The National Export Strategy (NBSR Y& (2 Ay ONBI &S SELRNIAa G2 18
consumption and import levels. The strategy focuses on enhancing the productive capacity of specific
exportorientated clusters. These clusters include oil seed products, sugar cane products and
manufactures specifically manufacturers engaged in agmmcessing. Furthermore, existing export

clusters will receive support to facilitate diversification of products and greater levels ofadtiton

(National Export Strategy, 2012). Another priority af@agovernment is MSMEs. The core message

2F GKS a{a9 tz2fAide {GN)rGS3e 2F alflgr Aa GKFG 3
that combines minimum regulation with maximum openness and provides equal incentives for all

Sy i S NLINR & Sfmahée, ahdspeSificaly siafp financing, is identified as a key element to
promoting MSMESs. It is proposed that the private sector should be incentivised to provide more
innovative financial products to MSMEs. The policy also supports the institlitatian of a national
identification system, the lack of which is currently detrimental to MSB#ity to access finance.

.

N

3.2. Regulatory framework

alfl gAaQa Sl f aeaidsSy arhtbsARAl €£SEl LY &0 NHzO G dzNB
chequeredand unstable history. Changes in the political leadership have instigated a number of
Fdzy RI' YSydGlrf OKIFy3aSa G2 alflgAiQa O2dz2NI  ad NHzOG dzNEB a
reversed or backtracked on prior modifications. The key configurafiofis G KS 02 dzy i NBE Q& f
over this period include:

331n 2001 countries belonging to the African Union (AU) set the target for health care financing asatage of national budget at 15%.
This declaration was dubbed the Abuja declaration.
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1 Prior to 1966, as a British colony, Malawi applied the English legal system in the enforcement of
formal contracts. However, traditional legal systems were also recognised and applied in rural,
customary areas.

1 Following independence in 1966, the then Bovnent formalised the traditional legal systems.
This created a legal system that operated in parallel to the formal legal system with extensive
lower regional and appeal powers over traditional communities. Furthermore, these traditional
courts were suberted as instruments of executive power through the appointment of loyalist
chiefs with little or no customary law training. The traditional court structures were therefore used
G2 NBAYTFT2NDS (KS OSyidNItA&daSR SESGatydS L2 6SNI |

1 In 1993, following the change in the executive, the traditional legal structures were abolished and
converted into Magistrates courts based mainly on received English legal principles. This change
prompted major structural changes and upheavausing further turmoil and undermining
performance.

9 The traditional courts were then reinstated in 2011 with limited jurisdiction as a step to restore
customary judicial structures and effective access to justice. This change once again caused
disruptionsand upheaval, particularly as most of those with experience of the traditional legal
system had been lost in the intervening period.

¢KS LINAYIFNER NBadzZ G 2F GKA& FtdzOldzr GAYy3 I LILINEI OK
permanent state © disruption and upheaval as structural changes are implemented and core
knowledge is learned or relearned. These disruptive changes have led to:

1 A scarcity of experienced officers
1 Alack of trust in the court system

1 A lack of effective access to justifog the vast number of Malawians reliant on Traditional
court processes

1 Backlogs and reduced efficacy of the formal legal system

Inefficient courts frustrate the development of financial serviceKS Ay STFFAOASy Oé 27F
processes, both trational and formal, represents an inherent barrier to formal financial services
providers realising collateral and enforcing debt. A number of industry participants highlighted the
delays in civil processes, particularly the realisation of collateraliregg@ barrier to the extension of
financial services, especially credit. According to supply side interviews, most legal matters involving
collateral take 23 years before the matter is heard by a court. The standard civil process averages 432
days(WorldBank, 2014)but could be as long as 5 yedltsternational Bar Association Human Rights
Institute, 2012) In a high interest rate environment like Malawi, formal legal system processes to
realise loan security have been rendered irrelevant for all but igue matters as the cost of legal
proceedings often outweighs the value recouped by the credit provider and the potential realisable
value is diminished either by inflation directly or by the impact on affordability of any judgement after
any accumulatd interest. The risk of contract enforcement for providers is then reflected in larger
interest rate spreads, particularly for lower value loans, as the provider endeavours to price the risk
into the cost of the loan.
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Civil judgements often ineffectivifhe delays in civil processes, a lack of trained personnel, an
ineffective collateral register system and perceived corruption of the justice system are all aspects
that affect the credibility and effectiveness of the judicial system. Judgements are alkso oft
ineffective and difficult to enforce, particularly against Government and the executive- Non
compliance with court orders is as high as®&% in certain types of matters (International Bar
AssociationHuman Rights Institute2012). This erodes the rulef law. In many cases, default
judgements$* result simply because parties have lost interest or communication with the courts
regarding their matter.

Sluggish legislative process delays development of financial services iralusttyl ¢ A Q& € S3A af | {
operates for brief periods during the year. The Malawi constitution requires parliament to sit for a
minimum of 10 weeks per year in two sittings. However, even this low target has frequently not been
achieved. For example, between 2004 and 2009 the Mialawarliament met only 8 times for a total
period of about 30 weeks (Catholic commission for justice and peace Z¥ Parliamentary audit,
2009). This creates a lot of pressure for competing ministries to get important bills passed and means
that if this short window is missed, the next opportunity to pass important legislation is six months
later. The short sitting period is, at legsrtly, due to a lack of funding to house and feed legislators
that must travel to Parliament in Lilongwe (Rotb&gSalahub 2013). The result for the financial
services sector is that important legislation can remain in bill form for long periods waiting to be
passed by the legislature.

Legislative process can result in inappropriate changes and badly structuredimer@s to bills
before enactingWell drafted and structured financial bills are sometimes enacted with either vague
additions, deletions or inappropriate changes to the structure. This is particularly problematic as bills
that have been technically drafteto serve the requirements of the market regulator are changed
through the parliamentary process by legislators with little or no technical expertise. This can have an
unintended disruptive or restrictive effect on the financial services industry amhiatso potentially

limit the discretion of institutions and ministries to issue competing regulations in order to make the
legislation more effective and meaningful.

3.3. Supervisory landscape

Table43in appendix 1shows the supervisory landscape of the different types of financial institutions
in Malawi as well as listing under which primary legislation their activities fall, their permissible
activities and their basic prudential and operating requirements. The Reserve Bank of Malawi is the
primary supervisor of all formal financial institutions in Malawi, with the different types of institutions
supervised by relevant divisions within RBM. RBM isrgedeby an independent board of directors

to which the Governor is answerable, whilst the principal objectives of RBM are defined within the
Reserve Bank Act of 1989 and the Reserve Bank (Amendment) Actlof 201

3.4. Regulatory issues for financial inclusion

Recent changes to financial legislative framewdfithin the last 510 years a number of important
financial services acts have been passed into law. These include amendments to the Umbrella
Financial ServiceAct, the AgencyBanking Regulationghe Financial CooperativeAct, the Credit
Reference Bureau Act, the Pension Fund Act and the Microfinance Act. However, there remains a

34 Default judgments arise in circumstances whereby one party to a suit has failed to perform aatrned action, and subsequently
that failure has not only preventethe issue from being presented before the court but also results in the court settling the legal dispute
in favaur of the compliant party.
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number of gaps in the legislation as well as contradictions in the reguldimth of which increase
uncertainty for markt players and also creates challenges for regulators. Some of these key
regulatory issues relating to the provision of financial services are discussed below.

No population register or National ID increases cost and risk for financial providerexiding

Malawi legislation includes no framework for the maintenance of a population register and database
which would be required to underpin the issuance and maintenance of formal identification
documents. Due to process deficits, fraud and counterfeitihg, oters registration card (the only
widespread form of identity in Malawi) is no longer viewed as an effective form of identification by
financial institutions. Instead financial service providers require passports or driving licenses as proof
of identification from communities with very limited numbers of licensed drivers and fewer numbers
of international travellers. The lack of a national ID makes it very difficult and expensive to meet KYC
(Know Your Customer) requirements for new customers and tq kieack of existing clients,
particularly in the event of nonepayment of loans. This issue is so central to the operation of financial
services providers that some institutions have expressed the willingness to assist in the issuance and
verification offorms of identification, given a regulatory structure. Others have already initiated their
own biometric analysief new customers.

Selfrisk assessment required by financial services providhes Financial Intelligence Unit (FIU) of
Malawi, estabkhed under the Money Laundering Act of 2006, requires financial service providers to
develop their own AML/CFT risk based policy in providing exemptions to clients. This approach is not
being substantively adopted by most providers due to the percengdof noncompliance with
legislation. Most providers have therefore reverted to the last set of guidelines issued on a rule based
threshold approach which has not kept track with inflation. These earlier guidelines are still in force
according to the FlUas$pite the change to a risk based approach. Access to formal financial services
is therefore restricted for consumers without appropriate identification. Given the lack of a National
ID, appropriate identification is a passport or driving license which ardmall proportion of adults

have. Furthermore, the current AML/CFT legislation and regulation appears to be ineffective based
upon reports of widespread corruptigiNawaz, 2012and illicit flows of 1326% of GDP in recent years

(Kar & Spanjer014)and possibly aimed too heavily and broadly at lower risk individuals transacting
low value payments as opposed to more foediswithin the limited resources, on higher risk, higher
value flows necessary to achieve the ongoing illicit flows at the currgatrted levels. The net effect

of the current AML/CFT regulatory configuration seems to unnecessarily burden the poor and deny
access to financial services for the most vulnerable groups whilst not having any discernible impact on
illicit flows and limitednumbers of successful prosecutions. Low thresholds restrict access and
generate high levels of reported suspicious transactions which further constrains limited supervisory
capacity without hampering such illicit flows. Countries like Mozambique have edopigh
thresholds for transactions for individual transactions and focussed supervisory attention on larger
suspicious flows. AML/CFT regulation needs to have substantial threshold levels below which no
Identity verification nor address verification isgugred in order to accommodate the average
Malawian citizen, particularly the poor and excluded groupsl a comprehensive National ID and
population register is in place.

Lack of electronic transactions and communications legislation means digital wanation and
transactions not legally bindin@here is no comprehensive legal framework for electronic documents,
electronic commerce and no legal standing of documents transmitted electronically such as via email,
faxes, electronic documents or mobileayments. Although there have been isolated, specific
regulatory concessions, current legislation and the legal systems require formal paper documents and
instruments for all transactions. This is a fundamental framework upon which efficient digital &hanci
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services is based and the lack of a comprehensive and integral framework will stunt the development
of more efficient and inclusive financial services.

NPS bill delayednd lacks interoperability requiremenThe first version of the NPS (National
Paynents SystempBill was drafted in2014 but has still not been enacted. The major weakness
identified in the most recent version of the bill reviewisdit does not formulateany interoperability
principle or requirement for NPS. One implication of this is that despite the time, effort and resources
invested in the National Switch (N&witch), banks are not required to make use of it or allow other
ol yl1aQ Odzi2ivghywial pagnentzidnSastiuduge. There are also no sort at source
concepts which could precipitate a grossly inefficient concentration of POS machines at high ticket
value merchants and lower concentrations at higher turnover establishments frequémtdek poor.

Comprehensive credit regulation would remove confusion and clarify market conduct in market.
Currently, aspects of credit regulation appear piecemeal in various pieces of legidtatidhere is

no comprehensive framework nor regulator. $hnanifests in confusion and uncertainty over a
number of different credit issues, including:

1 Confusion with regard to prescription of debtSonsultations with both providers and
regulators (2014) indicated that most believe that debts in Malawi do not prescribe. However,
on further investigation, the.imitation Act of 1623inder English law was received, revised
and promulgated in Malawi arid most financial transactions stipulated that enforcement of
debts prescribes after 6 years if no legal proceedings had been instituted.

1 Questionable legal basis for payroll deductioiihe Employment Act (20DGstates that
employers may notdeductfromy SYLJX 28SSQa 41 3Sa Fye | Y2dzi
to compulsory social security schemes, certain allowable deductions between employer and
employee and deductions in accordance with law or a court order. However, there is no
provision in the Employnme Act granting an exception for either the state nor employer nor
third party payroll lenders to deduct repayments directly from payroll where the employer is
not the principle creditor. Currentlythese deductions take place through a tripartite
agreemen between the employee, Government and the lenders. A comprehensive credit
regulatory framework would support a more formalised and regulated application of payroll
lending and repayment deductions.

9 Disputed submission ofient data to credit referendesureaus.There exist aumber of issues
with the drafted credit reference bureau legislatigisuch asot fully considering the existing
regulation covering the treatment of consumer rights, institutional rights, lending
enforceability, credit assessment tefia and ovetindebtedness definitionsThe delay in
operationalising a credit reference bureau is in no small part due to the framing of enabling
legislation outside of the context of an overarching crédimework that effectively defines
the rights ofparties to credit agreements.

A comprehensive credit legal framework enables a regulator to proactively and acutely regulate the
activity of providing credit across the entire market, rather than simply a retrospective aggregate view
at institutional prudential asset level of only those formally licensed and supervised institutions that
provide credit. Hence, under a credit act, informal moneylenders would fall within the ambit of
regulation and would need to complyut only register over determinable tesholds. A credit act can
provide the basis for market conduct regulatiamd prudential regulation which, given the high
Malawian interest rates, is particularly important to protect against potential emdebtedness,
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miss-selling and other market misaduct. For example, a credit act could place the onus of proof on
the provider that a consumer was not already ousidebted at the time when a loan was extended
or that the extension of credit was reckless, causing a debtor to becomemieinted. Enfoceability

of debts against consumers where reckless or-nompliant lending practices have occurred can also
help to lessen contamination of the existing credit exposures of prudentially regulated institutions.

Uncertainty over jurisdictional authority dfifferent consumer protection regulatory bodieEhe
consumer protection legal framework in Malawi is currently defibgdhe Consumer Protection Act

of 2003, which establishes a body known as the Consumer Protection Council (CP@pesiubt in
practice exist. Instead the Competition and Fair Trading Commission (CFTC) established under the
Competition and Fair Trading Act of 1998 is currefuilfjlling the role of the CPC as defined within

the Consumer Protection Act. Consultations with the CFTC4(281%0 indicated that the original
intention was to hame the CFTC as the body responsible for implementing the Consumer Protection
Act, but the name of the responsible body was changed before the bill was enacted in the legislature,
thereby creating thewrrent existing uncertainty. Additionally, the Reserve Bank of Malawi (RBM) has
a department devoted to consumer protection and education in the financial sector, falling under the
Microfinance and Capital markets division. Whilst there is some levelopfecation between these

two bodies on financial sector matters, the overlap of regularity bodies and lack of clarity in the
legislation creates uncertainty on issues concerning financial conduct.

Exchange control anexport control cause distortions in threarket. Malawi restricts the flow and
exchange of foreign exchange in that it can only be exchanged by authorised dealers and that
Malawians cannot freely keep foreign currency denominated accounts (FCDAS), except under very
limited and defined circumstares. For farmers and other businesses whose products are priced and
sold in dollars, regulation forces them to convert the foreign currency proceeds immediately. Low
income farmers are particularly affected as they are effectively forced to sell theirupeod
immediately at harvest time (due to lack of excess income) and then convert those dollars into
Kwacha. This means that farmers have no bargaining power in the exchange rate they receive due to
the timing of mass dollar sales during harvest time andltdukedin fees and margins earned by
institutions. Authorised dealer institutions are able to arbitrage significant benefit out of the forced
dollar sales over very predictable agricultural demand and supply cycles. The result is indicated in high
foreign exchange spreads and the high proportion that foreign exchange revenue contributes to
olyl1aQ 20SNIftf NBOBSydzSod 9ELRNI O2yiNRf &AAYAL Il NI e
Major producers, commodity dealers and risk, supply and stigaecialists are unwilling to invest

due to the restrictions which could paradoxically undermine food security. Additionally export control
eliminates the incentive for major agricultural buyers to invest in the country. Major agricultural
dealers purchasscrop surpluses at times when there is an excess and then sell internationally to places
where there are production deficits. This type of activity plays critical supply and price smoothing roles
and is an important market maker for excess production al as a key source when food security is
threatened due to drought and supply failure. Export restrictions make local commodity businesses
unfeasible.

The Pension Aclgces onerous requirements on small businesehe Pension Act of 2011 makes it a
m-tyRFG2NE NBLJdANBYSYy(d F2NJ Fff SYLXt 28SNBR G2 O2ydl
salary to the National Pension Scheme and employees to contribute 5% of their salary, provided that

the employees earn more than ¥0,000(USD 24per month orthe employer employs 5 or more

employees. This represents a substantial cost for any business and for MSMEs as it effectively increase
their wage bill 10%. The level set oflB,000 is also very low as it falls below the current minimum

wage ofK12,500(USD 30p.m.
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Mobile money regulationdMobile money providers currently operate under thaidelines for mobile
payment systemsf 2011. These guidiees do not permit providersjsersor other beneficial owners

of the floatto earn intereston their own funds in suspae Interest can improve the business case

for mobile money providers and encourage mobile money users to save. Formal mobile money
regulations are beinglanned. A major issue for all mobile payments is the absence of eléctron
communications and transactions regulatipmsich means that alligital transactionsagreements

and documentsvithout legislation or an original hard cofgckformallegal standing. It is also planned

to introduce Regulation of Interception of Commidations and Provision of CommunicatiBelated
InformationAct(RICA), requiring all sim card owners to comply with KYC requirements.

Banking definition unclearThe Banking Act of 2010 defindsanking business as requiring the
intermediation of fundsThis definition includes all agents, payment system operators, defadsitg

MFIs and MNOs, which is not the intent. The definition should be amended or exemptions included
to clarify banking business.

A number of regulatory changes supporting finanseivices development have been introduckd.
variety of regulatory changes in aid of financial sector development have been introduced in Malawi
in recent yearsbut remain at varying levels of implementation. These include:

1 Enalling alternative distributtn such as bank agency and mobile monAgent Banking
Regulations were introduced in 2012 under the Financial Services Act of 2010, allowing banks to
use agents as distribution channels for their services enabling them to cost effectively increase
their distribution network.Mobile payments sysim quidelines were also introduced in 2011
allowing MNOs to offer mobile money products to subscribers.

1 Allowing deposit taking by microfinance provideFhe Microfinance Act of 2010 created a legal
space for deposit taking institutions to operate. Sugpuy regulations have since been released
and some providers have indicated they are considering operating under a deposit taking license.

1 Changing bank data collection strategies to promote inclusithe Reserve bank of Malawi is
developing new reportingemplates for providers that include more granular client information
enabling a greater understanding if financial inclusion realities on an ongoing basis.

i The introduction of financial literacy and consumer protection initiatidevariety of financial
literacy and consumer protection initiativdsave been introduced by both donors armsthte
institutions. Amongst others, RBM runs an annual national literacy \wadkinancial education
has beerincluded in the school curriculum from 2015.

1 Establishing aunit responsible for financial inclusion within the Ministry of Finaifbe Financial
Sector Policy Section which falls under the Economic Affairs division within the Ministry of Finance
is responsible for drivinghe financial inclusion agenda in Malawwaking a specific unit
responsible for financial inclusion helps to ensure that there is a central coordinating unit
responsible for implementing relevant policies. Elevating this unit to a division level would provide
it with more authority, particulagt when coordinating the activities of providers, donors and other
government departments.

9 Encouraging risk mitigation through microinsurance and health financing initiatives.
Microinsurance legislation is being considered to provide licenses with redwsgaatory
requirements to providers that are providing low cost products.
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Improving credit information through the establishment of credit reference burddatawi
currently has two credit reference bureaus. Although not currently operational due to concerns
over client privacy by banks, an amendment to @edit Reference Bureau Act is in the process

of being implemented to resolve this issue.
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Putting the client at the core is a key component of the MAP methodology. This section unpacks the
nature, needs and realities of the target market for financial services in Malawi based on quantitative
information from the FinScope 2014 survey, as well asiwtigk insights from 44 immersion
interviews conducted as input to this study.

This section starts off by considering the financial context of the target market: their profile, how they
make a living, their main expenses and their level of financial ¢lydb This is followed by an
overview of usage of formal and informal financial services, as well as the various barriers to greater
uptake of formal financial services. Lastly, the target market is segmented into distinct groups to allow
a more granulamunderstanding of financial services usage and needs as basis for the rest of the
analysis.

Below we summarise the key target market features outlined in the rest of the section.

Key findings: target market
The key target market findings are:

1 An impoverished society with limited opportunities to earn monetary inc@oth the FinScops
researchand the qualitative research paints a picture of an adult population with very low inc
levels. Subsistence agriculture acts as an indispensable sug@pléo monetary income and is vital {
survival. Despite this, Malawians generally have a positive attitude towards life with entrepren
ambitions.

1 Low levels of formal financial service usadere than half (52%f Malawian adults do not use an
financial services and 66% do not use formal financial services. The majority of adults still pl
transact in cash. This is because most Malawians are located in rural areas far from the predon
urbanbased formal financial services and the sagtformal products are often unaffordable. Insteq
many Malawians rely on informal financial services. The period between 2008 and 2014 s
introduction of VSLAS, which are currently usedapproximately 1 milliorMalawian adults to mee
their savihgs and credit needs.

9 Stark contrast in usage between urban and rural populatithe. majority (85%) of Malawians live
rural areasAdultsliving in rural communities have significantly lower usage of formal financial sel
than their counterpartsn urban areas. 28% of adults living in rural areas use formal financial se
compared to 63% of urban adults. The poor infrastructure in Malawi increases the indirect ¢
rural adults to acces®rmalfinancial services, which are primarily loedtin the urban areas.

1 A diverse set of characteristics and needs across target maSegmenting the adult population b
main source of income enables a more granular analysis of the different financial services usg
needs of specific target marte

1 The largest income source in Malawi is farming. In monetary terms, farmers are less V|
than most other target markets. They have very limited access to formal credit and savidg
satisfy their financial service needs mostly from informal providers.

35We apply the definition of financial capability adopted by the Financial Education #und.financialeducationfundom), namely that

a financially capable person can be regardedms who has the knowledge, skills and confidence to be aware of financial opportunities,
to know where to go for help, to make informed choices, and to take effective action to improwe Inés financial welbeing. An

enabling environment for financial capability building would promote the acquisition of those skills
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aspirations. Small business owners are the second wealthiest group. Usage of formak(
very limited. The quantitative resear®indicates that most small business owners source t
capital from personal income or from family and friends. Appropriately targeted fina
services have the potential to increase the growth and efficieridiiese businesses.

1 Adults that earn a salary are the bestrved in Malawi. Their average income is consider
higher than the rest of the population and they are less reliant on additional sources of in
They are the most educated, most urban dedst likely to still live in their home district.

1 Dependents are reliant on someone else, either another household member or a remit
sender, for their primary income. The dependents are predominantly female and many g
formal financial servicegrimarily to receive remittances. The increasing trends in urbanisg
and migration suggests that the dependents target market and their reliance on remitta
will grow in the future.

1 Those engaged in piece woanyu, have very limited interaction thi the formal financial
sector. Their income is usually very low, compounded by the fact that they often earn
wages irkind. This means that there is very little justification for them to own a bank acc

4.1. Target market context

This section considers the general and financial context of Malawi adults based on insights from the
gualitative demaneside research.

4.1.1. Societal context

Poverty necessitates sheerm planning horizondA large proportion of Malawians live from hand to
mouth and rarely have excess income. The uncertainty regarding where their next meal is coming
from, due to low and irregular incomes, means that individuals often struggle to plan beyond the
acquisition of basic goods for their daily needs. Hence, the pigrnimorizons of many Malawians are
very shortterm and based only on their immediate needs. The quotes below illustrate this dynamic:

(SN

a! 20 2F OKIFffSyasSa F2Nl dzao !'a tf2y3a a 685
Farmer, male, 60 years old

G¢KS LINRPOofSYa GKFEG L FFEOS INB KdzyaSNJ LINRo6E SY:
Farmer, male, 43 years old

Communities and families provide support structures to help the destitute and the Batbrthe
gualitative and the Finscope research suggest that Malawiahsawmunally to meet certain key
needs and risks. Individuals that cannot sustain themselves are often supported by family via extended
household structures and, family and friends are the most common provider of credit in Malawi (16%
of total credit provied). Community support is regularly called on in the event of a death to assist
with funeral arrangements. The popularity ¥flage Savings and.oans Associations (VSLAS) have
increased significantly since it was introduced by CARE in 2009. The queatgggarch also suggests

that Malawians assist those in th@ommunities that live in hardship:

36 FinScope consumer survey 2014; MSME survey 2012
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Trader, male, 46 years old

G{2 K2g | o0o2dzi &2dzNJ O2YYdzyAllésxs K2¢g R2 &2dz fAQ:
In our village we live okay. There are no problems. Me and my family we live peacefully with
GKS LIS2LX S Ay 2dzNJ gAf € 3Se 2SS KSt L) SIOK 20KS]

Farmer, male43 years old

Rural population growth rate placing increasing pressure on farm Jivaditionally, Malawian adults
prefer to live close to the area where they were born. 80% of adults indicate that they still reside in
their home district. For most Malaans this is in a rural area where their parents engaged in some
farming to sustain the household. However, population growth, particularly in rural areas, places
greater demand for land. Consequently, landholding sizes have declined. In 1970 the avekdge a
land was 0.4 hectares per capitipce therit decreased to 0.23 hectares per capita. For a society that
is mostly engaged in farming activities as a primary or secondary source of irtb@teend will place
increasing pressure on rural farmsrasre people are reliant on smaller pieces of land over time. The
result will be either increaskrural poverty or force migration. Increased migration will in turn
increase the need for reliable long distance paymemitecause migrants must support their
dependents left behind in rural areasheadults that remain in rural areas will increasingbve to

look for alternatives to farming to supplement their income.

Poor infrastructure is inhibiting access to financial senfiwesiral population The majority of adults

(85%) live in rural areas and are dependent on public transport to gain access to financial touch points.
Poorinfrastructure éee sectior2.3) decreases the efficiency of transport, which increases the costs

to access these touch points, making accesdurgnal financial services costly. A number of
respondents complained about poor infrastructure in tigalitative research:

GDSYSNIXtte Ay GSN¥Ya 2F tAQAy3a O2yRAGAZ2YyaE | YR
recently?

X¢KS NRBIR&A FINB Ay I LR2N adliS® ¢KS LYyRAlIya |
not say there is any much improvement. Butomparison to other areas, we can reach the

OrAGe 6A0GK Sl aSos¢

Salaried employee, male, 28 years old

G2 KIadG OFy @2dz G4Stt YS lo2dzi GKS | NBF &82dz f AQ:
2SSttt UOKSNB INB F t20G 2F GKAy3a GKFG ySSR NBI

inconsisBy Oe 27F ¢ 0SNJ adzLJLJ ex ¢S R2 y2i0 KI @ St SO
Trader, male, 46 years old

Selfbuilt housing the main method to satisfy housgnership aspirationFinScope (2014) indicates
that 78% of houses in Malawi are privately ownedly(i®% of residential property is rented. Houses
are mainly constructed of brick (88%) and some are built from mud, wattle or dung (10%). There is a
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large shortage of housing finance in Malawi. As a consequeras,houses are individually built from
accumulated savings (Centre for Affordable Housing Finance, 20 i¢nénal, Malawians place high
value on house ownership and it is a large aspiration for many individuals as illustrated by the quote
below:

Gaé gAAK Aa (2 0dz f Raviareadypsfsoriall dzdubled bricks.IIK G y 2 &
ST ' LISNXYIFYSyid K2dzaS FyR R2 Fl NYAY:

Salaried employee, male, 40 years old

An entrepreneurial society in which many individuals aspire to have their own bugitegge number
of Malawian adults are engaged in some form of satiployment, whether it is smaficale farming,
intermediate trading or owning a smaitketail business. From the qualitative research many
interviewees indicated that a primary aspiration is to own a businessgnow their current business:

G2 KFEG FNB a2YS 2F @2dzNJ I ALIANF GA2yaK | 2dzNJ aid NI
LT L O2dA R KIF@S Y& 24y |ANR odzaAySaazr GKIGQa

Salaried employee, male, 28 years old

Gb2g (GStf YSI TRKW @ 2Md2N) §RSF SEKEAA 2 Y
I YYY GKS 3INBI{GSadG OKIffSyaS Aa Yz2ySeéesx odzi ¢S

Farmer, male, 60 years old

G¢KS ANBFrGSad OKFfftSyaS Ay Ye tAFS Aa YzySeo
better business because the one | have now haapital of K10,000(USD 24but my wish is
G2 R2 | o0A3I3IASNI 6SGHGSNI odzarAySaaxa

Farmer, female, 50 years old

4.1.2. Budget realities

This suksection considers the insights from the qualitative and FinScope research on the financial
lives of ordinary Malawiansiow they make a living, what their main expenditure needs are and how
they deal with the budget deficits that more often than not arise.

A diverse set of economic activities necessary to sustain houseAdatrge portion of households

engage invarious@2 y 2 YA O | O0AGAGASAE G2 3ISYSNIGS Sy2dzakK A
main source of income is often insufficient. Household members are ther&®gaentlyrequired to

FIENY (G2 adz2li SYSyid (GKS K2dzaSK2f RQatoday @ordihg YR S
to Finscope, 47% of adults have more than one source of income and it is likely that this is
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underreported due to the design of the survey questionThe following quotation provides an
illustration of how individuals amass income fronultiple sources:

How do you make a living? Can you tell me what your source of income is?

Ok. For daily cash, | sell fritters. The business is small for it is ok for daily requirements for the
children. | get about 8O0 (USD2) per day or K0,000(USD 48per month. | farm only a
portion, sometimes only one hectare; and | rent out 15 hectare4&i300(USD 24per half
a-hectare and | get around 300,000(USD 720yvhen people have to plant or once a yeatr. |

do not farm because | do not haveethight implements. They are broken and | am still not
able to replace them.

Your husband also assists in the farming that you do?

No he runs a panel beating shop. Ya! He also brings in an income. In fact he brings in household
items that we need. He issal saving to build a house, our own house.

Farmer, female, 35 years old

Individual budgets stretched each mon#According to Fifope, 75% of adults run out of money

before the end of each month. This is related to their low incomes and greatly redutes | 6 A I y & Q
ability to save money or absorb the cost of a risk eysath as a death in the family or a medical
emergency. It also explains why more than 80% of adults find it difficult to keep financial commitments
(FinScope, 2014).

Financial planning athbudgeting often untenabl@he extent of poverty and the irregularity of income

of adults make explicit budgeting challenging. Although almost 50% of the population plan their
expenses, only 36% are able to keep to that plan. The main reasons for pindee the budget is
insufficient and unreliable income.

G, 2dzNJ K2dzAS 0dzZRISGX R2 @2dz R2 0ST2NB 2NJ @2dz
l K AAAGSNE 6S 62N)] 2y RIFEAf&@ OFrakT ¢S OlFyQi I
expenses that you incur for the whole year, but whergit8fR | yR 2 i KSNJ G KAy 3&zx

Trader, male, 46 years old

[ A2y Qa akKl NB 27T Ay GFiom the Fificope/survey it'is knowa thad 95% ofihie a @
adult population most frequently spend money on food and groceries. Clothing was indicated as the
second mosfrequent expenseFurthermore, 6od and noralcoholic beverages account for 50% in
the CPI basket, indidag that adults spend most of their income on items of necessity.

37For instance, 25% of the adult population indicated that they recesweittances, but only 4% indicated remittances as a source of
income.
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Trader, male, 65 years old

lliness and theft considered the highest risk to incaAeceording to FinScopthe two biggest
threats to income are illness within the household and theft. 27% of adults identified illness within
the household as the major threat to their income, and 22% identified theft to be the main threat.
An illness in the household is pattiarly costly, because of the opportunity cost that is incurred.
Firstly, income is lost because the sick individual is unable to work and secondly, healthy individuals
often have to forgo earning an income to take care of the sick individual. Givethéhbudget of
many Malawian adults are already under strain, a risk event like theft or illness can have a severe
impact on the household. Therefore, adults require risk mitigation mechanisms to help them absorb
certain shocks. The quotes below speak te thajor threats to income:
GXR2 @&2dz aSS lye LINRoOotSY gAGK LIS2LIXS YIT1Ay3I
Yes, there is a problem; the biggest problem is theft or someone pick pocketing you. For
example, there was a time | went to town to buy some items wil0BO(USD 12in my

L1201S0x GKS Y2ySe ¢gta aidz2fSy FyR L 61 & aiGNI yl

Salaried employee, male, 57 years old

Gdazadld adubénterprises are operated by (single) individuals and they are on a small
scale. After | had recovered from sickness (I had resigneastriplh because | fell ill) | tried
to work with some people through forming, but somehow it did not work as smoothly as one

A 2 4 A x

Dependent, female, 61 years old

4.1.3. Financial literacy

Financial and general literacy rates a barrier to the uptake of financial serFicSsope (2014) and
Chirwa & Mvula (2014pund that financial literacy rates in Malawi are low. According to FinScope,
approximately 50% of adults understand inflation,t mmnly 20% of adults could calculate simple
interest rates Figure12 below further shows that just 15% of the adult population have heard of
either acredit or debit cardwhilstapproximatelya third of individuals know what life insurance or a
current account is.
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Figurel2 Awareness of financial terminology in Malawi

Source: FinScope, 2014

Financial literacy correlated with education and formal usddwe FinScope datdisplayed inFigure

12 made it possible to create a financial literacy index. Each adult was given a score out of 10
depending on howmany of the terms in the graph thenew. 80% of adults scored 2 or less.
Unsurprisingly, the index showed that there is a strong correlation between education attainment and
financial literacy. Furthermore, there seems to be a strong correlation between formal financial usage
and financial liteacy. The adults with no access to financial services scored significantly lower than
adults that uses formal financial services. This supports financial literacy as a usage barrier to financial
services, but could also indicate the potential for leardiyedoing. However, there are some
indications that thepoor financial literacyindings might be exaggerated given certain indicators from
Malawian society. The long value chains, the widespread aspiration to own businesses and the self
replication of VSLAsuggest a general level of bafiitancial literacy Whilst many Malawiansay

not understand specific financial terminology, they may be familiar with financial concepts as
illustrated by the quote below:

4 26 R2 @2dz 32 | 02 dzi owdbadofniaeihovddo épaylback?d yi (2 0o

2 kSy AGQ& | o6F3 6YYYO GKSy @2dz L& o6+FO1 | of
ol I

Farmer, male, 39 years old

4.2. Takeup of financial services

A portfolio of financial services requirdtl.is not only important to look at the usage of financial
services in a linear, absolute way, but also in terms of the types of financial services used per person

[ar L



















































































































































































































































































































































































































































































































































































































































































































































































































