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PARTNERING FOR A COMMON PURPOSE 
 

Making Access Possible (MAP) is a multi-country initiative to support financial inclusion through a 

process of evidence-based country diagnostic and stakeholder dialogue, leading to the development of 

national financial inclusion roadmaps that identify key drivers of financial inclusion and recommended 

action. Through its design, MAP seeks to strengthen and focus the domestic development dialogue on 

financial inclusion. The global project seeks to engage with various other international platforms and 

entities impacting on financial inclusion, using the evidence gathered at the country level. The MAP 

methodology and process has been developed jointly by UNCDF, FinMark Trust (FMT) and the Centre 

for Financial Regulation and Inclusion (Cenfri) to foster inclusive financial sector growth. 

At country level, the core MAP partners, collaborate with Government, other key stakeholders and 

donors to ensure an inclusive, holistic process. MAP Malawi was funded by FinMark Trust and produced 

by Cenfri. 

This document sets out the comprehensive diagnostic findings which feeds into the Roadmap 

developed in collaboration with the MAP Malawi steering committee. A Summary note of these findings 

is available which sets out the findings of this diagnostic in an abridged format.  
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Key facts 
 

Malawi has a GDP of USD 4.3 billion. 

Total of 8 million adults, constituting half of the total population . 

$1.10 per day average income 

88% of adults earn at least a portion of their income from farming 

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

76% of adults have only primary education or less 

69% of adults have access to a mobile phone. 

85% of adults live in rural areas 

 
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 AND FARMERS 

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 Area 5: EFFECTIVE CONSUMER EMPOWERMENT 

AND EDUCATION 

64% of adults have never heard of an ATM, 58% have never heard of a 

savings account 
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Overview of Financial Access in Malawi 
  

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 in Malawi 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 a formal financial service provider  

17% adults save in informal savings groups 

23%  of adults save in cash at home 

1.7% of adults have formal insurance
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9ȄŜŎǳǘƛǾŜ ǎǳƳƳŀǊȅ 

Making Access Possible (MAP) is an evidence based multi-country initiative to support financial 

inclusion, conducted by the United Nations Capital Development Fund (UNCDF), FinMark Trust and 

the Centre for Financial Regulation and Inclusion (Cenfri), in consultation with the Ministry of Finance-

led MAP Malawi Steering committee. The MAP diagnostic informs a roadmap that provides detailed 

and actionable steps to achieve the financial inclusion priorities. 

Financial inclusion plays an important role to improve individual welfare and to achieve inclusive 

economic growth. MAP identifies priority areas to address barriers and leverage opportunities to 

improve financial inclusion, through a comprehensive analysis of the country context, demand, supply 

and regulation of financial services1. 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 needs2.  

Contextual challenges drive low levels of financial access. Formal financial access in Malawi is very 

limited and has seen little improvement over the past five years. Over half the population remains 

excluded, despite a number of initiatives to develop the market. Informal financial service use has 

significantly increased in response to these challenges. Macro-economic, 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 largely beyond the control of financial service 

stakeholders, but have a direct impact on the cost of provision, value of products to consumers and 

ŎƻƴǎǳƳŜǊǎΩ ƴŜŜŘǎΦ  

Rural provision restricted by poverty, rural population and reliance on rain fed agriculture. Lack 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 infrastructure. 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 payments, 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.   

Banks dominate, but focus on credit not transactions for revenue. Banks dominate the financial 

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

banks primarily 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 effective cost of access. There are 2.5 ATMs and 1.6 

bank branches per 100,000 people. High infrastructure costs, low fee revenue on transactions and a 

ƭŀŎƪ ƻŦ ƛƴǘŜǊƻǇŜǊŀōƛƭƛǘȅ Ƙŀǎ ƭƛƳƛǘŜŘ ōŀƴƪǎΩ ƛƴŎŜƴǘƛǾŜǎ ǘƻ ŜȄǇŀƴŘ ǘƘŜƛǊ ŘƛǎǘǊƛōǳǘƛƻƴ ŦƻƻǘǇǊƛƴǘΦ ¢ƘŜ ƴŜǿ 

                                                
1 MAP Malawi relies on demand side data from three FinScope surveys (FinScope Malawi Consumer Surveys 2008 and 2014, and FinScope 
Malawi MSME Survey 2012) and 46 qualitative immersive 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 data collected by 
supervisors. 
2 Five target markets were selected 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 switch (Nat-switch) 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 context: 

Expanding the reach of payments critical. 99% 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 time-consuming 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 liquidity. Improving the payment eco-system is required to 

overcome the proximity barrier to financial inclusion and address affordability concerns across 

financial services. This requires revisiting bank incentives and partnerships, appropriate interchange 

fees, improvements in agent models and finalisation of the National Payment System regulation 

(including a requirement for interoperability).  

Leveraging VSLAs to enable savings. Savings are critical in Malawi where formal credit interest rates 

can exceed 70% per annum. Savings are used to smooth consumption, mitigate risk or build capital 

for investment (housing or a business). VSLAs (Village Savings and Loan Associations) have had the 

greatest success in encouraging savings given the limited footprint of other providers. Membership 

grew by over 1 million adults between 2008 and 2014. In comparison, the number of adults saving in 

a bank grew by only 115,000 during the same period. Supporting and leveraging VSLA savings 

addresses proximity and affordability concerns. It also improves rural availability of credit to micro 

businesses and farming. 

Targeted finance for MSMEs and farmers. MSMEs and farmer businesses are hampered by lack of 

affordable finance. Capital market development, macro-economic 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 can successfully absorb 

and use credit without becoming over-indebted. MFIs, as the main providers of such finance, should 

be further enabled. The credit reference bureaus can also play a role to reduce the cost of information 

on borrowers, but will be hampered by lack of national ID. Improvements to the MSME and 

agricultural support environment are key to enable more MSMEs and farmers to become sufficiently 

productive to benefit from credit. This includes finalising the MSME bill and a focus on agricultural 

value chain development with related financing for farmers.  

Niche insurance opportunities to reduce vulnerability. Low 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 portfolios against 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 empowerment and 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 initiatives have already 

been undertaken by both government and donors. The primary focus should therefore be to improve 
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the coordination of existing programmes, refine their effectiveness and leverage gateway products 

such as remittances and VSLAs for education.  

Critical 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 Agriculture, Telecommunications and Industry and Trade, 

and a range of donor initiatives. 

  
Priorities Roadmap areas for implementation 

Expanding the reach of 
payments 

¶ Develop the payment eco-system 

¶ Incentivise investment in distribution infrastructure through 

appropriate interchange fee or tax incentives 

¶ Develop partnerships to improve distribution 

¶ Develop mobile money and other agency models 

¶ Finalise NPS legislation, including interoperability 

Leveraging VSLAs to 
enable savings 

¶ Facilitate the establishment of new VSLAs and support existing 

VSLAs 

¶ Explore partnerships between VSLAs and formal providers 

Targeted finance for 
MSMEs and farmers 

¶ Reduce cost of credit over longer term 

¶ Support MFIs as the primary formal providers of MSME and 

agricultural finance 

¶ Improve credit information through credit reference bureaus 

¶ Develop skills for MSMEs and farmers 

¶ Develop supporting environment for MSMEs and farmers 

Niche insurance 
opportunities to reduce 
vulnerabilities 

¶ Develop health finance and microinsurance frameworks 

¶ Explore partnership to extend distribution 

¶ Innovate product design, including payments 

Effective consumer 
empowerment and 
education 

¶ Improve coordination of existing programmes 

¶ Refine the effectiveness of programmes 

¶ Leverage gateway products such as remittances and VSLAs for 

education 

 



 

 
 

1 

1. LƴǘǊƻŘǳŎǘƛƻƴ 

1.1. What is MAP? 

Making Access to Financial Services Possible (MAP) is a multi-country initiative to support financial 

inclusion through a process of evidence-based country analysis. It is a partnership between the United 

Nations Capital Development Fund3 (UNCDF), FinMark Trust4 and the Centre for Financial Regulation 

and Inclusion5 (Cenfri). In each country, it brings together a broad range of stakeholders from within 

government, private sector and the donor community to create a set of practical actions aimed at 

extending financial inclusion tailored to that country6. Financial inclusion is achieved when consumers 

across the income spectrum in a country can access and sustainably use financial services that are 

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 to increased financial inclusion across four core product markets:  

 Credit 

 Payments  

 Savings 

 Insurance 

Table 1: Four core product markets 

{ƻǳǊŎŜΥ !ǳǘƘƻǊǎΩ own 

Why focus on financial inclusion? The MAP approach sees financial inclusion as a means to an end ς 

the end being improved welfare and an impact on the real economy, namely those activities that 

contribute to GDP and economic growth7. Economic theory suggests that financial intermediation can 

fuel real economy impacts 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 the microeconomic or 

ƘƻǳǎŜƘƻƭŘ ƭŜǾŜƭΣ ŦƛƴŀƴŎƛŀƭ ƛƴŎƭǳǎƛƻƴ Ŏŀƴ ƛƳǇŀŎǘ ǇŜƻǇƭŜΩǎ ǿŜƭŦŀǊŜ ŘƛǊŜŎǘƭȅ ōȅ ǊŜŘǳŎƛƴƎ ǘƘŜƛǊ ǘǊŀƴǎŀŎǘƛƻƴ 

costs, enabling them to more efficiently manage risks, allocating capital for productive use and 

                                                
3 UNCDF (www.uncdf.org) is the ¦bΩǎ ŎŀǇƛǘŀƭ ƛƴǾŜǎǘƳŜƴǘ ŀƎŜƴŎȅ ŦƻǊ ǘƘŜ ǿƻǊƭŘΩǎ ƭŜŀǎǘ ŘŜǾŜƭƻǇŜŘ ŎƻǳƴǘǊƛŜǎΦ Lǘ ŎǊŜŀǘŜǎ ƴŜǿ ƻǇǇƻǊǘǳƴƛǘƛŜǎ ŦƻǊ 
poor people and their communities by increasing access to microfinance and investment capital. UNCDF focuses on Africa and the poorest 
countries of Asia, with a special commitment to countries emerging from conflict or crisis. It provides seed capital ς grants and loans ς and 
technical support to help microfinance institutions reach more poor households and small businesses, and local governments finance the 
capital investments ς water systems, feeder roads, schools, irrigation schemes ς ǘƘŀǘ ǿƛƭƭ ƛƳǇǊƻǾŜ ǇƻƻǊ ǇŜƻǇƭŜǎΩ ƭƛǾŜǎΦ 
4 FinMark Trust (www.finmark.org.za) is an independent non-ǇǊƻŦƛǘ ǘǊǳǎǘ ǿƘƻǎŜ ǇǳǊǇƻǎŜ ƛǎ ΨaŀƪƛƴƎ ŦƛƴŀƴŎƛŀƭ ƳŀǊƪŜǘǎ ǿƻǊƪ ŦƻǊ ǘƘŜ Ǉoor by 
ǇǊƻƳƻǘƛƴƎ ŦƛƴŀƴŎƛŀƭ ƛƴŎƭǳǎƛƻƴ ŀƴŘ ǊŜƎƛƻƴŀƭ ŦƛƴŀƴŎƛŀƭ ƛƴǘŜƎǊŀǘƛƻƴΩΦ The trust ǿŀǎ ŜǎǘŀōƭƛǎƘŜŘ ƛƴ aŀǊŎƘ нллн ǿƛǘƘ ŦǳƴŘƛƴƎ ŦǊƻƳ ǘƘŜ ¦YΩǎ 
Department for International Development (DFID). 
5 Cenfri (www.cenfri.org) is a non-profit think-tank based in Cape Town. 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 by conducting research, 
providing advice and developing capacity building programmes for regulators, market players and other parties operating in the low-
income market. 
6 For more information on MAP visit any of the partner websites listed in the footnotes above. 
7 It goes both ways, however. As the discussion in Section 2 will show, the real economy and broader country context also impact the 
scope for financial inclusion by determining the realities within which the target market functions. 
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supporting the accumulation of wealth over 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.  

Figure 1 below summarises the direct and indirect channels through which financial inclusion can 

impact welfare: 

Figure 1: Financial inclusion real economy impact channels 

Source: AǳǘƘƻǊǎΩ ƻǿƴΣ ōŀǎŜŘ ƻƴ Calderón & Liu (2002), King & Levine (1993), and Levine (1997). 

The customer at the core. What sets MAP apart from other diagnostic exercises is the fact that the 

demand-side perspective ς the customer and his/her needs ς is the point of departure for the analysis 

and recommendations. Figure 2 illustrates the MAP logic: 

 

Financial sector 
development

Direct

Transaction costs

Risk mitigation

Indirect

Accumulation and 
allocation of 

capital

Access to services 
and opportunities

DƻǾΩǘ wŜǾŜƴǳŜ

Improved 
welfare

Financial 
inclusion Employment, 

SMME, education, 
health, food 

security
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Figure 2: The logic of the MAP process 

Source: AuthorsΩ own 

As the diagram illustrates, the MAP methodology starts by identifying the different needs 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 seeks to identify 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 seeks to meet the policy 

objective of financial inclusion as a tool to improve welfare and poverty alleviation. 

1.2. Rationale for MAP in Malawi 

Large excluded population. FinScope (2014) indicates that more than half of all Malawi adults remain 

without access to any type 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 productive activities. Access to financial 

ǎŜǊǾƛŎŜǎ ƴƻǘ ƻƴƭȅ Ƙŀǎ ǘƘŜ ǇƻǘŜƴǘƛŀƭ ǘƻ ŜƴƘŀƴŎŜ ƛƴŘƛǾƛŘǳŀƭǎΩ ǿŜƭŦŀǊŜ ōǳǘ ŀƭǎƻ ƘŜƭǇǎ ǘƻ ŘŜƭƛǾŜǊ ƻƴ 

fundamental policy objectives including economic growth and employment generation, by better 

facilitating the growth of MSMEs and farmers, and improving human capital, by providing Malawians 

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

Strong financial inclusion focus but lack of coordination. 9ǾƛŘŜƴŎŜ ƻŦ aŀƭŀǿƛΩǎ ŦƻŎǳǎ ƻƴ ŦƛƴŀƴŎƛŀƭ 

inclusion as a policy focus 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, a number of donors have invested in a variety of financial inclusion-related 

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

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

of the entire sector, to pinpoint those priority areas that will provide the greatest return on resources 

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

ŜȄǇƛǊŜŘ ƛƴ нлмпΦ a!t Ŏŀƴ ōŜ ǳǎŜŘ ŀǎ ŀƴ ƛƴǇǳǘ ǘƻ ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ǇǊƻǇƻǎŜŘ ƴŜǿ ŦƛƴŀƴŎƛŀƭ ƛƴŎƭǳǎƛƻƴ 

strategy, forming a strong information-based 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 Trust Malawi coordinator, Imani Development. 

Scope. This document builds an evidence base across various areas of analysis. It considers 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 process. The diagnostic document is the beginning rather than the end of the road, as it 

provides the basis for an ongoing multi-stakeholder process across government and the private sector 

to develop a financial inclusion roadmap and implement it through an action plan. 

Box 1. What is a financial inclusion roadmap? 

The analogy of a map is central to the MAP approach. MAP is about moving into unchartered territories, in 

the process mapping the potential routes to get to the end-goal of welfare gains through financial inclusion. 

The roadmap is a high-level strategy document that details focus areas and recommendations towards 

achieving the end-goal. The roadmap will be the foundation for the development of an action plan, which 

adds further detail to create an implementable and sustainable plan to improve financial inclusion. The action 

plan will specify specific activities stemming from the roadmap and assign a budget, timeline and 

responsibilities to each. 

The roadmap can be developed into an official Financial Inclusion Strategy adopted by government 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: 

¶ Quantitative demand-side research. The 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 demand-side survey implemented by FinMark 

Trust in a total of 20 countries in Africa and Asia to date. It gauges ǇŜƻǇƭŜΩǎ ǳǎŀƎŜΣ ǇŜǊŎŜǇǘƛƻƴǎ 

and interaction with various financial services, as well as barriers to greater financial services 

penetration. The MAP analysis applies the FinScope survey results to obtain insight into the 

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

profiles of various target market segments. The FinScope Consumer Survey Malawi 2008 was used 

to understand trends over time. The FinScope MSME Survey Malawi 2012 was also used to gain a 

deeper understanding of MSMEs operating in Malawi. FinScope MSME surveys are nationally 

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

their financial lives. The survey looks at owners of micro, small, and medium enterprises, as well 

as individual entrepreneurs. 

 

Qualitative demand-side research. Market research firm Uni-Q Insight in association with Bay 

Technologies was sub-contracted to design and implement qualitative demand-side research as 
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an input to the analysis. Individual interviews were conducted to get insights into the nature of 

ǇŜƻǇƭŜΩǎ ŦƛƴŀƴŎƛŀƭ ƭƛǾŜǎ ŀƴŘ ǘƘŜƛǊ ƛƴǘŜǊŀŎǘƛƻƴ ǿƛǘƘ ǾŀǊƛƻǳǎ ŦƛƴŀƴŎƛŀƭ ǎŜǊǾƛŎŜǎΦ ¢ƘŜ ŦƛƴŘƛƴƎǎ ŀǊŜ ƴƻǘ 

representative of the population 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 2014. A total of 46 respondents were 

interviewed: 29 male and 17 female.  

¶ Stakeholder interviews. In October and November 2014, the diagnostic team met with a total of 

75 stakeholders, including regulatory authorities, government departments, financial institutions 

and support organisations. The purpose was to understand incentives for and constraints to 

financial inclusion and obtain insights into key market trends and data. Appendix 3 contains a list 

of institutions consulted. 

¶ Secondary research. The stakeholder consultations were accompanied by in-depth analysis of data 

contained in regulatory databases or obtained from suppliers. In addition, we analysed various 

ƛƴǎǘƛǘǳǘƛƻƴǎΩ ŀƴƴǳŀƭ ǊŜǇƻǊǘǎΣ ŎƻƴŘǳŎǘŜŘ ŀ ƭƛǘŜǊŀǊȅ ǊŜǾƛŜǿ ƻƴ ǘƘŜ ŎƻǳƴǘǊȅ ŀƴŘ ŦƛƴŀƴŎƛŀƭ ǎŜŎǘƻǊ 

context and analysed relevant pieces of legislation and other documents pertaining to the 

regulatory framework. 

¶ Mystery shopping. Lastly, 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 service from the 

ŎǳǎǘƻƳŜǊΩǎ ǇŜǊǎǇŜŎǘƛǾŜΦ 

 

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 financial inclusion is 

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 segments, as 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 

needs.  

The document from this point is structured as follows: 

¶ Section 2 considers the way in which the country context ς macroeconomic, socioeconomic, and 

physical infrastructure ς shapes the scope for financial inclusion. 

¶ Section 3 analyses the relevance of the regulatory framework in Malawi for financial inclusion. 

¶ Section 4 takes a closer look at the target market for financial inclusion in Malawi It considers the 

economic realities at grassroots 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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¶ Mindful of target market needs and the country and regulatory context, Section 5 then provides 

an overview of current financial services provision in Malawi to set the scene 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. 

¶ Sections 6.1 to 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: 

¶ Current usage ς the profile of usage in the particular product market 

¶ Use cases - the nature and extent of various use cases for the product (see Box 2 below) 

¶ Providers ς an overview of the types and performance of providers serving the particular 

product market. 

¶ Products ς an overview of the suite of available products in the market and their key 

features from a financial inclusion point of view. 

¶ Barriers to access ς 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 opportunities ς concluding on the key gaps and opportunities for serving target 

market needs in the particular product market. 

¶ Section 7 concludes by identifying five key financial inclusion priorities stemming from the target 
market needs and supply-side 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. 

Box 2. What is a use case? 

! άǳǎŜ ŎŀǎŜέ ƛǎ ǎƛƳǇƭȅ ŀƴ ƛŘŜƴǘƛŦƛŜŘ ƴŜŜŘ ƻǊ ŀǇplication for a particular service among the target market, the 

reason why a particular product is demanded. For each product market, there will be several use cases. The 

use cases for a particular product will differ across countries, depending on the context and target market 

ŦŜŀǘǳǊŜǎΦ CƻǊ ŜȄŀƳǇƭŜΣ άǘƻ Ǉŀȅ ōƛƭƭǎέ ƻǊ άǘƻ ǎŜƴŘ ƳƻƴŜȅ ǘƻ ǊǳǊŀƭ ŦŀƳƛƭȅ ƳŜƳōŜǊǎέ Ŏŀƴ ōƻǘƘ ōŜ ŀ ǳǎŜ ŎŀǎŜ ŦƻǊ 

ǇŀȅƳŜƴǘǎΣ ǿƘƛƭŜ άǘƻ ǇǊƻǾƛŘŜ ŦƻǊ ŜŘǳŎŀǘƛƻƴ ŜȄǇŜƴǎŜǎέ Ŏŀƴ ōŜ ŀ ǳǎŜ ŎŀǎŜ ŦƻǊ ŜƛǘƘŜǊ ǎŀǾƛƴƎǎ ƻǊ ŎǊŜŘƛǘΦ  

The use cases identified in Section 6 are intended to focus the discussion on the actual or potential needs 

expressed in the market and the prospective roles that a particular product could fulfil. The use cases for 

each product market are identified based on the qualitative and quantitative demand-side research, along 

with an overview of products on the market and insights from provider interviews. 
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2. /ƻƴǘŜȄǘ ŘǊƛǾŜǊǎ ƻŦ ƳŀǊƪŜǘ ŘŜǾŜƭƻǇƳŜƴǘ  

The financial sector forms part of a broader economic and social context that shapes market 

outcomes, demand-side realities and functioning of the financial sector in and of itself. This section 

unpacks the key contextual drivers of financial market development across the macroeconomic 

context, socio-economic and demographic context. The key context drivers of relevance to the rest of 

the analysis are summarised below. 

Key findings: context drivers 

¶ Significant macro-economic challenges persist to undermine the business case and value proposition of 

formal financial services. 

¶ High-levels of poverty reduces demand. 

¶ Infrastructure limitations increase distribution costs beyond viable private provision. 

¶ Agricultural dependence increases the risk to serve the market. 

¶ Role of donors substantial in provision.  

2.1. Macroeconomic context 

A poor, but growing economy. Malawi has a Gross Domestic Product (GDP) of USD 4.3 billion, 

amounting to USD 780 per capita (PPP8). On this measure it is the poorest country of its neighbours 

and the third poorest country in the world. The average economic growth rate over the last 10 years 

has been 5%. However, this rate has been volatile and slumped to 2% in 2012 (World Bank, 2013). The 

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 2014 (Mwanakatwe, 2014). 

Agriculture biggest contributor to GDP. Figure 3 illustrates that agriculture is the main sector 
comprising 32% of total economic output. The second biggest sector is the wholesale, retail trade and 
accommodation sector comprising 18% of GDP, followed by the financial and real estate services 
ǎŜŎǘƻǊ όмп҈ύ ŀƴŘ ƳŀƴǳŦŀŎǘǳǊƛƴƎ ǎŜŎǘƻǊ όмл҈ύΦ 9ŀŎƘ ǎŜŎǘƻǊΩǎ ǎƘŀǊŜ ƻŦ D5t Ƙŀǎ ǊŜƳŀƛƴŜŘ ŦŀƛǊƭȅ Ŏƻƴǎǘŀƴǘ 
in the last 5 years.  

 

                                                
8 tǳǊŎƘŀǎƛƴƎ tƻǿŜǊ tŀǊƛǘȅ όtttύ ŎƻƴǾŜǊǎƛƻƴ ŦŀŎǘƻǊ ƛǎ ǘƘŜ ƴǳƳōŜǊ ƻŦ ǳƴƛǘǎ ƻŦ ŀ ŎƻǳƴǘǊȅΩǎ ŎǳǊǊŜƴŎȅ ǊŜǉǳƛǊŜŘ ǘƻ ōǳȅ ǘƘŜ ǎŀƳŜ ŀƳƻǳƴt of 
goods and services in the domestic market as a USD would buy in the United States (World Bank, 2015). It makes the comparison of 
economic values across countries more accurate. 
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Figure 3: GDP breakdown per sector, 2013 

Source: Ministry of Finance, Economic Planning and Development, 2014 

Reliance on agriculture makes economy vulnerable to exogenous shocks and external price setting. The 
importance of agriculture to the Malawian economy leaves the Malawian population very exposed to 
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, 2012). Furthermore, the 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 in resources due to oil discovery. The overall contribution of the mining 
sector remains 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 Uranium9, accounting for the 
largest share of the value of mining output in Malawi. Other major mining commodities include rock 
aggregate used in the production of concrete, coal and agricultural lime (Ministry of Finance, Economic 
Planning and Development, 2014). The mining sector has the potential to become a significant 
contributor to GDP in light of the potential oil discovery that was made in the Northern district of 
Malawi. No definite reserves have been found as yet. 

Box 3. Agriculture sector context 

Land mainly used for agricultural purposes. Sixty per cent of land in Malawi is used for farming activities. The 
agricultural sector can be divided into two sub-categories: the estate (commercial) agricultural sector and the 
smallholder sector. Smallholder farmers mainly focusses on producing staple crops such as maize, with many 

                                                
9 ¢ƘŜ ƭŀǳƴŎƘ ƻŦ ǘƘŜ YŀȅŜƭŜƪŜǊŀ ¦ǊŀƴƛǳƳ aƛƴŜ ƛƴ нлмн ǎŀǿ ǘƘŜ ƳƛƴƛƴƎΩǎ ǎŜŎǘƻǊ ƻǳǘǇǳǘ ǎƻǊŜ ōȅ мпΦф҈Φ DǊƻǿǘƘ ƛƴ нлмо ǿŀǎ ŀ ōƛǘ ƳƻǊŜ 
constrained at 7.6%.  This was mainly the result of lower levels of output 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 
Kayelekera mine (Ministry of Finance, Economic Planning and Development, 2014). 
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farming for subsistence. It is estimated that only 15% of maize is marketed. The smallholder sector accounts 
for approximately 60% of agricultural output and the majority of farmers. Therefore, the estate sector 
accounts for approximately 40% output, with significantly fewer farmers This implies that the agricultural 
sector is decentralised with many individuals engaging in farming activities. Production levels from these 
smallholder farmers is constrained by the size of their land under cultivation, which restricts their ability to 
be commercially viable (Chirwa & Matita, 2012). In 2011, it was estimated that the average smallholder 
farmer utilizes less than 1 hectare of cultivated land. Given the trend in the population growth rate, it has 
probably decreased further since then (Ministry of agriculture and food security, 2011).  

Agriculture in Malawi is critically dependent on rainfall. 99% of agricultural land remains under rain-fed 
cultivation. Consequently, agricultural production is very susceptible to adverse weather conditions, such as 
ŘǊƻǳƎƘǘǎΦ ¢Ƙƛǎ Ƙŀǎ ǎƛƎƴƛŦƛŎŀƴǘ ƛƳǇƭƛŎŀǘƛƻƴǎ ŦƻǊ aŀƭŀǿƛΩǎ ŦƻƻŘ ǎŜŎǳǊƛǘȅ ŀƴŘ ǘƘŜ ǎǳǊǾƛǾŀƭ ƻŦ ǘƘŜ ŜȄǘǊŜƳŜ ǇƻƻǊ ƛƴ 
the country (Ministry of agriculture and food security, 2011).  

Farm input subsidy programme (FISP) key to food security. Throughout its history, Malawi has always been 
vulnerable to food insecurity. The industry is exceedingly at risk to exogenous shocks due to adverse weather 
conditions (as discussed above) and lack of risk mitigation infrastructure such as irrigation. As a consequence, 
government resorted to an input subsidy as a tool to raise productivity and achieve acceptable levels of food 
reserves as an insurance against food shortages. This initially focused on a wide range of crops, but has 
recently narrowed to focus on maize and legumes. Notably, Malawi has only ever produced surplus maize 
when the government provided fertilizer subsidies. While the promotion of maize is important for food 
security, there has been a caution that the subsidy could detract from farmers focusing on higher earning 
cash crops. (Pauw & Thurlow, 2014).  

Table 2 below indicates the total production and area of land used to cultivate each of the 8 main crops10 in 
Malawi. 

Crop IŀǊǾŜǎǘ ŀǊŜŀ όΨллл Ƙŀύ Metric ton production 

Tobacco 120 132,849 

Sugarcane 27 2,900,00011 

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 

Table 2: Area and production of difference crops in Malawi (2013) 

Source: FAO, 2013 

Unmanufactured tobacco ƛǎ ŜǎǎŜƴǘƛŀƭ ŦƻǊ aŀƭŀǿƛΩǎ ƛƴǘŜǊƴŀǘƛƻƴŀƭ ǘǊŀŘŜΦ 5ŜǎǇƛǘŜ ǘƘŜ ǘƻǘŀƭ ƻŦ ǇǊƻŘǳŎǘƛƻƴ ƻǳǘǇǳǘ 

of tobacco being relatively small compared to the other crops, it contributes more than half to total exports 

in value. In 1992 tobacco production was liberalised, which led to an increase of smallholder farmers growing 

the crop. (Chirwa & Matita, 2012). The entry of smallholder farmers into the tobacco market, reduced farming 

productivity and increasing logistical costs initially caused tobacco crop yields to decrease substantially 

                                                
10 Main crops are defined as the crops making the largest contribution towards exports and/or food security. The crops are ranked 
according to 2014 export value. 
11 FAO estimate (FAO, 2012) 
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(Jaffee, 2003). However, in recent years, tobacco crop yields have recovered from its slump and increased to 

1.1 metric ton per hectare in 2013 with evidence of a rising trend (FAO, 2013). 

Maize ƛǎ aŀƭŀǿƛΩǎ Ƴƻǎǘ ƛƳǇƻǊǘŀƴǘ ŎǊƻǇ ŦǊƻƳ ŀ ǎǳōǎƛǎǘŜƴŎŜ ǇŜǊǎǇŜŎǘƛǾŜΦ Lǘ ƛǎ ǘƘŜ ǇǊƛƳŀǊȅ ŎǊƻǇ ǇƭŀƴǘŜŘ ƛƴ 
Malawi to ensure food security and currently is under an export ban to ensure the usage of the crop for this 
domestic need. As a result of the high incidence of subsistence farming, Malawi is deemed food insecure if 
maize supply is below the minimum food requirement. As indicated in table 1, the area on which maize is 
cultivated far exceeds that of any other crop. This is due to most smallholder farmers cultivating maize in at 
least a small area of their land for sale or consumption (Chirwa, 2013).  

Sugarcane is, after tobacco, economically the most valuable crop in Malawi. It holds the second highest export 
value (more than twice that of tea which is ranked third). It also the crop with the second highest export 
volume, after maize, and it beneficiation has been targeted by the NES as a priority. In the last ten years, the 
area on which sugarcane is grown has increased by 35% and production has increased by 38% (FAO, 2014). 

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

Oil seeds are identified as one of the key areas for agricultural growth in the National Export Strategy (NES) 
of Malawi. In the last 10 years, production has increased by 178% and the area on which oil seeds are grown 
have increased by 85%. This indicates a significant rise in the yields of oil seed crops.  

The remaining main crops, amongst others, have been prioritised by the Malawian government for export 
and/ or agro-processing as part of an overall drive to increase the productivity of the agricultural sector.  

Current account deficit driving a focus to reshape production. The 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, negative trade gap12 of 23% of GDP. For this period, imports 
were more than double that of exports (Mwanakatwe, 2014).13 Figure 4 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 food stuffs to 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 exports and imports. 
13 aŀƭŀǿƛΩǎ Ƴŀƛƴ ǘǊŀŘŜ ǇŀǊǘƴŜǊǎ ŀǊŜ {ƻǳǘƘ !ŦǊƛŎŀΣ ǘƘŜ 9ǳǊƻǇŜŀƴ ¦ƴƛƻƴ ŀƴŘ /ƘƛƴŀΦ !ƭƳƻǎǘ ŀ ǘƘƛǊŘ ƻŦ ŜȄǇƻǊǘǎ ŀǊŜ ŘŜǎǘƛƴŜŘ ŦƻǊ ǘƘŜ 9uropean 
Union, making it the biggest importer of Malawian goods. South Africa is the origin of the largest share of imports to Malawi at 22% of 
total imports (World Trade Organisation, 2013) 
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Figure 4: 2013 trade composition of Malawi 

Source: United Nations, 2014 

Significant constraints to trade due to land-locked nature and poor infrastructure. The 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 trade in MaƭŀǿƛΦ aŀƭŀǿƛΩǎ 
landlocked geography and poor infrastructure drives up trading costs. The 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 burdensome requirements greatly affect the comparative 
advantage that Malawi may otherwise have in certain goods and services. 

Increasing levels of regional integration to foster trade. Malawi is engaged in a variety of bilateral, 
regional and multilateral trade relations to gain enhanced engagements with global markets. It 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 COMESA customs union and SADC free trade 
area. The government of Malawi has committed itself to reducing non-tariff 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, it is also in the process of implementing trade facilitation 
measures within the framework of SADC and COMESA to simplify and harmonize the documentation 
requirements for regional trade (Mwanakatwe, 2014). 

Donor dependence of the public sector being substituted for debt. Figure 5 indicates the composition 

of the funding of the Malawian government budget. The largest share of the budget is financed from 

taxes and 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 in 201214 and the 

subsequent withdrawal of a large proportion of donor funding the 2013 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%. The 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 looting of large 
sums of donor money. Many high level government 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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Figure 5: Composition of budget financing (2012 and 2013) 

Source: Ministry of Finance, Economic Planning and Development, 2014 

Box 4. Donor landscape in Malawi 

Large and volatile aid flows to Malawi. Donor involvement in Malawi has increased substantially in the last 

ŦŜǿ ŘŜŎŀŘŜǎΦ aŀƭŀǿƛΩǎ aƛƴƛǎǘǊȅ ƻŦ Finance, Economic Planning and Development (2011) estimates that total 

donor aid flows to Malawi were more than 1 billion dollars in 2011. Figure 6 below illustrates the size of total 

official development assistance (ODA) flows to Malawi in US dollars from 1960 to 2012. It is clear that donor 

involvement increased significantly from the 1980s, with total aid rising up to 41% in 199415. In 2012, total 

ODA aid flows into Malawi was estimated at 29% of GNI. The graph illustrates the volatility of aid flows to 

Malawi. This see-saw pattern holds true for the past decade and is very inhibiting for long term planning and 

stability. 

                                                
15 1994 was the first time that Malawi held democratic elections 

2012
budget

2013 budget
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Figure 6: Official development assistance flows to Malawi 

Source: World Bank, 2012 

Donors are involved in all the economic sectors in Malawi with varying contributions.16 The launch of the 

Millennium Development Goals (MDGs) in 2000 did much to enhance and coordinate donor aid, as well as 

prioritise certain sectors for intervention within Malawian society. Details of the 10 largest donors for the 

2011 financial year are below in Table 4: 

Donor Number of projects Aid disbursement in USD 

USAID 13 124,503,992 

World Bank 19 123,904,806 

DfID 39 110,079,528 

Global Fund 5 109,650,178 

European Union 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 

Table 3: Sizing donor activity in Malawi (2011) 

Source: Ministry of Finance, Economic Planning and Development, 2011 

                                                
16 Health care the biggest receiver of aid. 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 numerous health related challenges that 
Malawian society have experienced in recent history. Agriculture is the sector with the second largest donor presence, counting for 18% of 
all donor projects. This is mostly likely because of the pivotal role that agriculture plays in the combatting of poverty, especially in Malawi 
where 90% of the population is engaged in farming in some form or another. 
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LƴŦƭŀǘƛƻƴ ƛǎ ŎƻǊŜ ǘƻ aŀƭŀǿƛΩǎ ƳŀŎǊƻŜŎƻƴƻƳƛŎ ǎǘǊǳƎƎƭŜǎΦ High inflation has consistently plagued the 
economy since 2012. Figure 7 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 food and non-alcoholic 
beverages. The other major categories are housing, water and electricity (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 result of the knock-on effects from the liberation of the exchange rate and a drought that 
significantly affected food supply during that period. 

Figure 7: Inflation and exchange rate trends 

Source: Reserve Bank of Malawi, 2015 

Foreign exchange shortages hampers economic activity. The exchange rate was liberalised in 2012 
through the adoption of a flexible exchange rate regime.17 From Figure 7 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 the foreign 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 indicators. Private sector development is essential to 
ŀŎƘƛŜǾŜ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ Ǿƛǎƛƻƴ ƻŦ ŀ ǇǊƻŘǳŎǘƛǾŜ ŀƴŘ ŜȄǇƻǊǘ ŜŎƻƴƻƳȅΦ IƻǿŜǾŜǊΣ ŀŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ 
World Bank (2014) the private sector is severely constrained. Malawi is ranked 164th out of 189 
countries in the 2014 Ease of Doing 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 at which the 
currency traded on parallel market. There were also numerous episodes of significant foreign exchange shortages, which greatly restricted 
ǘǊŀŘŜΦ ¢ƘŜǎŜ ǘǿƻ ŦŀŎǘƻǊǎ ǿŜǊŜ ǳƭǘƛƳŀǘŜƭȅ ǘƘŜ LaCΩǎ ƳƻǘƛǾŀǘƛƻƴ ŦƻǊ ǇǊŜǎǎǳǊƛƴƎ aŀƭŀǿƛ ǘƻ ŀŘƻǇǘ ŀ ŦǊŜŜ ŦƭƻŀǘƛƴƎ exchange rate (IMF, 2012).  
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average.18 Figure 8 below shows a breakdown of how Malawi is performing against the indicators that 
make up this figure.  

 

Figure 8: Ease of doing business indicators (world ranking)19 

Source: World Bank, 2014 

Macroeconomic environment constrains effective functioning of businesses, including financing service 
providers. High inflation, a volatile exchange rate, limited supply of FOREX, poor infrastructure and 
low economic growth all contribute to significant macroeconomic volatility and risk. The private sector 
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 ς especially in the financial sector in which institutions are sensitive to risks. 
/ƻƴǎŜǉǳŜƴǘƭȅΣ ǘƘŜ ƳŀŎǊƻŜŎƻƴƻƳƛŎ Ǿƻƭŀǘƛƭƛǘȅ ƛƴƘƛōƛǘǎ ǘƘŜ ŦƻǊƳŀƭ ŦƛƴŀƴŎƛŀƭ ǎŜŎǘƻǊΩǎ ŀōƛƭƛǘȅ ŀƴŘ ŀǇǇŜǘƛǘŜ 
to expand business activities and move down market. 

Box 5. MSME landscape 

The development of Micro, Small and Medium (MSME) businesses falls under the mandate of the Ministry of 

Trade and Industry. The ministry defines MSMEs in Malawi as indicated in the table below: 

                                                
18 The average ranking for Sub Sahara Africa is 142/189. 
19 The number next to the indicator shows where Malawi is ranked compared to the other 189 participating countries. 
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MSME classification Number of employees Annual turnover (MK) 

Micro 1 - 4 Up to 120,000 

Small 5 ς 20 120,001 to 4mil 

Medium 21 ς 100 Above 4mil to 10mil 

Large 100 + Above 10mil 

Table 4: Official definition of MSMEs in Malawi 

Source: Ministry of Trade and Industry, 2012 (draft) 

Many MSMEs born out of necessity. !ŎŎƻǊŘƛƴƎ ǘƻ Cƛƴ{ŎƻǇŜΩǎ MSME survey (2012) 38% of MSME owners 

indicated that they established the business because they did not have any alternative to earn income. 

Therefore, a large proportion of MSMEs in the country are mainly reluctant entrepreneurs that operate 

survivalist businesses, which are unlikely to employ many people. Of the remaining MSMEs, more than half 

were established because their owner recognised a market opportunity20. Table 5 below indicates various 

descriptive characteristics of MSMEs in Malawi: 

 

Malawi MSME profile 

Overview Total number of MSMEs: 987,480 

Total number of employees: 1,050,320 

Size distribution 59% self-employed; 33% micro; 7% small; 1% medium.  

Location Northern district: 11%; Central district: 48%; Southern district: 41% 

Area Rural: 85%; urban: 15% 

Gender distribution Male 53%; female: 47% 

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

Registration 8% of MSMEs have business licences 

Table 5: MSME profiles in Malawi 

Source: FinScope MSME, 2012 

MSMEs are mainly micro, rural, male run and unregistered. The majority (59%) of MSMEs are self-employed 
individuals with no employed staff. The remaining 41% employs more than a million individuals and consists 
mostly of micro enterprises. The geographic distribution is similar to that of the rest of the population. In 
contrast, the share of male owned MSMEs are higher than the population share of males. In aggregate, very 
few (8%) MSMEs are formally registered. However, Eighty two per cent of medium-sized MSMEs indicated 
that they are trading under a business licence. 
 
High concentration of MSMEs in agricultural sector. Table 5 indicates that the majority (63%) of MSMEs are 
engaged in the agricultural sector. This further highlights the importance of the agricultural sector to the 
economy. Not only is it an invaluable part of society in terms of food security and productive outputs, but 
also because of the link to a vital growth area of the private sector.  
 
Access to finance and low demand primary constraints to growth. Thirty four per cent of MSMEs regarded a 
lack of access to financing as the main obstacle to expanding their business operations. The second most 
popular response was a lack of demand for their products at 9%, followed by bad weather (6%) and 
ǘǊŀƴǎǇƻǊǘŀǘƛƻƴ όр҈ύΦ aŀƭŀǿƛΩǎ ƘƛƎƘ ƛƴŦƭŀǘƛƻƴ ŀƴŘ ƛƴǘŜǊŜǎt rate environment greatly increases the risk of 
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lending to MSMEs. The 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 the financing 
necessary to implement their ideas. Section 4.3.3.2 elaborates more on this topic. 

 

2.2. Socio-economic and demographic context 

Figure 9: Map of Malawi 

Source: Ezilon.com, 2015 

Landlocked, and geographically the smallest of all its neighbours. Malawi is located in South-Eastern 

Africa and borders Zambia on the West, Mozambique on the South and Tanzania on the North-East. 

There is no access to the ocean except through one of its eastern neighbours. The total land area of 

Malawi is 118,480 km2, which includes 24,404 km2 of water surface.  

Densely populated country with a predominantly rural population. Malawi has a population of 

16,362,567 people with a population density of 138 individuals per square kilometre. This makes 

Malawi one of the most densely populated countries in Sub-Saharan Africa (World Bank, 2013). Fifty 

five per cent of Malawians are adults. Figure 10 indicates that 57% of adults are female. The majority 

(85%) of the population live in rural areas. 

                                                
20 hǘƘŜǊ ǊŜŀǎƻƴǎ ŦƻǊ ǎǘŀǊǘƛƴƎ ŀ ōǳǎƛƴŜǎǎ ƛƴŎƭǳŘŜǎ άƛƴǘŜǊŜǎǘŜŘ ƛƴ a particular product or service 6%), wanted to be own boss (5%), wanted to 
όр҈ύέ 
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Figure 10: Adult population split across gender, rural-urban distribution and age 

Source: FinScope, 2014 

Increasing population growth rate has driven increases in urbanisation. Between 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 subsequent years 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 population (Ministry of 

Lands and Housing, 2013). 

SADC the primary destination for Malawian migrants. The United Nations reported there were 

267,564 Malawians residing outside the country in 2013. The majority of them (90%) currently resides 

in different SADC countries. Other popular destinations for Malawian 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 property. Approximately 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 investments because of the legal uncertainty that 

exists concerning the ownership 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 the community and is normally not recorded in writing (Centre for Affordable Housing 

Finance, 2014).  

The majority of the population live below the breadline. Poverty in Malawi remains high despite 

recording positive GDP growth in recent years. The World Bank (2013) estimates that 72% of 

Malawians live on less than USD 1.25 (PPP) a day. Figure 11 below depicts the income distribution of 

Malawi. The distribution 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.  

 

Figure 11: Monthly income distribution 

Source: FinScope, 2014 

Social protection programmes provide essential safety net to most vulnerable in society. The Ministry 

of Finance, Economic Planning and Development όнлмпύ ŜǎǘƛƳŀǘŜǎ ǘƘŀǘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ǎƻŎƛŀƭ 

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, the public 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 many destitute Malawians. In 

general, social protection programmes have been crisis orientated purely to act as a safety net in times 

of great need. To provide longer term solutions to poverty, the government has implemented the farm 

input subsidy programme. Agriculture data seems21 to indicate that this programme has been quite 

successful in capacitating smallholder farmers to achieve crop yields necessary for food security.22 

However, there are concerns regarding the financial affordability of this programme as it has been 

expensive to implement (Charman, 2012).  

Poverty and subsistence economy adversely affects education attainment. The World Bank (2013) 

estimates that the adult literacy rate in Malawi is 61%. Malawian males are significantly more literate 

(72%) than females (51%).23 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 numerous occasions, 
because there have been evidence of data tampering. 
22 In 2010 it was estimated that Malawi requires at least 2.5 million tons of maize to achieve food security. In 2010 Malawi produced 
almost 3.5 million tons of maize. 
23 According to a report by Ripple Africa (2015), 42% of girls drop out of education prematurely because of early marriage or pregnancy. 
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rate). Primary education usually starts when children are aged 6 years old and lasts 8 years, from 

ǎǘŀƴŘŀǊŘ м ǘƻ ǎǘŀƴŘŀǊŘ уΦ 9ƴƎƭƛǎƘ ƛǎ ǇǊƛƻǊƛǘƛǎŜŘ ǘƘǊƻǳƎƘƻǳǘ ŎƘƛƭŘǊŜƴΩǎΩ ǎŎƘƻƻƭ ȅŜŀǊǎ ŀƴŘ ŀƭƭ ǎǳōƧŜŎǘ ŀǊŜ 

taught in English from standard 5. Secondary education consists of 4 forms, each form lasting 1 year.24 

Secondary schools are not free and the yearly enrolment fees range between USD 30 and USD 1050. 

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 forgone income when 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 limited and largely as a result of low secondary education completion 

rates (Ripple Africa, 2015). 25 

Life expectancy increasing as health care improves. As mentioned above, Malawi has historically been 

plagued by a high disease burden and infant mortality rate. In 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 

national health care expenditure increased from USD 12 per capita to USD 25 per capita. For this same 

period, donor funding of health care increased from USD 40 per capita to USD 85 per capita. The 

increased level of resources in health care contributed to the significantly improved health results. It 

also affected the cost of health care for individuals. Out-of-pocket expenditure on health care 

decreased from 26% to 9% of total expenses (World Health Organisation, 2014).  

Box 6. Overview of the Malawian healthcare system 

The Malawian health system consists of three different levels. Primary health care is mainly provided through 

community based programmes such as community health care centres and hospitals. At a secondary level, 

care is provided via district and CHAM26 hospitals. Tertiary care is administered through central hospitals. 

Table 6 below indicates 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 

organization 

13 0 0 7 20 

Total 901 100 6 52 1059 

Table 6: Facilities by type and ownership 

Source: World Health Organisation, 2009 

                                                
24 After the first two forms the pupil writes a junior certificate examination, which is a requirement to enrol in the last two years of 
secondary school. A senior certificate examination is written at the end of form 4. Only 14% of individuals that enrol in secondary 
education completes the junior certificate examination.  
25 Only 0.8% of the population enrolled in tertiary education in 2011 (World Bank, 2013).  
26 CHAM (Christian Health Association of 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 burden27. HIV/AIDS is the biggest killer in Malawi. In 2012, 27.1% (40,800) of deaths was 

attributable to HIV/AIDS. The disability-adjusted life years lost (DALY) due to HIV/AIDS increased in the excess 

of 200% for the period between 1990 and 2010. However, this figure peaked in 2000 and is on a downward 

trend. Malaria is the second biggest cause of DALYs in Malawi and responsible for 6.3% of total deaths in 

2012. Similar to HIV/AIDS, the health burden of malaria is slowly decreasing. Lower respiratory infections are 

the second biggest killer in Malawi, causing 8.6% of total deaths. The DALYs of lower respiratory infections 

increased slightly, but is on an upward trend. The mortality rates and DALYs of historically burdensome health 

issues, such as diarrhoeal diseases and protein-energy malnutrition, are trending downwards (Institute for 

Health Metrics and Evaluation, 2012; World Health Organisation, 2012). 

Despite the marked improvement in health care outcomes, there is still considerable scope to do more. 

Malnutrition is very prevalent with approximately 47% of children aged under 5 years of age being stunted. 

There is also a significant shortage in health care personnel. In Malawi there is only 1 doctor per 50,000 

people, compared to 13 per 50,000 people in the rest of Africa (World Health Organisation, 2012).  

Crime and social disorder an increasing concern in Malawi. The crime and safety situation in Malawi is 

a growing concern, especially with a high urbanisation rate and limited economic opportunities. 

Criminal activity is 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 crimes.28 The continued negative effect of 

alcohol in Malawian society has prompted the government to establish a National Day on no harmful 

use of alcohol (Eide et al.Σ нлмоύΦ tǳōƭƛŎ ǇǊƻǘŜǎǘ ŜǾŜƴǘǎ ƘŀǾŜ ŎƻƴǘƛƴǳŜŘ ǎƛƴŎŜ нлммΣ ŀǎ ǘƘŜ ǇǳōƭƛŎΩǎ 

discontent with the current economic 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 anti-government protest in 2011 which resulted in at least 20 civilian deaths (Overseas 

Security Advisory Council, 2014). 

2.3. Infrastructure context 

Limited infrastructure to facilitate domestic and international trade. The World Economic Forum 

όнлмпύ ǊŀƴƪŜŘ ǘƘŜ ƻǾŜǊŀƭƭ ǉǳŀƭƛǘȅ ƻŦ aŀƭŀǿƛΩǎ ƛƴŦǊŀǎǘǊǳŎǘǳǊŜ ŀǎ мму ƻǳǘ ƻŦ мпп ŎƻǳƴǘǊƛŜǎΦ ¢Ƙƛǎ Ǌŀƴƪing 

ƻŦ άƛƴŀŘŜǉǳŀǘŜ ǎǳǇǇƭȅ ƻŦ ƛƴŦǊŀǎǘǊǳŎǘǳǊŜέ is considered the third biggest constraint on business activity. 

The World Bank (2013) estimates that Malawi has road network of 15,451 kilometres, of which 45% 

is paved. The railway network in Malawi is limited. The 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 deep-water port at Nacala. This link to the ocean is essential for 

international trade. The road and railway infrastructure is ranked 99th and 89th out of 144, respectively. 

Malawi has one international airport, which is located in its capital city, Lilongwe. The African 

Development Bank (AfDB) has agreed to fund a feasibility study for 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 government is also a key contributor to infrastructure development in Malawi.29 

                                                
27 Disease burden is measured as Disability-Adjusted Life Years (DALYs), which is the sum of life lost due to premature mortality and years 
of health life lost due to disability. This 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 physical assault cases. 
29 China has proved a willing partner to the Malawian government to assist it in tackling the major infrastructural challenges in the 
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).  



 

22 

Poor electrification with significant supply shortages. According to the World Bank (2013), only 8.7% 

of Malawians have access to electricity. There is significant differences in electrification 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. Hydropower accounts for 94% of generated energy. The power utility has 

struggled to generate sufficient power to supply the meagre grid with enough and consistent 

electricity flows.30 This is support by the FinScope (2014) survey, in which only 9.5% of urban adults 

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

Access to an improved water source31 high, but limited access to sanitation. Most (85%) Malawians 

have access to piped water on their premises, with 95% of urban individuals and 83% 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 in Malawi. The World Bank (2013ύ ŜǎǘƛƳŀǘŜǎ ǘƘŀǘ aŀƭŀǿƛΩǎ 
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 that Malawi 
has access to. The Malawian government has implemented a variety of irrigation strategies32 to 
ŜȄǇŀƴŘ ǘƘŜ ǊŜŀŎƘ ƻŦ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ƛǊǊƛƎŀǘƛƻƴ ƴŜǘǿƻǊƪΦ Lǘ ŜǎǘƛƳŀǘŜǎ ǘƘŀǘ ǘƘŜǎŜ ƛƴƛǘƛŀǘƛǾŜǎ ƛƴŎǊŜŀǎŜŘ 
irrigation-fed agricultural land by 2,759 hectares to the benefit of 72,000 farmers (Ministry of Finance, 
Economic Planning and Development, 2014). However, this only represents a very small proportion of 
total arable land. 

High mobile penetration, despite limited levels of electrification. Approximately 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 Mobile Association, 2012). The cost 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 and unreliable access to electricity, the trend in mobile subscribers 

have been steadily upwards over the past few years (ITU, 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 down-time and significant periods sub-optimal 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 multi-party democratic system with a liberal democratic constitutional order. Malawi is a democratic 

republic with two spheres of government: national and local. The executive consists of a president, a 

first and second vice-president and a cabinet. The president is the head of state and can be elected 

for a maximum of two five-year 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 Assembly that has 193 members elected by popular vote. Malawi has an independent 

judiciary that comprises of a Constitutional Court, High Court, Supreme Court of appeal and lower 

                                                
30 To address the unstable electricity supply, the Malawian government has signed a USD 667 million deal with a Chinese energy company 
(Thindwa, 2014). 
31 Access to an improved water source refers to the percentage of the population using an improved drinking water source. The improved 
ŘǊƛƴƪƛƴƎ ǿŀǘŜǊ ǎƻǳǊŎŜ ƛƴŎƭǳŘŜǎ ǇƛǇŜŘ ǿŀǘŜǊ ƻƴ ǇǊŜƳƛǎŜǎ όǇƛǇŜŘ ƘƻǳǎŜƘƻƭŘ ǿŀǘŜǊ ŎƻƴƴŜŎǘƛƻƴ ƭƻŎŀǘŜŘ ƛƴǎƛŘŜ ǘƘŜ ǳǎŜǊΩǎ ŘǿŜƭƭƛƴƎΣ plot or 
yard), and other improved drinking water sources (public taps or standpipes, tube wells or boreholes, protected dug wells, protected 
springs, and rainwater collection). 
32 These strategies include: The smallholder crop production and marketing project 
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ƭŜǾŜƭ ƳŀƎƛǎǘǊŀǘŜǎΩ ŎƻǳǊǘǎ ό/ƻƳƳƻƴǿŜŀƭǘƘ [ƻŎŀƭ DƻǾŜǊƴƳŜƴǘ CƻǊǳƳΣ нлмнύΦ !ŦǘŜǊ ƛƴŘŜǇŜƴŘŜƴŎŜ ŦǊƻƳ 

British rule in 1964, Malawi was under the 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 reduction through economic development a priority for government. Throughout the policies 

of the Malawian government, it is clear that the government has 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 inclusion in Malawi: 

¶ The Malawi Growth and Development Strategy II (MGDS II)Φ aD5{ LL ƛǎ aŀƭŀǿƛΩǎ ƻǾŜǊŀǊŎƘƛƴƎ 

medium term strategy designed to attain its long term growth and development aspirations.  

¶ Financial Sector Development Strategy (FSDS) 2010 - 2015. 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.  

¶ National Strategy for Financial Inclusion (NSFI). The NSFI focuses specifically on improving the 

delivery of quality and diverse financial services to those that are currently excluded from the 

financial sector.  

High donor involvement, but volatile. As discussed in Box 4 aid flows to Malawi are highly volatile. 

Since the transition to a multiparty democracy in 1994, and the subsequent increase in donor funding, 

donors have not hesitated to withdraw funding when there were reports 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 Malawi totalled USD 1,046 billion in 2011 (26% of GDP) and USD 552 million 

in 2012 (13% of GDP). For a country so heavily dependent on foreign aid, the subsequent withdrawal 

of USD 150 million in budgetary support came at a great cost to the economy and society (Dionne, 

2014).  
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3. wŜƎǳƭŀǘƻǊȅ ŀƴŘ ǇƻƭƛŎȅ ŦǊŀƳŜǿƻǊƪ  

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 overview of 

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 encourage inclusion through: 

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

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

¶ Allowing deposit taking by microfinance providers.  

¶ Changing bank data collection strategies to promote inclusion. 

¶ The introduction of financial literacy and consumer protection initiatives. 

¶ Establishing a unit responsible for financial inclusion within the Ministry of Finance. 

¶ Encouraging risk mitigation through considering microinsurance initiatives.  

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

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

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

¶ No population register or National ID  

¶ Self-risk assessment is required by financial services providers to meet AML/CFT requirements 

¶ Lack of electronic transactions and communications legislation  

¶ NPS bill delayed and lacks interoperability requirement 

¶ No comprehensive credit regulation  to clarify market conduct requirements 

¶ Uncertainty over jurisdictional authority of different consumer protection regulatory bodies 

¶ Exchange control and export control cause distortions in the market 

¶ The Pension Act places onerous requirements on small businesses 



 

25 

¶ The definition of banking business is unclear 

¶ The MSME policy remains in draft since 2012 

aŀƭŀǿƛΩǎ ǊŜƎǳƭŀǘƻǊȅ ŦǊŀƳŜǿƻǊƪ Ƙŀǎ ǎǳŦŦŜǊŜŘ ŦǊƻƳ ŦǊŜǉǳŜƴǘ ǎǘǊǳŎǘǳǊŀƭ ŎƘŀƴƎŜǎΦ tŀǊǘƭȅ as a result of this the 

ŎƻǳƴǘǊȅΩǎ ŎƻǳǊǘǎ ŀǊŜ ōƻǘƘ ƛƴŜŦŦƛŎƛŜƴǘ ŀƴŘ ƛƴŜŦŦŜŎǘƛǾŜΣ ŎƻƴǎǘƛǘǳǘƛƴƎ ŀ ƳŀƧƻǊ Ǌƛǎƪ ŀƴŘ Ŏƻǎǘ ŦƻǊ ŦƛƴŀƴŎƛŀƭ ǎŜǊǾƛŎŜ 

providers, particularly in the provision of credit. 

 

3.1. Policy environment 

Frequent policy reversals contribute to environmental 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 decline (World 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 therefore cost. 

Financial sector policy often driven by donor agenda. There is a very close correlation between 

development partner policy assistance frameworks, financial sector policy changes and financial 

sector development. Very limited financial sector development occurs that 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 MGDS II. Malawi currently operates under one consolidated national 

strategic framework which underpins and co-ordinates government activity. Thematic elements 

contained within the national policy are, in theory, then extracted and developed into subject specific 

policies such as financial sector policies, which are aligned to the national policy. The Malawi Growth 

and Development Strategy II 2011 to 2016 (MGDS II) is the second medium term national development 

strategy and is intended to be a single policy reference document. MGDS II is based on six thematic 

areas:  

1. Sustainable Economic Growth;  

2. Social Development;  

3. Social Support and Disaster Risk Management;  

4. Infrastructure Development;  

5. Governance; and  

6. Gender and Capacity Development 

 
From the focus areas, nine key priority areas were identified:  

1. Agriculture and Food Security;  

2. Energy, Industrial Development, Mining and Tourism;  

3. Transport Infrastructure and Nsanje World Inland Port;  

4. Education Science and Technology;  

5. Public Health, Sanitation, Malaria and HIV and AIDS Management;  

6. Integrated Rural Development;  

7. Green Belt Irrigation and Water Development;  

8. Child Development, Youth Development and Empowerment; and  
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9. Climate Change, Natural Resources and Environmental Management. 

 

There is 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 II places heavy reliance on MFIs to deliver on financial inclusion goals. Where goals involve focus 

actions and activities with a financial inclusion component, on most occasions there is a strong reliance 

upon micro-finance institutions and methodologies. 

3.1.1. Financial sector policies 

¢ƘŜ CƛƴŀƴŎƛŀƭ {ŜŎǘƻǊ 5ŜǾŜƭƻǇƳŜƴǘ {ǘǊŀǘŜƎȅ нлмл ǘƻ нлмс όC{5{ύ ƛǎ aŀƭŀǿƛΩǎ ǇǊƛƳŀǊȅ ŦƛƴŀƴŎƛŀƭ ǎŜŎǘƻǊ 

development policy. Developed in line with MGDS I (which was in force at the time) and therefore 

predating MGDS II, FSDS is not strictly in line with current national policy. The policy aims to align the 

financial system with growth sectors, creating a conducive business environment with an emphasis on 

ŦƛƴŀƴŎƛŀƭ ƛƴŎƭǳǎƛƻƴΣ ŦƛƴŀƴŎƛŀƭ ŘŜŜǇŜƴƛƴƎ ŀƴŘ ŎƻƳǇŜǘƛǘƛǾŜƴŜǎǎΦ aŀƴȅ ƻŦ ǘƘŜ ǇƻƭƛŎȅΩǎ ƛƴǘŜƴŘŜŘ ƻǳǘŎƻƳŜǎ 

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 inclusion-specific policies 

The Malawi National Strategy for Financial Inclusion (2010-2014), which has run its course, was 

aŀƭŀǿƛΩǎ ǇǊƛƳŀǊȅ ŦƛƴŀƴŎƛŀƭ ƛƴŎƭǳǎƛƻƴ ǎǘǊŀǘŜƎȅ. The strategy was intended to focus on the key financial 

inclusion-related aspects of the FSDS. These included greater market transparency, developing the 

financial infrastructure and promoting the MSME sector. The specific targets identified in the strategy 

are listed in box below. 

Box 7. Targets of Malawi's National Strategy for Financial Inclusion (2010-2014) 

i. Provide loans to 3.4 million Malawians by the end of 2014; 
ii. Increase the loan portfolio of inclusive finance providers by K 88,714 million (USD 212,2 

million) in 2014; 
iii. Increase the volume of savings mobilized to a level of 676,910 million Kwacha (USD 1.44 

billion ) by the end of 2014; 
iv. Support the existing inclusive finance providers to increase outreach and establish 10 new 

(two each year) inclusive finance providers; 
v. Support savings mobilization and transform five credit-only MFIs into deposit-taking 

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 groups; and 
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 expenses. In the past, health care financing 

has been insufficient to 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 sufficient health care access for 

the entire population. It envisions a 5 year budget of USD 2.5 billion. A 50-50 financing burden is 

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

The Malawian government is committeŘ ǘƻ ƛƴŎǊŜŀǎŜ ǘƘŜ ƘŜŀƭǘƘ ǎŜŎǘƻǊΩǎ ǎƘŀǊŜ ƻŦ ǘƘŜ ƴŀǘƛƻƴŀƭ ŀƴƴǳŀƭ 

budget to 15%33 from its current 8.4% to ensure that it meets the funding targets (Ministry of Health, 

2011). 

 

Private sector promoting telecommunication policy to increase access to communication services. The 

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 sector will enhance access specifically for the rural population, where 

Ƴƻǎǘ aŀƭŀǿƛŀƴǎ ƭƛǾŜΦ tŀǊǘ ƻŦ ǘƘŜ ƭƛōŜǊŀƭƛǎŀǘƛƻƴ ǇǊƻŎŜǎǎ ǿƛƭƭ ōŜ ǘƻ ŜǾŜƴǘǳŀƭƭȅ ǎŜƭƭ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ 

majority stake in Malawi Telecommunications Limited (MTL). The Malawi Communication Regulatory 

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 licences (Ministry of Information, 1998). 

 

Creating an enabling trade and industry environment a key priority for government. Similar to the 

ǘŜƭŜŎƻƳƳǳƴƛŎŀǘƛƻƴǎ ǇƻƭƛŎȅΣ aŀƭŀǿƛΩǎ ǘǊŀŘŜ ŀƴŘ ƛƴŘǳǎǘǊȅ ǇƻƭƛŎƛŜǎ ƘŀǾŜ ŀ ǎǘǊƻƴƎ ǇǊƛǾŀǘŜ ǎŜŎǘƻǊ ŦƻŎǳǎΦ 

The National Export Strategy (NES) ŀƛƳǎ ǘƻ ƛƴŎǊŜŀǎŜ ŜȄǇƻǊǘǎ ǘƻ ƪŜŜǇ ǳǇ ǿƛǘƘ ǘƘŜ ŜŎƻƴƻƳȅΩǎ 

consumption and import levels. The strategy focuses on enhancing the productive capacity of specific 

export-orientated clusters. These clusters include oil seed products, sugar cane products and 

manufactures; specifically manufacturers engaged in agro-processing. Furthermore, existing export 

clusters will receive support to facilitate diversification of products and greater levels of value-addition 

(National Export Strategy, 2012). Another priority area for government is MSMEs. The core message 

ƻŦ ǘƘŜ a{a9 tƻƭƛŎȅ {ǘǊŀǘŜƎȅ ƻŦ aŀƭŀǿƛ ƛǎ ǘƘŀǘ ƎƻǾŜǊƴƳŜƴǘ ǎƘƻǳƭŘ ŎǊŜŀǘŜ άŀƴ ŜƴŀōƭƛƴƎ ŜƴǾƛǊƻƴƳŜƴǘ 

that combines minimum regulation with maximum openness and provides equal incentives for all 

ŜƴǘŜǊǇǊƛǎŜǎΦέ !ŎŎŜǎǎ ǘƻ finance, and specifically start-up financing, is identified as a key element to 

promoting MSMEs. It is proposed that the private sector should be incentivised to provide more 

innovative financial products to MSMEs. The policy also supports the institutionalisation of a national 

identification system, the lack of which is currently detrimental to MSMEsΩ ability to access finance. 

 

3.2. Regulatory framework 

aŀƭŀǿƛΩǎ ƭŜƎŀƭ ǎȅǎǘŜƳ ƘƛǎǘƻǊƛŎŀƭƭȅ ƛƴ ŀ ǎǘŀǘŜ ƻŦ ŦƭǳȄΦ aŀƭŀǿƛΩǎ ƭŜƎŀƭ ǎǘǊǳŎǘǳǊŜ Ƙŀǎ ŜȄǇŜǊƛŜƴŎŜŘ ŀ 

chequered and unstable history. Changes in the political leadership have instigated a number of 

ŦǳƴŘŀƳŜƴǘŀƭ ŎƘŀƴƎŜǎ ǘƻ aŀƭŀǿƛΩǎ ŎƻǳǊǘ ǎǘǊǳŎǘǳǊŜǎ ƻǾŜǊ ǘƘŜ ƭŀǎǘ рл ȅŜŀǊǎΦ aŀƴȅ ƻŦ ǘƘŜǎŜ ŎƘŀƴƎŜǎ ƘŀǾŜ 

reversed or backtracked on prior modifications. The key configurations ƻŦ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ƭŜƎŀƭ ǎȅǎǘŜƳ 

over this period include:  

                                                
33 In 2001 countries belonging to the African Union (AU) set the target for health care financing as a percentage of national budget at 15%. 
This declaration was dubbed the Abuja declaration. 
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¶ 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.  

¶ Following independence in 1966, the then Government 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 subverted 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 

ǘƻ ǊŜƛƴŦƻǊŎŜ ǘƘŜ ŎŜƴǘǊŀƭƛǎŜŘ ŜȄŜŎǳǘƛǾŜ ǇƻǿŜǊ ŀƴŘ ƘŜƴŎŜ ǳƴŘŜǊƳƛƴŜŘ ǘƘŜ ŎƻǳǊǘǎΩ efficacy. 

¶ 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 upheaval, causing further turmoil and undermining 

performance. 

¶ 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 

disruptions and upheaval, particularly as most of those with experience of the traditional legal 

system had been lost in the intervening period. 

¢ƘŜ ǇǊƛƳŀǊȅ ǊŜǎǳƭǘ ƻŦ ǘƘƛǎ ŦƭǳŎǘǳŀǘƛƴƎ ŀǇǇǊƻŀŎƘ ǘƻ aŀƭŀǿƛΩǎ ƭŜƎŀƭ ǎȅǎǘŜƳ ƛǎ ǘƘŀǘ ƛǘ Ƙŀǎ ōŜŜƴ ƛƴ ŀƴ ŀƭƳƻǎǘ 

permanent state of disruption and upheaval as structural changes are implemented and core 

knowledge is learned or relearned. These disruptive changes have led to: 

¶ A scarcity of experienced officers. 

¶ A lack of trust in the court system. 

¶ A lack of effective access to justice for the vast number of Malawians reliant on Traditional 
court processes. 

¶ Backlogs and reduced efficacy of the formal legal system. 

Inefficient courts frustrate the development of financial services. ¢ƘŜ ƛƴŜŦŦƛŎƛŜƴŎȅ ƻŦ aŀƭŀǿƛΩǎ ŎƻǳǊǘ 

processes, both traditional 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 collateral, as a major barrier to the extension of 

financial services, especially credit. According to supply side interviews, most legal matters involving 

collateral take 2-3 years before the matter is heard by a court. The standard civil process averages 432 

days (World Bank, 2014), but could be as long as 5 years (International 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 high value 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 accumulated 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 ineffective. The 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 also often 

ineffective and difficult to enforce, particularly against Government and the executive. Non-

compliance with court orders is as high as 60-70% in certain types of matters (International Bar 

Association Human Rights Institute, 2012). This erodes the rule of law. In many cases, default 

judgements34 result simply because parties have lost interest or communication with the courts 

regarding their matter.  

Sluggish legislative process delays development of financial services industry. aŀƭŀǿƛΩǎ ƭŜƎƛǎƭŀǘǳǊŜ ƻƴƭȅ 

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 Malawian parliament met only 8 times for a total 

period of about 30 weeks (Catholic commission for justice and peace 2004-2009 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 least partly, due to a lack of funding to house and feed legislators 

that must travel to Parliament in Lilongwe (Rotberg & Salahub, 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 structured amendments to bills 

before enacting. Well 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 drafted to 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 and it can also 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 

Table 43 in appendix 1, shows 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 is governed by 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) Act of 2011.  

3.4. Regulatory issues for financial inclusion 

Recent changes to financial legislative framework. Within the last 5-10 years a number of important 

financial services acts have been passed into law. These include amendments to the Umbrella 

Financial Services Act, the Agency Banking Regulations, the Financial Cooperatives Act, 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 a court-ordered action, and subsequently 
that failure has not only prevented the issue from being presented before the court but also results in the court settling the legal dispute 
in favour of the compliant party. 
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number of gaps in the legislation as well as contradictions in the regulation, both of which increase 

uncertainty for market 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 providers. The existing 

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 counterfeiting, the voters 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 to keep track of existing clients, 

particularly in the event of non-repayment 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 of forms of identification, given a regulatory structure. Others have already initiated their 

own biometric analysis of new customers.      

Self-risk assessment required by financial services providers. The Financial Intelligence Unit (FIU) of 

Malawi, established 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 perceived risk of non-compliance 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 FIU despite 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 only a small proportion of adults 

have. Furthermore, the current AML/CFT legislation and regulation appears to be ineffective based 

upon reports of widespread corruption (Nawaz, 2012) and illicit flows of 13-26% of GDP in recent years 

(Kar & Spanjers, 2014) and possibly aimed too heavily and broadly at lower risk individuals transacting 

low value payments as opposed to more focused, within the limited resources, on higher risk, higher 

value flows necessary to achieve the ongoing illicit flows at the current reported 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 limited numbers 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 adopted high 

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 is required in order to accommodate the average 

Malawian citizen, particularly the poor and excluded groups until a comprehensive National ID and 

population register is in place.  

Lack of electronic transactions and communications legislation means digital communication and 

transactions not legally binding. There 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 mobile payments. 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 financial 
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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 delayed and lacks interoperability requirement. The first version of the NPS (National 

Payments System) Bill was drafted in 2014, but has still not been enacted. The major weakness 

identified in the most recent version of the bill reviewed is it does not formulate any interoperability 

principle or requirement for NPS. One implication of this is that despite the time, effort and resources 

invested in the National Switch (Nat-Switch), banks are not required to make use of it or allow other 

ōŀƴƪǎΩ ŎǳǎǘƻƳŜǊǎ ǘƻ ǳǎŜ ǘƘŜir physical payments infrastructure. 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 frequented by the poor.  

Comprehensive credit regulation would remove confusion and clarify market conduct in market. 

Currently, aspects of credit regulation appear piecemeal in various pieces of legislation, but there is 

no comprehensive framework nor regulator. This manifests in confusion and uncertainty over a 

number of different credit issues, including: 

¶ Confusion with regard to prescription of debts. Consultations with both providers and 

regulators (2014) indicated that most believe that debts in Malawi do not prescribe. However, 

on further investigation, the Limitation Act of 1623 under English law was received, revised 

and promulgated in Malawi and in most financial transactions stipulated that enforcement of 

debts prescribes after 6 years if no legal proceedings had been instituted. 

¶ Questionable legal basis for payroll deductions. The Employment Act (2000) states that 

employers may not deduct from ŀƴ ŜƳǇƭƻȅŜŜΩǎ ǿŀƎŜǎ ŀƴȅ ŀƳƻǳƴǘ ŜȄŎŜǇǘ ŦƻǊ ŎƻƴǘǊƛōǳǘƛƻƴǎ 

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 Employment 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. Currently, these deductions take place through a tripartite 

agreement 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. 

¶ Disputed submission of client data to credit reference bureaus. There exist a number of issues 

with the drafted credit reference bureau legislation, such as not fully considering the existing 

regulation covering the treatment of consumer rights, institutional rights, lending 

enforceability, credit assessment criteria and over-indebtedness definitions. The 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 credit framework that effectively defines 

the rights of parties 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 comply, but only register over determinable thresholds. A credit act can 

provide the basis for market conduct regulation and prudential regulation which, given the high 

Malawian interest rates, is particularly important to protect against potential over-indebtedness, 
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miss-selling and other market misconduct. For example, a credit act could place the onus of proof on 

the provider that a consumer was not already over-indebted at the time when a loan was extended 

or that the extension of credit was reckless, causing a debtor to become over-indebted. Enforceability 

of debts against consumers where reckless or non-compliant lending practices have occurred can also 

help to lessen contamination of the existing credit exposures of prudentially regulated institutions. 

Uncertainty over jurisdictional authority of different consumer protection regulatory bodies. The 

consumer protection legal framework in Malawi is currently defined by the Consumer Protection Act 

of 2003, which establishes a body known as the Consumer Protection Council (CPC) which does not in 

practice exist. Instead the Competition and Fair Trading Commission (CFTC) established under the 

Competition and Fair Trading Act of 1998 is currently fulfilling the role of the CPC as defined within 

the Consumer Protection Act. Consultations with the CFTC (2014) also indicated that the original 

intention was to name 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 the current 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 level of cooperation 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 and export control cause distortions in the market. 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 circumstances. 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 their produce 

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 and the locked-in 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 

ōŀƴƪǎΩ ƻǾŜǊŀƭƭ ǊŜǾŜƴǳŜΦ 9ȄǇƻǊǘ ŎƻƴǘǊƻƭ ǎƛƳƛƭŀǊƭȅ Ƙŀǎ ŀ ǊŜǎǘǊƛŎǘƛǾŜ ŀƴŘ ŘƛǎǘƻǊǘƛƻƴŀǊȅ ŜŦŦŜŎǘ ƻƴ ǘƘŜ ƳŀǊƪŜǘΦ 

Major producers, commodity dealers and risk, supply and storage specialists 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 purchase crop 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 as well as a key source when food security is 

threatened due to drought and supply failure.  Export restrictions make local commodity businesses 

unfeasible.   

The Pension Act places onerous requirements on small businesses. The Pension Act of 2011 makes it a 

mŀƴŘŀǘƻǊȅ ǊŜǉǳƛǊŜƳŜƴǘ ŦƻǊ ŀƭƭ ŜƳǇƭƻȅŜǊǎ ǘƻ ŎƻƴǘǊƛōǳǘŜ ŀǘ ƭŜŀǎǘ мл҈ ƻŦ ǘƘŜ ǾŀƭǳŜ ƻŦ ǘƘŜ ŜƳǇƭƻȅŜŜΩǎ 

salary to the National Pension Scheme and employees to contribute 5% of their salary, provided that 

the employees earn more than K 10,000 (USD 24) per month or the 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 of K 10,000 is also very low as it falls below the current minimum 

wage of K 12,500 (USD 30) p.m. 
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Mobile money regulations. Mobile money providers currently operate under the guidelines for mobile 

payment systems of 2011. These guidelines do not permit providers, users or other beneficial owners 

of the float to earn interest on their own funds in suspense. Interest can improve the business case 

for mobile money providers and encourage mobile money users to save. Formal mobile money 

regulations are being planned. A major issue for all mobile payments is the absence of electronic 

communications and transactions regulations, which means that all digital transactions, agreements 

and documents without legislation or an original hard copy lack formal legal standing. It is also planned 

to introduce Regulation of Interception of Communications and Provision of Communication-Related 

Information Act (RICA), requiring all sim card owners to comply with KYC requirements.  

Banking definition unclear. The Banking Act of 2010 defines banking business as requiring the 

intermediation of funds. This definition includes all agents, payment system operators, deposit-taking 

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 financial services development have been introduced. A 

variety of regulatory changes in aid of financial sector development have been introduced in Malawi 

in recent years, but remain at varying levels of implementation. These include: 

¶ Enabling alternative distribution such as bank agency and mobile money. Agent 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 system guidelines were also introduced in 2011 

allowing MNOs to offer mobile money products to subscribers. 

¶ Allowing deposit taking by microfinance providers. The Microfinance Act of 2010 created a legal 

space for deposit taking institutions to operate. Supporting regulations have since been released 

and some providers have indicated they are considering operating under a deposit taking license. 

¶ Changing bank data collection strategies to promote inclusion. The Reserve bank of Malawi is 

developing new reporting templates for providers that include more granular client information 

enabling a greater understanding if financial inclusion realities on an ongoing basis. 

¶ The introduction of financial literacy and consumer protection initiatives. A variety of financial 

literacy and consumer protection initiatives have been introduced by both donors and state 

institutions. Amongst others, RBM runs an annual national literacy week and financial education 

has been included in the school curriculum from 2015. 

¶ Establishing a unit responsible for financial inclusion within the Ministry of Finance. The Financial 

Sector Policy Section which falls under the Economic Affairs division within the Ministry of Finance 

is responsible for driving the financial inclusion agenda in Malawi. Making 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, particularly when coordinating the activities of providers, donors and other 

government departments. 

¶ Encouraging risk mitigation through microinsurance and health financing initiatives. 

Microinsurance legislation is being considered to provide licenses with reduced regulatory 

requirements to providers that are providing low cost products.   
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¶ Improving credit information through the establishment of credit reference bureaus. Malawi 

currently has two credit reference bureaus. Although not currently operational due to concerns 

over client privacy by banks, an amendment to the Credit Reference Bureau Act is in the process 

of being implemented to resolve this issue. 
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4. ¢ŀǊƎŜǘ aŀǊƪŜǘ 

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 as qualitative 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 capability35. 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 granular understanding 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:  

¶ An impoverished society with limited opportunities to earn monetary income. Both the FinScope 

research and the qualitative research paints a picture of an adult population with very low income 

levels. Subsistence agriculture acts as an indispensable supplement to monetary income and is vital to 

survival. Despite this, Malawians generally have a positive attitude towards life with entrepreneurial 

ambitions. 

¶ Low levels of formal financial service usage. More than half (52%) of Malawian adults do not use any 

financial services and 66% do not use formal financial services. The majority of adults still prefer to 

transact in cash. This is because most Malawians are located in rural areas far from the predominantly 

urban-based formal financial services and the costs of formal products are often unaffordable. Instead, 

many Malawians rely on informal financial services. The period between 2008 and 2014 saw the 

introduction of VSLAs, which are currently used by approximately 1 million Malawian adults to meet 

their savings and credit needs.  

¶ Stark contrast in usage between urban and rural populations. The majority (85%) of Malawians live in 

rural areas. Adults living in rural communities have significantly lower usage of formal financial services 

than their counterparts in urban areas. 28% of adults living in rural areas use formal financial services 

compared to 63% of urban adults. The poor infrastructure in Malawi increases the indirect cost for 

rural adults to access formal financial services, which are primarily located in the urban areas.  

¶ A diverse set of characteristics and needs across target markets. Segmenting the adult population by 

main source of income enables a more granular analysis of the different financial services usage and 

needs of specific target markets.  

¶ The largest income source in Malawi is farming. In monetary terms, farmers are less well off 

than most other target markets. They have very limited access to formal credit and savings, and 

satisfy their financial service needs mostly from informal providers. 

                                                
35 We apply the definition of financial capability adopted by the Financial Education Fund (www.financialeducationfund.com), namely that 
a financially capable person can be regarded as one 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 improve his or her financial well-being. An 
enabling environment for financial capability building would promote the acquisition of those skills. 
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¶ ¢ƘŜ ŘŜǾŜƭƻǇƳŜƴǘ ƻŦ aŀƭŀǿƛŀƴ a{a9ǎ ƛǎ ŀ ŎǊƛǘƛŎŀƭ ŎƻƳǇƻƴŜƴǘ ƻŦ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ƭƻƴƎ ǘŜǊƳ ƎǊƻǿǘƘ 

aspirations. Small business owners are the second wealthiest group. Usage of formal credit is 

very limited. The quantitative research36 indicates that most small business owners source their 

capital from personal income or from family and friends. Appropriately targeted financial 

services have the potential to increase the growth and efficiency of these businesses. 

¶ Adults that earn a salary are the best-served in Malawi. Their average income is considerably 

higher than the rest of the population and they are less reliant on additional sources of income. 

They are the most educated, most urban and least likely to still live in their home district. 

¶ Dependents are reliant on someone else, either another household member or a remittance 

sender, for their primary income. The dependents are predominantly female and many access 

formal financial services primarily to receive remittances. The increasing trends in urbanisation 

and migration suggests that the dependents target market and their reliance on remittances 

will grow in the future. 

¶ Those engaged in piece work, ganyu, have very limited interaction with the formal financial 

sector. Their income is usually very low, compounded by the fact that they often earn their 

wages in-kind. This means that there is very little justification for them to own a bank account. 
 

4.1. Target market context 

This section considers the general and financial context of Malawi adults based on insights from the 

qualitative demand-side research.  

4.1.1. Societal context 

Poverty necessitates short-term planning horizons. A 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 planning horizons of many Malawians are 

very short-term and based only on their immediate needs. The quotes below illustrate this dynamic: 

ά! ƭƻǘ ƻŦ ŎƘŀƭƭŜƴƎŜǎ ŦƻǊ ǳǎΦ !ǎ ƭƻƴƎ ŀǎ ǿŜ ǿŀƪŜ ǳǇ ƛƴ ǘƘŜ ƳƻǊƴƛƴƎ ŀƴŘ ŦƛƴŘ ǎƻƳŜǘƘƛƴƎ ǘƻ ŜŀǘΦέ 
 

Farmer, male, 60 years old 
 
ά¢ƘŜ ǇǊƻōƭŜƳǎ ǘƘŀǘ L ŦŀŎŜ ŀǊŜ ƘǳƴƎŜǊ ǇǊƻōƭŜƳǎ ƻƴƭȅΤ ƻƴƭȅ ƘǳƴƎŜǊέ 

  
Farmer, male, 43 years old 

 
Communities and families provide support structures to help the destitute and the poor. Both the 

qualitative and the Finscope research suggest that Malawians act communally 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 provided). Community support is regularly called on in the event of a death to assist 

with funeral arrangements. The popularity of Village Savings and Loans Associations (VSLAs) have 

increased significantly since it was introduced by CARE in 2009. The qualitative research also suggests 

that Malawians assist those in their communities that live in hardship: 

                                                
36 FinScope consumer survey 2014; MSME survey 2012 
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ά{ƻ ŀƳ L ǊƛƎƘǘ ǘƻ ǎŀȅ ǘƘŜ ŎƻƳƳǳƴƛǘȅ ȅƻǳ ƭƛǾŜ ƛƴ ŘƻŜǎ ǎǳǇǇƻǊǘ ŜŀŎƘ ƻǘƘŜǊΚ 

¸Ŝǎ ǿƛǘƘ ŦƻƻŘ ŀƴŘ ŎƭƻǘƘŜǎ ŦǊƻƳ ǘƘƻǎŜ ǿƘƻ Ŏŀƴ ŀŦŦƻǊŘ ƛǘΦέ 

 

 Trader, male, 46 years old 

 

ά{ƻ Ƙƻǿ ŀōƻǳǘ ȅƻǳǊ ŎƻƳƳǳƴƛǘȅΣ Ƙƻǿ Řƻ ȅƻǳ ƭƛǾŜ ƛƴ ȅƻǳǊ ŎƻƳƳǳƴƛǘȅΚ 

In our village we live okay. There are no problems. Me and my family we live peacefully with 

ǘƘŜ ǇŜƻǇƭŜ ƛƴ ƻǳǊ ǾƛƭƭŀƎŜΦ ²Ŝ ƘŜƭǇ ŜŀŎƘ ƻǘƘŜǊ ƛƴ ǘƛƳŜǎ ƻŦ ǘǊƻǳōƭŜ ƻǊ ǇǊƻōƭŜƳǎΦέ 

 

Farmer, male, 43 years old 
 

Rural population growth rate placing increasing pressure on farm sizes. Traditionally, 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 Malawians 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 average arable 

land was 0.4 hectares per capita, since then it decreased to 0.23 hectares per capita. For a society that 

is mostly engaged in farming activities as a primary or secondary source of income, this trend will place 

increasing pressure on rural farms as more people are reliant on smaller pieces of land over time. The 

result will be either increased rural poverty or force migration. Increased migration will in turn 

increase the need for reliable long distance payments, because migrants must support their 

dependents left behind in rural areas. The adults that remain in rural areas will increasingly have to 

look for alternatives to farming to supplement their income.  

Poor infrastructure is inhibiting access to financial services for rural population. The majority of adults 

(85%) live in rural areas and are dependent on public transport to gain access to financial touch points. 

Poor infrastructure (see section 2.3) decreases the efficiency of transport, which increases the costs 

to access these touch points, making accessing formal financial services costly. A number of 

respondents complained about poor infrastructure in the qualitative research:  

άDŜƴŜǊŀƭƭȅ ƛƴ ǘŜǊƳǎ ƻŦ ƭƛǾƛƴƎ ŎƻƴŘƛǘƛƻƴǎ ŀƴŘ ƻǘƘŜǊ ƳŀǘǘŜǊǎΣ Ƙƻǿ ƘŀǾŜ ǘƘƛƴƎǎ ŎƘŀƴƎŜǎ 

recently? 

Χ¢ƘŜ ǊƻŀŘǎ ŀǊŜ ƛƴ ŀ ǇƻƻǊ ǎǘŀǘŜΦ ¢ƘŜ LƴŘƛŀƴǎ ǿƘƻ ƭƛǾŜ ŀǊƻǳƴŘ ƘŀǾŜ ǘǊƛŜŘ ǘƻ ŦƛȄ ōǳǘ ǎǘƛƭƭ L ǿƻǳƭŘ 

not say there is any much improvement. But in comparison to other areas, we can reach the 

Ŏƛǘȅ ǿƛǘƘ ŜŀǎŜΦέ 

  

Salaried employee, male, 28 years old 

 

ά²Ƙŀǘ Ŏŀƴ ȅƻǳ ǘŜƭƭ ƳŜ ŀōƻǳǘ ǘƘŜ ŀǊŜŀ ȅƻǳ ƭƛǾŜ ƛƴΚ  

²ŜƭƭΣ ǘƘŜǊŜ ŀǊŜ ŀ ƭƻǘ ƻŦ ǘƘƛƴƎǎ ǘƘŀǘ ƴŜŜŘ ǊŜǇŀƛǊǎΧ ǿŜ ŘƻƴΩǘ ŜǾŜƴ ƘŀǾŜ ƎƻƻŘ ǊƻŀŘǎΤ ǘƘŜǊŜ ƛǎ 

inconsistŜƴŎȅ ƻŦ ǿŀǘŜǊ ǎǳǇǇƭȅΣ ǿŜ Řƻ ƴƻǘ ƘŀǾŜ ŜƭŜŎǘǊƛŎƛǘȅΣ ǘƘŜ ǊƻŀŘǎ ŀǊŜ ƴƻǘ ŦƛȄŜŘΧέ 

 Trader, male, 46 years old 

Self-built housing the main method to satisfy house ownership aspiration. FinScope (2014) indicates 

that 78% of houses in Malawi are privately owned. Only 10% 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 consequence, most houses are individually built from 

accumulated savings (Centre for Affordable Housing Finance, 2014). In general, Malawians place high 

value on house ownership and it is a large aspiration for many individuals as illustrated by the quote 

below: 

άaȅ ǿƛǎƘ ƛǎ ǘƻ ōǳƛƭŘ Ƴȅ ƻǿƴ ƘƻǳǎŜΦ wƛƎƘǘ ƴƻǿ L have already personally moulded bricks.  I 

ǿŀƴǘ ǘƻ ƘŀǾŜ ŀ ǇŜǊƳŀƴŜƴǘ ƘƻǳǎŜ ŀƴŘ Řƻ ŦŀǊƳƛƴƎ ŦƻǊ Ƴȅ ŦŀƳƛƭȅΦέ 

 Salaried employee, male, 40 years old 

 

An entrepreneurial society in which many individuals aspire to have their own business. A large number 

of Malawian adults are engaged in some form of self-employment, whether it is small-scale farming, 

intermediate trading or owning a small retail business. From the qualitative research many 

interviewees indicated that a primary aspiration is to own a business or to grow their current business: 

ά²Ƙŀǘ ŀǊŜ ǎƻƳŜ ƻŦ ȅƻǳǊ ŀǎǇƛǊŀǘƛƻƴǎΚ ¸ƻǳǊ ǎǘǊƻƴƎŜǎǘ ŘŜǎƛǊŜΧ ǿƘŀǘ ǿƻǳƭŘ ƳŀƪŜ ȅƻǳ ƘŀǇǇȅΚ 

LŦ L ŎƻǳƭŘ ƘŀǾŜ Ƴȅ ƻǿƴ ŀƎǊƻ ōǳǎƛƴŜǎǎΣ ǘƘŀǘΩǎ ǿƘŀǘ L ƭƛƪŜ ŘƻƛƴƎΦέ 

Salaried employee, male, 28 years old 

άbƻǿ ǘŜƭƭ ƳŜΣ ǿƘŀǘ ƛǎ ǘƘŜ Ǿƛǎƛƻƴ ŦƻǊ ȅƻǳǊ ƭƛŦŜΚέ 

IƳƳƳ ǘƘŜ ƎǊŜŀǘŜǎǘ ŎƘŀƭƭŜƴƎŜ ƛǎ ƳƻƴŜȅΣ ōǳǘ ǿŜ ǿƛǎƘ ǿŜ ŘƛŘ ōǳǎƛƴŜǎǎέ 

 

Farmer, male, 60 years old 

 

ά¢ƘŜ ƎǊŜŀǘŜǎǘ ŎƘŀƭƭŜƴƎŜ ƛƴ Ƴȅ ƭƛŦŜ ƛǎ ƳƻƴŜȅΦ Χ LŦ L Ŏŀƴ ƎŜǘ ŀ ōƛƎƎŜǊ ǎǳƳ ƻŦ ƳƻƴŜȅ L Ŏŀƴ ǎǘŀǊǘ ŀ 

better business because the one I have now has a capital of K 10,000 (USD 24) but my wish is 

ǘƻ Řƻ ŀ ōƛƎƎŜǊ ōŜǘǘŜǊ ōǳǎƛƴŜǎǎΧά 

 Farmer, female, 50 years old 

4.1.2. Budget realities  

This sub-section considers the insights from the qualitative and FinScope research on the financial 

lives of ordinary Malawians: how 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 households. A large portion of households 

engage in various eŎƻƴƻƳƛŎ ŀŎǘƛǾƛǘƛŜǎ ǘƻ ƎŜƴŜǊŀǘŜ ŜƴƻǳƎƘ ƛƴŎƻƳŜ ŀƴŘ ŦƻƻŘ ǘƻ ǎǳǊǾƛǾŜΦ IƻǳǎŜƘƻƭŘǎΩ 

main source of income is often insufficient. Household members are therefore frequently required to 

ŦŀǊƳ ǘƻ ǎǳǇǇƭŜƳŜƴǘ ǘƘŜ ƘƻǳǎŜƘƻƭŘΩǎ ƛƴŎƻƳŜ ŀƴŘ ŜƴǎǳǊŜ ǘƘŀǘ ǘƘŜǊŜ ƛǎ ŜƴƻǳƎƘ ŦƻƻŘ to eat.  According 

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 question37. The following quotation provides an 

illustration of how individuals amass income from multiple sources: 

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

Ok. For daily cash, I sell fritters. The business is small for it is ok for daily requirements for the 

children. I get about K 800 (USD 2) per day or K 20,000 (USD 48) per month. I farm only a 

portion, sometimes only one hectare; and I rent out 15 hectares at K 10,000 (USD 24) per half-

a-hectare and I get around K 300,000 (USD 720) when people have to plant or once a year. I 

do not farm because I do not have the right implements. They are broken and I 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 is also saving to build a house, our own house. 

 Farmer, female, 35 years old 
 

Individual budgets stretched each month. According to FinScope, 75% of adults run out of money 

before the end of each month. This is related to their low incomes and greatly reduces aŀƭŀǿƛŀƴǎΩ 

ability to save money or absorb the cost of a risk event, such 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 and budgeting often untenable. The 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 not keeping to the budget is 

insufficient and unreliable income. 

ά¸ƻǳǊ ƘƻǳǎŜ ōǳŘƎŜǘΣ Řƻ ȅƻǳ Řƻ ōŜŦƻǊŜ ƻǊ ȅƻǳ Ƨǳǎǘ ōǳȅΚ 

!Ƙ ǎƛǎǘŜǊΣ ǿŜ ǿƻǊƪ ƻƴ Řŀƛƭȅ ŎŀǎƘΤ ǿŜ ŎŀƴΩǘ ŀŦŦƻǊŘ ŀ ƳƻƴǘƘƭȅ ōǳŘƎŜǘΣ ǘƘŜǊŜ ŀǊŜ ŎŜǊǘŀƛƴ 

expenses that you incur for the whole year, but when its fƻƻŘ ŀƴŘ ƻǘƘŜǊ ǘƘƛƴƎǎΣ ƛǘΩǎ ŘŀƛƭȅΦέ 

 

Trader, male, 46 years old 

 

[ƛƻƴΩǎ ǎƘŀǊŜ ƻŦ ƛƴŎƻƳŜ ǎǇŜƴǘ ƻƴ ōŀǎƛŎ ƴŜŜŘǎΦ From the FinScope survey it is known that 95% of the 

adult population most frequently spend money on food and groceries. Clothing was indicated as the 

second most-frequent expense. Furthermore, food and non-alcoholic beverages account for 50% in 

the CPI basket, indicating that adults spend most of their income on items of necessity.  

                                                
37 For instance, 25% of the adult population indicated that they receive remittances, but only 4% indicated remittances as a source of 
income. 
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άhƴ ǿƘƛŎƘ ǘƘƛƴƎǎ Řƻ ȅƻǳ ǎǇŜƴŘ ƳƻƴŜȅΣ ƭƛƪŜ ŦƻƻŘΣ ǘǊŀǾŜƭƭƛƴƎ ƻǊ ǎƻŎŎŜǊΚ ²ƘƛŎƘ ƻƴŜ Ŏƻǎǘǎ ȅƻǳ 

much? 

aƳƳƘΦΦΦ !ǎ ŦƻǊ ƳŜΣ L ŘƻƴΩǘ ƭƛƪŜ ǘǊŀǾŜƭƭƛƴƎΦ L ǿŀǎ ōƻǊƴ ŘƛŦŦŜǊŜƴǘ ŦǊƻƳ ƻǘƘŜǊ ǇŜƻǇƭŜΦ !ƭƭ ƳƻƴŜȅ 

ǘƘŀǘ L ƎŜǘ ƛǎ ǳǎŜŘ ŦƻǊ ŦŀƳƛƭȅ ŜȄǇŜƴǎŜǎ ǎǳŎƘ ŀǎ ƎǊƻŎŜǊƛŜǎ ŀƴŘ ǎƻŀǇΦέ 

 

Trader, male, 65 years old 

 

Illness and theft considered the highest risk to income. According to FinScope, the 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 particularly 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. Given that the budget 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 to the major threats to income:  
 

άΧŘƻ ȅƻǳ ǎŜŜ ŀƴȅ ǇǊƻōƭŜƳ ǿƛǘƘ ǇŜƻǇƭŜ ƳŀƪƛƴƎ ŎŀǎƘ ǇŀȅƳŜƴǘǎΚ 

Yes, there is a problem; the biggest problem is theft or someone pick pocketing you. For 

example, there was a time I went to town to buy some items with K 5,000 (USD 12) in my 

ǇƻŎƪŜǘΣ ǘƘŜ ƳƻƴŜȅ ǿŀǎ ǎǘƻƭŜƴ ŀƴŘ L ǿŀǎ ǎǘǊŀƴŘŜŘΦέ 

  
Salaried employee, male, 57 years old 

  
 

άaƻǎǘ aŀƭŀǿƛŀƴ-run enterprises are operated by (single) individuals and they are on a small 

scale. After I had recovered from sickness (I had resigned my last job because I fell ill) I tried 

to work with some people through forming, but somehow it did not work as smoothly as one 

ǿƻǳƭŘ ƘŀǾŜ ŜȄǇŜŎǘŜŘΦέ 

  

Dependent, female, 61 years old 

 

4.1.3. Financial literacy 

Financial and general literacy rates a barrier to the uptake of financial services. FinScope (2014) and 

Chirwa & Mvula (2014) found that financial literacy rates in Malawi are low. According to FinScope, 

approximately 50% of adults understand inflation, but only 20% of adults could calculate simple 

interest rates. Figure 12 below further shows that just 15% of the adult population have heard of 

either a credit or debit card, whilst approximately a third of individuals know what life insurance or a 

current account is.  
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Figure 12: Awareness of financial terminology in Malawi 

Source: FinScope, 2014 

Financial literacy correlated with education and formal usage. The FinScope data displayed in Figure 

12 made it possible to create a financial literacy index. Each adult was given a score out of 10 

depending on how many of the terms in the graph they knew. 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 literacy. 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 learning-by-doing. However, there are some 

indications that the poor financial literacy findings might be exaggerated given certain indicators from 

Malawian society. The long value chains, the widespread aspiration to own businesses and the self-

replication of VSLAs suggest a general level of basic financial literacy.  Whilst many Malawians may 

not understand specific financial terminology, they may be familiar with financial concepts as 

illustrated by the quote below: 

άIƻǿ Řƻ ȅƻǳ Ǝƻ ŀōƻǳǘ ƛŦ ƭŜǘΩǎ ǎŀȅ L ǿŀƴǘ ǘƻ ōƻǊǊow a bag of maize how do I pay back? 

²ƘŜƴ ƛǘΩǎ ŀ ōŀƎ όƳƳƳύ ǘƘŜƴ ȅƻǳ Ǉŀȅ ōŀŎƪ ŀ ōŀƎ Ǉƭǳǎ ŀ Ǉŀƛƭ ƻŦ ƳŀƛȊŜ ŀǎ ŀƴ ŀŘŘƛǘƛƻƴ ǘƻ ǘƘŜ 

ōŀƎΦέ  

Farmer, male, 39 years old 

 

4.2. Take-up of financial services 

A portfolio of financial services required. It 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 












































































































































































































































































































































































































































































































































