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Combating the Financing of Terrorism
Consultative Group to Assist the Poor
Common Monetary Area

Common Market for Eastern and Southékfrica
Coca Cola Swaziland
Continuous Processing Line
Child Welfare Grant
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Electronic Funds Transfer
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Eastern and Southern Africa AiMioney Laundering Group

Food andAgricultural Organization
Financial Adjustment Roadmap
Financial Institutions Act

Financial Inclusion Strategy

First National Bank

Free Primary Education programme
Financial Sector Assessment Program
Financial Services Regulatory Authority
Government to Person payments
Global Agricultural Information Network
Global Competitiveness Index

Gross Domestic Product

Human immunodeficiency virus infection / Acquired immunodeficiency syndrome

Hire purchase and lease agreements

HIV Testing and Counselling

International Fund for Agricultural Development
International Finance Corporation
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IFPRI
IMF
KYC
MAP
MCIT
MFIs/DFls
MFU
MLFTP Act
MM
MNO
MOET
MOF
MOH
MOLSS
MOU
MPCI
MSEPS
MTO
NDS
NGO
NPL
NPS
NSSF
OAG
oD
OHCHR
OSISA
ovC
P2B
P2pP
PAG
PCH
PF
POS
PRAP
PSPF
RIRF
RMA
RMA
ROSCA
RSSC
RTGS
RTL
SA

SA EFT PCH
SACCO

International Food Policy Research Institute
International Monetary Fund

Know your customers

Making Access to Financial Services Possible
Ministry of Commerce, Industry and Trade
Microfinance Institution

Micro FinancéJnit

Money Laundering and Financing of Terrorism (Prevention) Act

Mobile Money

mobile network operator

Ministry of Education & Training

Ministry of Finance

Ministry of Health

Ministry of Labour & Social Security

Memoranda of Agreement

Multi-Peril Crop insurance

Minimum Standards for Electronic Payment Schemes
Mobile Transfer Operator

National Development Strategy
Nongovernmental Organization

Non-Performing Loan

National Payments Department

National Social Security Fund

Old Age Grant

Overseas Development Institute

Office of the High Commissioner for Human Rights
Open Society Initiative for Southern Africa
Orphan and Vulnerable KA f RNBy Qa 3INJ y i
Person to Business

Person to Person

Public Assistance Grant

Payment Clearing House

Pension Fund

Pointof-sale devices

Poverty Reduction Action Plan

the Public Service Pension Fund

the Registrar of Insurance and Retirement Funds
Rand Monetary Area

Rand Monetary Area

Rotating Savings and Credit Associations

Royal Swazi Sugar Company

real time gross settlement system

Real Time Line processing

South Africa

South African EFT Payment Clearing House
Savings and Credit Cooperatives
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SACU South African customs union “

SADC Southern African Development Community "
SAECH Swaziland Automated Electronic Clearing House
SARC Southern Afica Resource Centre

SBS Swazi Building Society

SDB Swaziland Dairy Board

SEDCO Small Enterprises Development Company Limited
SIPA Swaziland Investment Promotion Authority

SIPS Systemically Important Payment System

SIRESS The Integrated Regional Settlement System

SME Small and Medium Enterprises

SMME Small Medium & Micro Enterprise

SNL Swazi National Land

SNPF Swaziland National Provident Fund

SPTC Swaziland Post and Telecommunication Corporation
SRIC Swazi Royal Insurance Corporation

SSA Sub Saharan Africa

STVA Swaziland Television Authority

SWADE Swaziland Water and Agricultural Development Enterprise
SWCS Swaziland Wate€orporationsServices

SWIPSS Swaziland Intebank Payment and Settlement System
TDL Title deed Land

UNCDF United Nations Capital Development Fund

UNCTAD United Nations conference on Trade and Development
USA United States Of America

VAT Value Added Tax

VCT VoluntaryCounselling Testing

WTO World Trade Organization

~
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Foreign exchangd&he local currency in Swaziland is the Elangeni (E). The United Stated Dollar (USD)
equivalent shown throughout this document was calculated using a 12 neorgtage exchange rate
(between 1 March 2013 to 28 February 2014) of Elangeni 9.95/USD.



Swaziland has a GDP of USD 3.7 million.

$3.30 per dayaverage income

9% of adults have a tertiary education

82% of adults have access to a mobile phone.

Financial Inclusion Priorities

Priority Areas 1.E-MONEY TO TRANSACT AND SAVE
200, 000 Swazis registered for MTN Mobile Money
Priority Area 2: FORMAL DOMESTIC AND CROSS BORDER REMITTANCE
PRODUCTS TO SUPPORMLNERABLE DEPENDENT GROUPS
Almost half of adultseceive income from others
Priority Area 3 DEEPENING BANK REACH TO BETTER MEET NEEDS
44%o0f adults have a bank account
Priority Area 4:INSURANCE TO BETTER MANAGE RISKS

Only 15%of Swazis have nofuneralinsurance

Priority 5: REDUCING CREDIT COSTS AND PROTECTING

CONSUMERS

Bank credit is only provided to 7% of adults
Overview of Financial Access in Swaziland
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of adults reported to use at least one financial service from a formal .
financial servicgprovider

of adults make use of informal services only

Breakdown of Financial Access iBwazilandby Product Market

of adults borrow from a formal institution

of adults borrow from an informal institution

of non-cashtransactions are made through-@oney

of adults save with &rmal financial service provider

adults save in informal savings groups.

of adults save in cash at home.

of adults have formal insurance

of all those with insurancdyave funeral insurance

of adults have bank accounts but oniy of adults use bank

accounts for saving
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This report summarises the findings from the MAP Swazithaghosti¢c a comprehensivatudy of

the scope foifinancial inclusion in Swaziland across four product markets: credit, payments, savings
and insurance. The global Making Access to Financial Services Possible (MAP) programme is a
partnership between the United Nations Capital Development Programme (UNEiDMark Trust

and the Centre for Financial Regulation and Inclusion (Cenfri). MAP Swaziland is funded by FinMark
Trust and was carried out by Cenfri.

MAP Swaziland was requested by the Government of Swaziland as input towards the development
of a finandal inclusion strategy for Swaziland. The Ministry of Finance has set up a Financial Inclusion
Task Team comprising representatives from the Microfinance Unit, the Central Bank and the
Financial Services Regulatory Authority. The Financial Inclusion €ask derves as steering
committee for the MAP project and is mandated to develop a financial inclusion strategy for
Swaziland.

MAP does not pursue financial inclusion merely for its own sake, but explores the linkages between
financial inclusion andtheréa SO2y2Yeé a2 | a (G2 AYLI} OG LIS2LX SQa
diagnostic exercises in that: (i) it sets a detailed understanding of the target market and their needs

at the core of the analysis; and (ii) is fundamentally linked to a ratdkiehotler process towards

the implementation of a roadmap for financial inclusion. The findings in the rest of this report form

the evidence base for such a roadmap, which in turn will inform the Financial Inclusion Task team as

it develops a financial inclusiatrategy for Swaziland.

The analysis is structured to first provide an overview of the country context and regulatory
framework, which will shape the nature of the opportunities and constraints for financial inclusion.
Based on quantitative as well asaliative demandside research, it then takes a closer look at the
target market for financial inclusion: their realities, needs and current usage profile. With the target
market needs and enabling environment in mind, the analysis then turns to the sapfihancial
services in Swaziland, unpacking the dynamics of the market for credit, payments, savings and
insurance, respectively. Finally, it concludes on the ecosting factors driving financial inclusion in
Swaziland, outlines five key prioritiesrfextending financial inclusion and, for each, suggests
potential actions to unlock the opportunities and overcome the barriers.

Below, we summarise the salient features of the market emerging from the analysis, before outlining
the key financial inclusioopportunities in Swaziland.

Context drives scope for market development

Small country, poor populatioiswaziland has a population of only 531,813 adults. Of them, more
than 80% either earn below E2,000 a month or have no regular income. Low incomes indicate
vulnerability to financial shocks and have implications for the demand for financial services. Where
the provision of financial services is concerned, the small population size constrains scope for growth
and economies of scale.

Poor health and high mortality rateThe fact that Swaziland has among the highest HIV/AIDS
infection rates in the world and lgfe expectancy of only 49 years of age compounds the vulnerability
and survivalist outlook generally caused by poverty. The qualitative research suggests that many



households look after children of deceased relatives and that funerals are a regulareooeum=
the community. Poor health undermines productivity and makes it difficult to get ahead in life.
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The health situation thus constrains demand fimrancial services on the one hand, but enhances
the imperative for risk protection and income smoothing on the other hand.

Small economic base, high regional integrati®@waziland has a small, regionally integrated
economy. Southern African Customs Uni@ACU) receipts historically account for up to 60% of
I2PSNYYSyiQa o0dzRISG FyR Ylye I NAHS O2YLI yASa
medium and micro enterprises (SMMEs) are classified as micro businesses and commercial
agriculture accountgor only 6% of land use. The public sector is a key driver of economic activity
and the single biggest employer. The combined effect of a small private sector, large public sector
and reliance on external revenue is vulnerability to fiscal shocks. Thd spmiomic base also
implies a small formal emplayent market. Thus the need for economic diversification to reduce
reliance on SACU receipts is the greatest macroeconomic imperative towards achieving sustainable
ANRPGSUOKD 2KAES FAYIIRGA 4K SKY @ dz2A2 Vi KB yS O@3/Riye =
driver of growth.

Regulatory framework largely facilitates innovation, but uncertainties and gaps can challenge
financial inclusion at scale

Regulatory environment in transitionThe financial serges landscape is governed by two
authorities: the Central Bank and the Financial Services Regulatory Authority }(FEBBAq]ly, the
Central Bank governs banks and FSRA governbargninstitutions. Due to insufficient transitional
arrangements and consegntial amendment§ there is uncertainty in the market regarding the
jurisdiction of the two authorities where certain entities are concerned, such as credit institditions
and the Swaziland Building Society.

A number of elements in the regulatory framewdacilitate financial inclusion, including:

1 The elegant definition of banking business facilitates -hank provision of savings and
payments, thereby supporting innovation for financial inclusion.

9 The facilitation of innovative products, notalityanchlessand mobile bankingwithout the
system operator necessarily requiring a bank licence, increases the scope of financial
inclusion.

1 AML/CFT knowour-customer (KYC) threshold exemptions for Mobile Money and bank
accounts facilitate financial inclusionytimpact on store of value. Such exemptions are not
extended to insurance.

1 Microinsurance regulations are underway to improve access to insurance.

However, a number of elements also constrain access, notably:

! FSRA was established by the FSRA Act in 2010.

% This refers not only to the strict legal definition but also encompasses the lack of oigydtyding the de facto supervision of certain
institutions. For exampleregarding the supervision of the SwaiildingSociety It remains unclear whether thde facto will be
legislated irtime or if the institutions will move to the de jure regulator.

3 Credit institutions are defined by legislation. Credit institutions currently offer personal loans through payroll lending.

AL



9 Lack of clarity on the application of tloeedit interest rate cap creates uncertainty and the
level of the cap constrains formal provision to highiek categorie$ .

1 Lack of sufficient transitional arrangements for the implementation of the FSRA Act
challenge a smooth and predictable handovercerthe requisite regulatory structures are
bedded down.

1 The absence of consequential amendments to repeal laws and provide for the interpretation
of references to the repealed legislation or regulation leads to confusion and
misinterpretation of financialegislation among market players.

1 SACCOs and medical schemes are currently unregulated. However, regulations are underway
G2 AYyO2NLIRNIGS G4KSY dzy RSNJ C{w! Q& I dzi K2 NX (e

Target market realities set the parameters for financiatclusion

Struggling to make ends medualitative and quantitative demarside research suggests that the
Swazi adult population on the whole faces severe budget constraints. A household often makes a
living through more than one means and onlyn&nority of adults have consistent, formal income
sources.

Many excluded from formal financial servicAsound half of Swazi adults are formally served
number that is relatively high in regional terms. A further 13% use informal services only and 37%
are totally excluded. Usage is spread as follows across product markets:

1 Only 7% of adults use formal credit. 17% solely make use of informal credit and a further 9%
only borrow from family or friends. Two thirds of Swazi adults do not use any credit.

1 12%of adults use formal remittance products and a further 4% use informal products only
and. Most remitters (22% of all adults) send money through unintermediated means, that is,
by taking cash in person or asking a travelling friend or family member tg cash to the
recipient. 64% of adults do not send or receive remittances.

9 Savings accounts are the formal products that reach deepest into the adult population. 39%
of adults save in formal institutions. A further 11% of adults save only in informalgsavin
groups and yet another 18% save only at home or in kind. Only a third of adults do not save
in any way.

9 Formal insurance reaches 17% of adults. This number is fairly high compared to many other
developing countries. The reach of commurigsed risk poling in the form of burial
societies is, however, low by regional standards. 5% of adults belong to a burial society
without having formal insurance cover. 78% of adults are without any risk cover.

A number of usage and access barridiow usage is indittge of a number of barriers to uptake.
Though people trust financial institutions to keep their money safe, there is a perception that
financial institutions are not transparent, charge high fees and are not targeted at the ordinary man

4AIthough the interest rate cap is not strictly enforced and the caps are sometimes exceeded in practice, consultatiormskeith m
participants indicated varying levels of understanding and compliance with the interest cap. The behaviour of the differemnf tcredit
providers furthermore suggests that even though not enforced, the interest rate cap does influence behad@eraes as an anchoring
point for providers when setting interest rates.



on the street. Eve should they choose to use formal financial services, many consumers face
substantial access barriers, notably low affordability, inaccessible documentation requirements slack
of flexibility and longer turnaround times vésvis informal alternatives.

Eight distinct target market segments

Not all Swazis face the same realities or have the same nkredrder to generate a more nuanced
understanding of the target market, the analysis segments the adult population into eight discrete
target market groups ksed on main source of income. The members of each group share a number
of similar traits and are likely to have similar constraints and needs where financial inclusion is
concerned. The profile of each is summarised below:

Segment Profile and current usagsummary Main financial service needs
Civil Economically empowered, best served financially | Not the primary targef
servants market for financial inclusiol

Swaziland has an estimated 45,640 public sef
employees according tBinScop&2011), reducing tg
37,000 when considering more recent ITQNet d4
They are the most urban, highest income and m
well-educated segment: 56% live in urban are
almost half have a tertiary education and at E4,3
per month, their average income is @it four times
more than the average for all adults. Compared
the other segments they are older (with 63% bei
older than 35) and more likely to be male (55% m
compared to the population average of 63%). At 9
formally included, civil servants atbe best served
segment across product markets. Yet 31% of {
servants use only unintermediated remittances a
24% use only informal credit.

as they are already relative
well-served. However, they
play a significant role il
supporting others, a rolg
which can be facilitateg
through effective remittance
channels. Furthermore, give
their stable position ang
access to credit, thes
segments have scope
leverage assebased and
other finance for prductive
purposes in a way that ca
also benefit those in othe
segments.

Company | Younger, less wealthy than civil servants, but
employees | well-served

/I 2YLI ye SYLX288SaQ | @8
substantially lower than that of civil servants. Th
are slightly younger, with 284 being the singlq
biggest age band. With only 34% living in rural are
they are even more urban than civil servants. Tl
also outnumber civil servants: about 61,500 peo|
work for private businesses or companies.

After civil servants, company employees have |
second highest use of formal financial products
82%. High formal penetration however does T
preclude informal usage: they have the highest ust
informal credit, informal insurance and wui
intermediated infomal remittances of all the
segments. This may suggest a need for greater fol
penetration, but can also be indicative of the fact th
informal systems (including savings societies) in tl




Segment

Profile and current usagsummary

Main financial service needst

current guise work best for those with regulg
relatively hidn incomes.

Informal
employees

Still in good position relative to most other segmen;

At just more than 5% of adults, informal employe
are the smallest groupThough not the poores]
segment, their low averagmonthly income of only
E791 constrains their ability to improve the
economic situation. They are not well educated &
are about equally split between urban and rul
areas.

Informal employees have below average usage
formal financial products. 43% them, compared to
50% of all adults, are formally included. They h;j
the highest usage of informal savings and signific
usage of informal credit. The fact that they earn
regular income offers access to financial services,
the low level of theirincome and their more rurg
location pose barriers.

Need for credit or saving
vehicles to purchase assets
make home improvements
as well as for education. Lik
most other segments, the
would benefit from more
efficient ways to transact, a
well as fom insurance of
other mechanisms protectin
them against the cost o
funeral expenses and othg
emergencies.

Self
employed

Pave their own way to make ends meet

The seHemployed include both business owneg
(about 36,500 individuals) and those who ateest

vendors or hawkers (about 31,700). By working
themselves, they manage to earn on average just
than the informal employees (E719 per month). Tk
are disproportionately female and many of the
have a secondary education. Almost two out of v
three selfemployed individuals live in rural areas.

Though their irregular and low level of income ig
significant constraint to access, they have the th
highest use of formal financial products and t
highest usage of informal remittances.

Theyare likely to have a nee
for access to finance fd
assets and education, but th

nature of their livelihoodg
suggests that a way t
efficiently and cost

effectively transact as well g
targeted savings may be evg
more pertinent needs.

Irregular
earners

Largely excluded

At just below 100,000 individuals, the irregul
earners are a substantial group. About 28% of th
are farmers, with the rest being piece job workers
making ends meet through other means. They |
more likely to be male than the population avera
and are largely based in rural areas, with only
primary education. Irregular earners are economic:
in the weakest position, with an even lower avera
monthly income (just E234) than the private a
state dependents. However, their nanonetised
income my be significantly higher, as access to Iz

provides food and housing for many.

Their  economic  profilg
suggests that their strongeg
financial service needs are |
mitigate risks and to storg
irregular earnings safely.




Segment

Profile and current usagsummary

Main financial service needst

Only one in three irregular earners uses forn
financial products: 28% are banked/use a forr
savings product and another 6% use other forr
financial products. Only 2% eidormal credit and &
mere 3% use formal insurance. Just more than |
are excluded from any type of formal or inform
financial service.

Private
dependents

Better served than would be expected

At 154,424 individuals, this is the single larg
segment. People in this segment rely on others
their livelihood and have an average monthly incol
of only E334, with 58% indicating that they do not ¢
an income every month. Furthermore, 47% ¢
younger than 25 years old. This would seem
suggest that the private dependents include a lal
number of unemployed youth, though the gend
profile suggests that this segment also comprise
significant number of females dependent on thi
spouses or otar household members.

At 36% formal usage, private dependents are slig
more formally included than irregular earner
Interestingly, they have the highest use of oth
formal financial products across all segments, but
lowest level of savings.

The irregularity of their
income means that, alon
with the irregular earners an
selfemployed, they have ¢
particular need for flexible
product features.

They need an efficient an
accessible way to receiy
their money from others ang
store it. They are uikely to
be viable as main insurang
policyholders, but could bs
covered on the policies @
those that provide for them.

State
dependents

Least served

State dependents (34,641 individuals) are
interesting category from a financial inclusion po
of view because, though at an average of E529
month their income is very low, the thremonthly
state grant means that they have a consistent inco
at predictable intervals. As expected, they are 1
oldest segment. They are also by far the most ry
(94% and least well educated. They furthermo
stand out in being the segment with the lowest ¢
phone penetration.

They are least well served financially: only 23%
formally included and 54% are excluded from 4
formal or informal financial service.h@y take up
virtually no formal credit, insurance or remittanci
services.

They do not need asset (
productive finance, but a
many elderly are responsibl
for grandchildren, they arg
likely to value savings an
credit products aimed a
financing educatin. Likewise
funeral insurance or financia
services enabling hom
improvements may be o
value.

Expat
Swazis

Potential enablers

Expat Swazis are likely to have relatively high ince
compared to their family and friends in Swazilal
Approximately160,0® Swazis live in South Africa

Need for lowcost cross
border remittance options
that are accessible both i
the sending country and fo
recipients in Swaziland. Th¢




Segment Profile and current usagsummary Main financial service needst

whom 10%are legally and formally employe@hey| may find a financial servig
can play a significant role as remittance providers { (such as a saving
can potentially become investors in small busines endowment or insuranceg
or in the upliftment of family members. policy) that allows them tg
make contributions orbehalf
of family members attractive
This would require ar
accessible, loveost cross
border payment mechanism.

Tablel: Segment profile and financial needs summary

{ 2 dzND S Y own, desdd DriNESEPR011 and qualitative research insights
Small but diverse provider landscape

The small population and low average income limits the number of financial institutions that can
sustainably offer formal financial services. Most financial institutions areast part foreigrowned.
The financial services landscape is comprised of the following institutions:

9 Banking sector and Building SocieThe formal financial services sector in Swaziland is
dominated by the four large banks: Standard Bank, FNB, Nedlmh&waziBankthree of
which are subsidiaries of major South African banks. Although the Swazi Building Society
(SBS) does not have a banking license it offers many of the services offered by the banks and
hence can be considered as a direct competitothe banks from a consumer perspective.
Between them, these five institutions account for 84.5% of total formal credit and 93.5% of
formal deposits (excluding pension fund deposits).

9 InsuranceThe liberalisation of the insurance market in 2005 saw a nurmbeew entrants.
The most recent insurance licence was awarded in January 2014. There are now six long
term and three shorterm insurers alongside one composite insurer, the former state
owned monopoly Swazi Royal Insurance Company. There are alsodslicaiaid providers
that are currently unregulated.

1 Development credit providers (DCleffer subsidised credit to SMMEs. The only BGP
substantial scale IBINCOREBNd thelnhlanyelo FundOthers includehe Youth FundCredit
Guarantee Scheme and Comanity Poverty Reduction Fund

§ Credit institutions There are four registered credit institutions: First Finance, Select
Letshego and Blue.

1 SACCOsSavings and Credit Cooperatives (SACCOs) serve largely the formally employed
market. There are 74 registed SACCOs.

1 Retailers There are six furniture and clothing retailers providing credit. Together, they
account for 7.5% of consumer credit in Swaziland.

®*The everyday, common names are used for the financial service providers, with their full legal identities introducediytbethe
document.



1 Informal providersThe primary informal organisations offering financial services are savings
groups,including Accumulating Savings and Credit Associations (ASCAS) and Rotating: Savings
and Credit Associations (ROSCAs), and informal moneylenders, called shylocks in Swaziland.
Savings groups accept deposits and many also offer credit to both members and non
members. In addition, burial societies provide commuitised risk pooling. They reach a
limited number of people. Lastly, minibus taxis provide informal remittance services. This
channel is once again not widely used.

1 MNO The mobile network operatofTN entered the financial services market in 2011 as
an emoney provider through its Mobile Money product.

1 Post OfficeLastly, the Post Office provides remittance and bill payment ser¥ices.

The following diagram summarises the financial service provaetscape across the four product
markets, namely credit (top left), savings (top right), payments (bottom right) and insurance (bottom
left). It differentiates between formal and informal providers, with informal providers situated on
the outside:
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Money Savings

1
! 1
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= [
, | =0,
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1
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1 dealers Banks |
I - - - . |
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| MTN |
! 1
! 1
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1
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! Medical | S, !
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aid | |

Figurel: Provider landscape overview

{ 2 dzND S Y own rpifekehthtiirtbased on various sources
Provision of financial services clusters at the top end of the market

The small size of the market constrains the scope for economies of scale, thereby impacting on cost
structures. Most formal sector providers primarily target the formally employed segments. Savings
and transaction accounts are the only formal financial ducs to significantly reach into the
remaining target markets. Access to formal credit, insurance and remittances are below 15% for all
target markets that are not formally employed. Grebased structures such as SACCOs and savings
groups also reach mdgtthose with a regular and relatively higher income, although savings groups

® post offices offer a broadistribution footprint as a distributor of financial servicdsowever,the current strategic uncertaintyegarding
SPTdmits short term potentiafor post offices as a major distribution point, but may represenmtedium © longerterm alternative
distribution channel
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do have some rural reach. While burial societies reach across all target market segments,
penetration is low. “uw
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very few options for the rest but to resort to informal and unintermediated channels.

Distribution challenged by absence of economies of scale

Swaziland is already relatively well served in terms of physical bankiragtmitture. The small
country size means that even rural dwellers live relatively close to urban areas where most financial
services infrastructure is situated. Yet the cost of travelling even short distances to access financial
services infrastructure cape significant given low incomes and small transaction values. Alternative
distributors of financial services present an important opportunity to increase access to financial
services. However, the small number of consumers allows few channels to reaelcdhomies of

scale needed to sufficiently reduce costs. The two most significant distribution opportunities lie with
retailers and MTN Mobile Money, which is already gaining popularity as an affordable, alternative
transaction platform with a wide distsution reach.

Five financial inclusion priorities

The target market needs and supgigle dynamics suggest the following five priorities for a financial
inclusion roadmap in Swaziland:

Emoney to transact and save

Formal domestic and cross border remittenproducts to support vulnerable dependent
groups Deepening bank reach to better meet needs

1 Insurance to better manage risk
Reducing credit costs and protecting consum@éise nature and size of the opportunity, the
challenges faced and potential actidias realising each opportunity are set out below.

1. Emoney to transact and save

Largely castnased societySwazi consumers still have a strong preference for cash and there are
limited affordable alternatives to cash. The cost of cash is not currently unedisbut is likely to be
expensive due to the nature of cash management processes and the risk of theft. Despite high
uptake of transactional accounts, there is very limited use of cards for transacting. Most domestic
and cross border remittances are sehtough informal channels.

Many save at homeThe majority of Swazi adults do save in some way, but savings are largely
consumptive and shoitierm in nature for all but the formally employed groups. 18% of adults only
save at home or in kind and a furth&d% save in informal savings institutions rather than the
banking sector.

Significant barriers to electronic banking and formal saviiie predominance of cash suggests a
need for payments products, while the fact that many people save at home meanhs: thecure

store of value can add value. However, it is expensive to transact and save through banks for small
amounts. Mystery shopping suggests that the same basic monthly transaction profile that costs E59
in Swaziland would cost about R32 in Southcafand LSL48 in Lesotho. Furthermore, a number of
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eligibility requirements mean that the poor struggle to qualify for formal products: banks eften
require proof of income for entevel accounts, SBS savings accounts require a high minimum
balance, SACQO@embership requires regular contributions and high joining fees and is restricted to
defined groups. Lastly, the need to travel to access current financial sector infrastructure, even if
short distances, is expensive for people transacting or saving amalints.

Mobile Money provides solutioMobile money overcomes these challenges on all fronts. It charges

no deposit or monthly service fees, has a wider footprint than the banking sector (41% of agents are
distributed in rural areas) and there are curtnno documentation requirements to sign up (as
accounts are capped at E4,000, an AML/CFT KYC exemption applies). It furthermore meets the need
for small value, frequent transactions or saviggs/erage transaction values on MTN Mobile Money

and eWalletare a fraction of that of electronic fund transfers. Saving E50 per month with mobile
money retains 90% of savings at the end of the year compared to 45% through the average entry
level bank account. Increasing use demonstrates demand: there are now hame500,000 MTN

Mobile Money transactions per quarter, making it the single largest payments channel (besides cash)
by volume in Swaziland.

A number of challenges to fulfilling potentidlevertheless, it faces a number of challenges to fulfil

its full potential as a transaction and savings vehicle. Only about 15% of registered Mobile Money
customers are active clients. There is still an aversion to technology among some parts of the
population and inconsistency in network connectivity as well as the fatt agents may not be
liquid enough (and therefore not always have cash available for users to withdraw) and are not
available at all hours may discourage some potential clients. Furthermore, the E4,000 cap limits
functionality for those who wish to use NMdde Money to build up savings over time, or who wish to
send or receive less frequent, larger amounts.

Potential actions to realise opportunity

The following strategies can be considered for overcoming the challenges to Mobile N
uptake:

 Addresst AljdzA RAG& O2yaidGN}rAyGa 2F F3Syda
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I Train agents to familiarise people with the service when signing them up, the
overcoming aversion to technology

1 Consider a tieredaccount offering based on KYC thresholds to overcome
restrictive E4,000 cap.

1 Consider ways of ensuring consistency of access to the service, such as pr
access to funds through ATMs

A number of further actions can be considered to boost the raé Mobile Money in
financial inclusion:

1 Create an ecosystem of goods and services that can be purchased with i
money

1 Explore potential for distribution of grants via mobile money

1 Allow interest payments on the mobile money float and on mobile monepwats




1 Develop products appropriate to the needs of informal savings groups .

1 Conduct further targeted research to better understand the key barriers
opportunities to extend Enoney usage.

T 9yFoftS GKS (NI yalrOldA2y KAailddmisto FeNERed|
as a a basis for credit extension by other providers

1 Explore the potential to transfer funds from bank accounts into mobile mg
accounts

2. Formal domestic and cross border remittance products to support vulnerable dependent
groups

Most remittances not formally intermediatecdAlmost half of Swazi adults rely on each other for

income: about 154,000 adults (the private dependent segment) depend on others for their main

source of income and a further 71,400 receive income from otherssas@ndary income source. At

least 100, 000 of these adults receive this income via remittances. Yet only about 19,000 adults
receive remittances via formal channels. The main barriers to formal remittances emerging from the
demandside research are percad high costs and limited awareness of alternatives. 65% of
remitters who selR St A 3SNJ AYyRAOFGSR (KIG G(KSe& R2 a2 oSOl dz
formal use can improve security for both senders and receivers and regularity of income for
recipients.

Regulatory barriers to broader playing fielAlternative providers such as retailers and mobile
money could play a significant role where they have reach and enjoy the trust of consumers.
Regional retailer groups such as Shoprite and PEP alréegg pole in remittances elsewhere in the
region. Regulation is the main barrier to be overcome in this regard. Only 5% of Mobile Money
transactions are currently to rural areas, suggesting that it does not yet optimise its role as domestic
remittance chanel. Regulation prevents both categories from engaging in dyosger remittances.

Untapped potential in banking markeBanks also have significant untapped potential as remittance
providers: only a small proportion of their existing clients use theankb account to send
remittances. High charges, as well as limited awareness, are the main constraints to greater bank
reach in the remittances market.

Potential actions to realise opportunity

Regulators can improve the enabling environment for remittannds/o ways:

1 By allowing a broader range of domestic remittance service providers, ng
retailers

1 By engaging peer regulators at the regional level regarding the opening up ¢
crossborder remittances market.

1 Engage in a communication campaign topde special status to neresident
Swazis and facilitate their inward investment.




Recommendations for banks: -

1 Consider ways of reducing the costs of formal remittances, including access th
bank agents or through mobile products launched by bankskugh Cb . Qa

1 Expand product options specifically targeted at remittance senders and recg
and then marketing it as such.

1 Exploe partnerships with retailers and other agents to extend reach and overc
doorstep barriers.

3. Deepening bank re&icto better meet needs

Broad reach alreadyBanks have a client base of some 230,000 adults. They have the deepest reach
across target market segments, significantly more so than any other financial servicef Gdutts
indicate that the greatesadvantage of banks is that your money is safe from theft and 88% say that
if they were to receive a large amount of money they would put it in a bank.

Yet many bank clients do not use banks to transact and. More than 50,000 adults have bank
accounts but not savings accounts. Whereas 28% of adults have an ATM card, only 5.3% report
having a debit card. Furthermore, the average ATM withdrawal is E740, which is high relative to the
average income of most Swamiults. This suggests that many bank clients use their accounts as a
GYFLAfo2E¢ (2 NBOSAYS RSLRaAGEATZ 6KAOK |NB (KSy
transaction purposes. Bank reach is also very limited in the credit market. Only 9% oflibatk ¢

use credit and many bank clients have informal credit.

Improved disclosure critical tdetter protect consumers andleepen bank reachConsumer

awareness should be improveparticularly within the lower income brackets, both in terms of what

is avdlable and of the fees and terms and conditions applicable to different products. The relatively
GARSEALINBIFR LISNOSLIGA2Y 6A0GKAY CD5a GKIFIG olyla ail
fees but is also likely due to a lack of understanding ieytd of how bank fees are applied and that

many low income consumers have accounts inappropriate to their needs. Therefore a combination

of greater disclosure by the banks of their costs and terms and conditions, and improved consumer
education is importat to deepening bank reach.

5SSLISNI ol v -6 NiThetels therefaressignificant scope for deepening bank reach. For
clients, deeper bank reach can enhance security, discipline and privacy of savings and facilitate
lower-cost loané. For banks, educing dormant accounts and increasing transaction revenues can
boost profitability. To do so, a number of barriers however need to be overcome. 30% of Swazi
adults think that formal employment is needed to open a bank account. There is also a gemetal
well-founded - perception that banks are expensive and that charges erode savings balances over
time. Furthermore, qualitative market research confirms that people find bank charges, terms and
conditions confusing.

Potential actions to realise opportuity

” As discussed in sectio@isl and 7.1the small size of the economy is a major constraint to the growth of financial servicenhadcing
the productivity in the economy would increase the demand for financial serW¢bge enhancedproductivity would improve demand
for financial services, even with limited productivity improved access can improve welfare.



Documented international experience on deepening bank reach suggests a num .
recommendations for Swaziland: .-

1 Improve consumer awareness and disclosure of terms and conditions for
related products.

1 Leverage no#bank infrastructure to overcomeoorstep barriers, increase use al
reduce costs

1 Consider second tier banking licenses to encourage entry and innovation.

9 Consider regulation to enable agency, such as partnerships with retailer
remittances

1 Mine data to understand low income clients
1 Expand technology/mobile offerings
1 Employ SMS communication as confirmation and encouragement

At least fiveproductrelated opportunities can be explored given the features of the tat
market in Swaziland

1 Product desigmnd incentiveso encourage goabriented, committed savings

1 Extending credit to a larger group of the employed, especially through revqg
facilities such as low balance credit cards

9 Playing a larger role in insurance, both as a distribution channel as well as by,
embeddedinsurance as an incentive to increase savings balances or trans:
volumes

9 Targeting norresident Swazi citizens for local bank accoultesigning low cost
easy to access remittance productsad creating awareness around the product

1 Consider scope fanigrating grant payments to banking system

4. |nsurance to better manage risk

Strong iRprinciple need The economic vulnerability, often fragile health and lack of collective
financial functioning deriving from the country context suggest a needinfeurance, especially
funeral and simple life cover, but also affordable cover towards ancillary expenses when illness
strikes or loss of income.

Low reachbeyond formally employednsurance uptake is fairly high among the formally employed
(64% of civilservants and 35% of company employees have insurance), but dwindles down the
income spectrum and in total only 17% of adults have formal insurance. A further 5% are served only
by burial societies.

Savings and credit substitute for insurantrstead, peole find other ways to cope with the impact

of risks, such as saving or borrowing. 16% of savers save towards medical expenses and 22% of those
who save do so to allow for nemedical emergencies. A modelling exercise finds that funeral
insurance providesditer value than informal credit for any claims ratio above 30% (in Swaziland,



long-term insurance claims ratios are close to 100%). Yet almost 8% of those with credit borrow to
cover medical expenses and 5.2% borrow because oihmedical emergencies. e

Greatest opportunity at upper end of markeThe fact that people use saving or credit in lieu of
insurance is symptomatic of substantial barriers to uptake in the insurance market. Distribution and
premium collection challenges, as well as lack of reguleontes, may put a large part of the
population beyond the reach of insurers. Furthermore lack of awareness, trust and negative
perceptions pose significant usage barriers. Yet there is still room for growth among those currently
best served (the civil serats and company employees, notably in terms of health and asset cover)
or who could be reached by leveraging existing touch points. For example: the 123,330 individuals
with a bank account do not have insurance, 47,847 formal employees are uninsured d2& 34
SACCO savers are not covered by formal insurance yet.

Potential actions to realise opportunity

The following can be done to reap the insurance market opportunities:

1 Understand specific target market needs for different products and W
perceptions dive behaviour

1 Consider how product features can speak to target market realities such as exts
families and irregular incomes

1 Expand suitable product suite to include smallue sum assured cover towar
expenses triggered by a health event, incopnetection and lowcost asset cover

9 Build on the current broker and agent distribution channels to increasingly reac
via group structureand aggregators like banks and SACCOs

Explore the potential of distributing insurance through agricultural vahgsns

Explore alternative premium collection methods to payroll or debit orders

Where the regulatory framework is concerned, the main priorities arefitalise and
implement microinsurance regulationsgconsider KYC requirements for insurance, builg
on the threshold exemption precedent set in the banking environmeatdevelop a
streamlined, facilitative framework for medical schemas well as to consider allowing
policy initiation fee as part of the commission structure.

5. Reducing credit costand protecting consumers

Limited incentive for formal providers to go dowrarket Uptake of formal credit is mostly limited

to the formally employed segments (civil servants and company employees) and in aggregate only
about 7% of adults have formal cfié The current interest rate cap means that banks have limited
incentive to provide loans to riskier target markets. Credit institutions and SACCOs also serve largely
the payroll market.

Informal players fill the gaprhe target market analysis showsatlconsumers tend to borrow from

informal moneylenders rather than banks or credit institutions either because they are not eligible
for formal loans (mostly due to not having a payslip), or because they need faster turnaround times
and more flexibility (gch as the ability to roll over loans and only pay interest). Access and flexibility



come at a price though: informal market interest rates are several multiples of that charged by
formal players. “uw

Most SMMEssurvivalist The analysis showed that an estimat90% of Swazi entrepreneurs are
survivalist in nature, employ only the owner and have limited growth potential. Development credit
providers such aFINCORRNd Inhlanyelo are the only institutions with substantial exposure to
SMME loans. For the mostmadevelopment credit providers suffer from high nperforming loans

and undercapitalisation. The analysis suggests that broader development policies may play a larger
role than credit to develop the SMME and agricultural sectors. This is confirmee lexplerience of
Malawi, Zimbabwe and Mozambicteln all three countries, savings is a much larger source of
finance for SMMEs than credit.

Thus, a broader SMME development strategy is required beyond credit to include addressing
challenges in the businesenvironment, education and health, as well as extending the range of
savings and insurance products serving this market. While there are a number of SMME support
initiatives, coordination and scale is lacking.

Where finance is concerned, development diteproviderscan go further downmarket to serve
SMMEs than most formal providers with subsidised crdalit even they would require a threshold

level of viability to extend credit. Furthermore, stafiended SMME development credit is
undercapitalised andncoordinated. The government has provided funding to at least four different
organisations providing SMME credit, in each case to a value of less than E20 million, resulting in an
inability for most of these to achieve economies of scale and the asedaidficiencies and resulting

a number of small, undercapitalised, inefficient developmental credit providé€sordination of

loan administration, collectionand funding activities could improve efficiencies to achieve
sustainability of credit provisioand make additional capital available to SMMEs.

Improved customer information can aid growth in credit provisiomproved access to reliable and
detailed information regarding the credit worthiness and financial services history of clients and
potential clients allows credit providers a more accurate picture of their clients, allowing them to
price products appropriately. The greater information also reduces the risk induced through
asymmetric information. A credit bureau fulfils this role, and theddtrction of such an institution

in Swaziland, provided all providers share comprehensive client information, should reduce the risk
to providers, thereby theoretically allowing them to extend loans to clients that would otherwise
have been deemed too riskincluding SMMEs

Consumer protection imperativeDespite credit not necessarily being the panacea for financial
inclusion in Swaziland, particularly for SMMESs, there is still some scope for the expansion of credit
market reach and a number of consumerofaction concerns can be overcome to improve the

guality of financial inclusion in credit. Notably, limited information is available on terms and costs

when taking out credit. The actual cost of credit is therefore often higher than consumers
anticipated.Ly GKS Ay F2NXIf ONBRAG aASOG2NE | 6dzaA @S LINI
card and pin are rampant.

Potential actions to realise opportunity

Market conduct regulation to improve transparency in the formal sector and prg
consumers against abuses in the informal sector is likely to be the most impq

®Based on FinScope 8lBusiness Surveys conducted in these three countries.



intervention in the credit market. Further recommendations are:

1

=a =4

Apply an inclusion lens the finalisation of thecredit bilk

1 Increase and clarify thiaterest rate capinformed by market research

1 Promote the establishment of eredit bureauand the submission of positive ar|
negative credit information by credit providers

1 Collect approprite data to monitor credit markets

Coordinationbetween FSRA and CBS

Strengthen, recapitalisand coodinate state-supported development credit provider

allow the credit garantee scheme to earn interest aedcourage Expat investment

Consumer protectiomeasures:

1 Improve transparency of full costs and T &Cs

1 Reduce consumer abuses in the informal credit sector

Explore alternative credit evaluation methodéncluding mobile money transactio

history

Support donor initiatives to promotesavings groupsas alernative to informal

moneylenders

A broader policy intervention is needed that focuses on the fundamentalSM¥IE

development

Targetcivil servantgo start businesses

Who is best placed to unlock the opportunities and how?

This question can be answerbg assessing the current provider landscape in Swaziland in terms of
the incentive of various types of institutions to go dowrarket, the extent to which they are
trusted by the target market as suggested by the demaitld research, as well as the curte
footprint and potential reach of various players. Such an exercise suggests the following institutional

priorities for the roadmap:

9 Prioritise mobile money solutionsdevelopment credit providers and retailers (including agro
dealers) These institutions are best placed to facilitate financial inclusion at scale as they are
trusted by the target market, plus have an incentive to reach dowarket and an existing
presence beyond urban areas. Some of them, such as retailers anedegas, however
currently have limited exposure to financial services provision or distribution and others,
including the development credit providers, face severe operational challenges. From the
roadmap perspective, overcoming barriers to uptake and enalttiage institutions as providers

The following crossutting imperatives emerge for these institutions to reach their full financial

and channels is therefore a firstder priority.

Incentivise banks, SBS and insurthese institutions are trusted by the target market to keep
their money safe (though the qualitative research suggests that consumersfign suspicious

2F fFNBS FAYIYOAlIf AyadAddziAzyaQ Y2-markstSed 0 >
encompass product features such as a minimum balance, service fees or regular premiums that
may make it difficult for consumers to acceskhe primary roadmap imperative for these
institutions is to improve the enabling environment, build efficiency and convince them of the
business case for inclusimalevant products and channels so as to incentivise greater focus on

the underserved marke

inclusion potential:

o dzii



9 Build the financial inclusion business casiven the small size of the Swaziland market andsthe
role of head office strategy, itannot be taken for granted that financial institutions wilk «
automatically prioritise financial inclusion.

1 Better understand clienisThe target market analysis shows the value of informing product
design and distribution strategies with an understandinggofet market needs.

9 Improve transparency and market conducfhere is a cross cutting need for better
communication withclients to ensure sustainable use of products and trust in financial services.

1 Encourage partnerships with alternative distributidrannels The roadmap should equip banks
and insurers to partner with retailerspobile money operatorand other aggregators, including
informal savings groups, as distribution channels to reduce costs and increase the footprint

Informal money lenders, sangs clubs, burial societies and SACCOs are not covered in the above two
categories, yet should not be disregarded in the roadmap. For them, the following imperatives arise:

9 Protect informal credit consumersShylocks are least trusted, yet fairly widelged. The
imperative where they are concerned is to ensure consumer protection and devise ways to
migrate clients to the formal credit market by reducing barriers and reconsidering the interest
rate cap.

1 Acknowledge role of collective mechanisms, but plem@dmap priorities elsewhereThe
gualitative research suggest that word of mouth regarding negative experiences of fraud or theft
in savings clubs or burial societies erodes trust in these institutions. Though they play an
important role for those that tey do reach, usage figures suggest that such collective
mechanisms do not provide the answer for the majority of the population. Likewise SACCOs,
while trusted and providing a viable credit and savings channel for members, are generally only
available tothe formally employed market. Collective financial institutions should therefore not
be the primary target for the financial inclusion roadmap. Nevertheless, donor activities to
improve governance in savings groups and burial societies are useful, dsilfiean important
role for those without feasible alternatives.

Regulatory imperatives
The analysis suggests a number of cragising actions for the state:

Improvemeasuremento understand inclusiarDevelop a framework to obtain targeted information
FONRP&a LINPOARSNE GKIG oFflyOSa NB3IdAFG2NARQ ySSR
This includes revisiting reporting requirements by various types of institutions to include financial
inclusion indicators and product and channel informatidor example number of customers of

different types of products or served through particular channels, number of discontinued/lapsed

clients, number of complaints, fees and commissions, and claims ratios by product and channel
where insurance is concerngdlo avoid disproportionate compliance cost, the reporting framework

can be riskbased and incorporate varying frequency of reporting.

Implement market conduct regulation and consurasrpowermenimechanismsProduct terms and
related costs should be publied and prominently displayed to improve decision making. Regulators
can also publish a table of products and related costs on a regular basis. Furthermore, recourse
mechanisms should be strengthened. A pragmatic approach should be sought for creating the
Financial Services Ombudsman allowed for under the FSRA Act or broadening the scope of the
Insurance and Retirement Funds Adjudicator to fulfil such role. The potential role of an Ombudsman
in the banking sector should be investigated. Institutions cao Ak required to create and disclose

XXX



internal complaints mechanisms. To ensure a coherent market conduct framework across fimancial
institutions, coordination will be required between FSRA and the Central Bangeted financial = «
education initiatives shald also be explored.

Coordinate between regulators and implement transitional arrangements to smooth implementation

of regulation Coordination is needed between FSRA and the Central Bank to clarify who regulates
whom, to ensure that all consequential am@ments are brought about to remove uncertainty, to

put appropriate transitional arrangements in place, and then to clearly communicate the outcome to

the market. A first step could be to appoint a coordination panel between regulators to suggest

approprige transition mechanisms and evaluate the impact of the FSRA Act on other legislation to
determine the need for consequential amendments. As part of the coordination effort, FSRA can
consider delegation of authority for SBS to the Central Bank.

Support SMME development beyond finande broader policy intervention is needed that focuses on

the fundamentals of SMME development such as capacity building and the business environment
within which they operate. Recommendations on strategies in this regarddgbria the ambit of

the MAP study. Where SMME finance is concerned, the imperative is to improve and coordinate
current vehicles, rather than to pursue new avenues. This can be done by coordinating systems
among staterun development credit providers to hagess and combine resources. For example, the
same IT platforms or the same teams can be used to monitor and collect loans rather than each fund
developing and managing these resources themselves.

Leverage grant payment system to promote financial inclusonsider options for converting the
current cash system for payment of state grants into electronic channels such as mobile money or
banks partnered with retailers.

Develop policy to target neresident Swazi citizenBevelop a policy to facilitate nenesident Swazi
citizens (the expat target market) to support local dependents in terms of remittances, to fund
educational/health products for dependents, save for their retirement and invest in the SMMEs of
friends and families. This could entail a numbé actions, including: lobbying of the South African
authorities to enhance access to the financial system for undocumented migrants in South Africa;
the facilitation of alternative crosborder remittance channels, for example through retailers; and a
communication campaign to provide special status to mesident Swazis and facilitate their inward
investment.

Finally, the Central Bank and FSRA can each promote financial inclusion within their specific
mandate.

Recommendations for Central Bank

Enable lav cost, savings and payments produdmproved access to low cost savings and payment
products should be a key focus area for regulators given target market needs. Two Central Bank
actions can promote such an outcome:

Develop a strategy to enable Mobileodey as transaction and saving product.

Enable innovation in distribution by developing a framework that explicitly encourages agency
relationships between banks and ndwanks, most notably retailers and MTN

1 Encourage and enforceconsumer protection and dclosure/ transparency of product
information

T
T
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Encourage use of formal domestic and cross border remittance prodiatilitate formale
remittances by allowing nebanks to play in the remittance space. Retailers and mobile meney
providers are well positioed to offer domestic and cross border remittances. They can do so more
cheaply than banks and offer convenience in terms of functional proximity and speed of transfer to
customers. People are also often more comfortable to transact in these instituti@msithbanks.

Recommendations for FSRA

Ensure clarity by finalising regulatory framewarihe regulations for entities currently operating
without prudential supervision, namely SACCOs, medical schemes (see below) and collective
investment schemes shouldebfinalised. Further investigation is needed of governance concerns
with informal savings groups to inform whether it would be desirable and viable to regulate groups
beyond a certain size.

Tweak insurance framework to facilitate opportunitiesfter addressing microinsurance, which is
currently on the FSRA agenda, two further areas to consider are commission regulation and health
insurance demarcationVhere commission regulatida concerned, the recommendation is to allow

a policy initiationcommission or fee. In terms ofadical scheme regulatigthe recommendation is

to take care that the demarcation between health insurance and medical schemes does not curtail
insurance innovation. Furthermore, the regulatory framework and the correspgndupervision

and compliance burden should be proportionate to the small size of the market. Lastly, there is
4021 (2 AYGNRBRdZOS |y SESYLIiA2Y GKNBaAK2f R F2NJ
for insurance. KYC requirements are currently rdty enforced in the insurance market but, if
enforced, would serve as substantial access barrier.

Apply inclusion lens when finalising credit framewMhere the credit market is concerned, the
new Consumer Credit Bill introduces the role of a craéigulator to regulate credit across
institutions. The key regulatory imperatives in the credit sphere are:

1 Strengthen market conduct by requiring disclosuretasins andfull cost of credit inclusive of
any fees

1 Increase and clarify the interest rate capformed by market researclor introduce exemptions
below certain thresholds

1 Promote the establishment of a credit bureau for credit information sharing

1 Strengthen development credit providers through consolidation of systems and allow the credit
guarantee scheme to earn interest

In conclusion

Swaziland is already fairly well served, financially, compared to many peer countries. However, the
analysis shows that there is still significant opportunity for improved access to support welfare and
growth policyobjectives. The recommendations set out in this report can form the basis for the
development of a roadmap towards realising the priority opportunities.

XXXil
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1.1. Whatis MAP?

Making Access to Financial Services Possible (MAP) iffiecountry initiative to support financial
inclusion through a process of evideHgased country analysist is a partnership between the

United Nations Capital Development FANCDF; FinMark Trusf and the Centre for Financial
Regulation and Inclusi** (Cenfr). In each country, ibrings togethera broad range of stakeholders

from within government, private sector and the donor commurdycreate a set of practical actions

aimed at extending financial inclusion tailored to that coufftrfFinanciainclusion 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 ttwuntry context as well asf the demand and
supply of financial servicesnd the regulatory environmenin order to identify key barriers and
opportunities to increased financial inclusion acréms core product markets:

Credit

Payments

Savings

Insurance

Table2: Four core product markets
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Why focus on financial inclusiomhe MAP approach sees financial inclusion as a means to an end

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

contribute to GDPand economic growth. Economic theory suggests that financial intermediation

can fuel real economy impacts at the macroeconomic level by mobilising savings for investment
purposes (including capital allocati for business development), reducing transaction costs and
increasing efficiency, thereby contributing to employment generation and growth. At the
YAONRSO2y2YAO 2N K2dz&aSK2f R € S@Sts TFAYIFIYOAlLf Ay
reducing thei transaction costs, enabling them to more efficiently manage risks, allocating capital

UNCDRwww.uncdf.orgA @ GKS ! bQa OFLAGEE Ay@SadySyd 3Sydé F2N GKS g2NI RQa f
poor people and theicommunities by increasing access to microfinance and investment capitCDF focuses on Africa and the poorest

countries of Asia, with a special commitment to countries emerging from conflict or crisis. It provides seed;apité$ and loang and

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

capital investments, water systems, feeder roads, schools, irrigation scheqigsk I G g At f AYLINRGS LI22N) LIS2L) SaqQ f
Y FinMark Trustwww.finmark.org.zpis an independentnchJNR FA i G NHzA G 6K24$ LIzZNLI2aS Aa WallAy3d TFTAy
LINEY2GAY3I FAYLFYOALE AyOf dzi ATBefrustwgaR SNESIT- A02f YA &f K STRA yAlFYY GaAl FNED KA YHNS1HND GlAAGRKY CFde
Department for International Development (DFID).

11 Cenfri(www.cenfri.org is a nonprofit think-tank based in Cape Town. Cenfri's mission is to support finssezitdr development and

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

providing advice and developing capacity building programmes for regulators, market plagesthar parties operating in the low

income market.

2 Eor more information on MAP visit any of the partner websites listed in the footnotes above.

3¢ goes both ways, however. As the discussion in Seétioifl 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.


http://www.uncdf.org/
http://www.finmark.org.za/
http://www.cenfri.org/

for productive use and supporting the accumulation of wealth over time. Financial services can also
facilitate access to core services, such as health or educatios.c&hiimpact growth directly, by« «
triggering service sectors, as well as indirectly, by enhancing productivity.

Figure2 below summarises the direct and indirect channels through which financial inclusion can
impact welfare:

Transaction costs

Direct
Risk mitigation
Financial sector
development : Impioved
Accumulation angl welfare
allocation of |
: S 7\
capital -5 i
Financial Access to servicgg_________--fiﬁ
inclusion and opportunities e Employment,
s SMME education,
Indirect i health, food
-7 security
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Figure2: Financial inclusion real economy impact channels
Sarrce:Adz(i K2 NA Q 2 £3derordLi @E0Rmhy& Levind@93, andLevine (1997).
The customer at the cor®What sets MAP apart from other diagnostic exercises is the fact that the

demandside perspective; the customer and his/her needs is the point of departure for the
analysis and recommendatiorisigure3 illustrates the MAP logic:
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Figure3: The logic of the MAP process
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As the diagram illustrateshé MAP methodology starts by identifying the different needs in the
target market.The adult populatioris segmentednto groups of individuals with similar profiles and
needs that could form discte target marlets for financial service®Vith 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 enhancedoprovis
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 Swaziland

Strong financial inokion commitmentThe Government of Swazilanelcognizes the significant role

of the financial services sector in contributing esonomic growth, as well as the potential for
financial inclusion to contribute to poverty alleviation. A number of stratgygiorities outlined in
{6FTAflFYRQa bldidAz2ylf 5S@St2LISyd {GNIrGS3Ie o6b5{0
view. This include the need to satisfy thdemand for credit among indigenous entrepreneurs, the

need to achieve efficiency in statavned financial nstitutions (most notably Swéagank), the
repatriation of pension fund investments to stimulate local investment, the incorporatiddawfngs

and Credit Caperatives SACCQsnto the formal financial sector, and the empowerment of Swazi
nationals as professionals, managers and owners in the financial sector. Furthermore, the Poverty
Reduction Strategy and Action Plan (PRSAP) emphasises the need for savings to support poverty
alleviation(Government of Swaziland, 1999

Governmentasintroduced a number of initiatives to promote financial inclusion:
1 AMicro Finance Unit (MFU) has been set up under the authority of the Ministry of FinRaoe.

of its mandate is tadrive financial inclusion through the implementation of a Rixialance and
Enterprise Development Programme



1 The government is actively collaborating with the International Fund for Agricultural
Development (IFAD) and several financial institutions tprowe linkages to financial services =
and markets to facilitateural small and medium enterpris€ I @QdiSasica

1 The Central Bank Governbas stated that the Central Bank of Swaziland will endeavour to
complement growth and stability policies withrggeted interventions to support broader access
to financial servicesFurthermore, financial inclusion objectives are included in the National
Payments System Strategic Vision 2016.

1 In May 2013, the Ministry of Finance became a member of the global AdlitoxcFinancial
Inclusion (AFI). The Central BarilSwaziland (CBE)an associate member.

Financial inclusioserves welfarebjective The policyobjectiveimplicit in these various initiativas
that the provision of financial services, particularly to the excludeal the potential toreduce
vulnerability andincrease income in the wider econompnerebyimpacting onpoverty reduction
employmentandgrowth and, ultimately, enhancingelfare.

MAP as vehicléowards a financial inclusion stratega ! t @At 0SS dzZaSR (2 Ay T2
approach to financial inclusiorOn 12 June 2013, the Ministry of Finance convened a Financial
Inclusion Forum, attended by more than 65 participants compgigjovernment, the private sector

and developmentpartners to present the MAP methodologyn October 2012, the Ministry of
CAYLFYyOS F2NXIftfe& NBIdzSaiSR CAyal N] ¢ NYzatiwesa & dzLJLJ
agreed that the MAP study wiibrm the basis for the development of a muttiakeholder roadmap

for financial inclusion, which in turn will be leveraged as a vehicle towards an integrated financial
inclusion strategy in Swaziland. Governmbas constituted a Financial Inclusion Taslam toguide

the development ofthe financial inclusion strategy and to serve as steering committee for the MAP

project The Task Team comprises representatives of the Ministry of Finance, the MFU, the Central

Bank and the Financial Services Regulatothkity (FSRA).

1.3. Methodology and process

The MAP Swaziland diagnostic is funded by FinMark Trust. It was carried out by Cenfri with the
support from the FinMark Trust Swaziland coordinator, Mr Sabelo Mabuza.

Scope.This document builds an evidence baseoasrvarious 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 procesThe diagostic document is the beginning rather than the end of the road, as
it provides the basis for an ongoing mtdtakeholder process across government and the private
sector to develop a financial inclusiomadmapand implement it through aaction plan

Box1. What is a financial inclusion roadmap?

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

The roadmap is dighlevel strategydocument that details focus areas and recommendations towe
achieving the endyoal. The roadmap will béhe foundation for the development of an action plan, which ac
further detall to create an implementable and sustainable plan to improve financial incldgieraction plan
will specify specific activities stemming from the roadmap and assign a buoigeline and responsibilities tc



each. ,

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

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

1 Quantitative demaneside researchThe analysis draws heavily on tk&nScopeConsumer
Survey Swazilang011, publishedby the FinMark Trust in 2012dnceforthreferred to asthe
FinScopesurvey) FinScopéds a nationally representative demaisitle survey implemented by
CAyalN] ¢N¥zad Ay | G244t 2F wmy O2dzyGNAS&A Ay |
perceptions and interaction with various financial services, as well as stigreater financial
services penetration. The MAP analysis appliesHinScopesurvey results to obtain insight into
the relative size of different financial inclusion opportunities, as well as the realities, needs and
profiles of various target marketegments. Note that, as the survey was conducted in 2011, it
does not reflect recent trends such as the rise of Mobile Money. Where possible we account for
recent developments through the suppdjde analysis. A newinScopesurvey is underway for
2014.

1 Qualitative demaneside researchMarket research firm KLA was sointracted to design and
implement qualitative demandide research as an input to the analysis. Individual interviews
and focus group discussions were conducted to get insights into thedall B3 2 ¥ LJS2 L) SQa
lives and their interaction with various financial services. The findings are not representative of
the population at large, but complement the quantitative survey results to provide a deeper
level of insight into attitudes andtber drivers of financial usage behaviour.

Fieldwork was conducted in October 2013 in the Matsapha/Manzini area as well as in Mhlume.
Twelvefocus group discussiongere conductedacross the two regions. Each group comprised
seven to tenrespondents.In addition, fourin-depth interviews andsix immersions® were
conducted once again split by regioA. total of 104 respondents were reached: 49 male and 55
female. Full details on the methodology followed and findings are available in the separate
gualitative demandside research report developed by KLA.

1 Stakeholder interviewsIin October 2013, the diagnostic teammet with a total of 53
stakeholdersincluding regulatory authorities, government departments, financial institutions
and support organisati®1 The purpose wat understand incentivedor and constraintsto
financial inclusiorand obtain insights into key market trends and dad@pendix7 contains a list
of institutions consulted.

1 Secondary researciThe stakeholder consultations were accomjal by indepth analysis of
data contained in regulatory databases or obtained from suppliers. In addition, we analysed
Bl NA2dza AyaildAaddziazyaQ | yydz f NBLEZ2NIasx O2yRdzO(
sector context and analysed relevant gés of legislation and other documents pertaining to the
regulatory framework.

Immersions: spending a considerakblmount of time interviewing a respondent in his/her own environment



1 Mystery shoppingLastly, a mystery shopping exercise was implemented to understand preduct
terms and costs, as well as to experience the process of signing up for a finenciegé $roms « «
0KS Odzad2YSNR&a LISNELISOIAQGS®

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 fingctigion 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 segnts, 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 documenfrom this pointis structured as follows:

9 Section2 considers the way in which the country contexinacroeconomic, socioeconomic, as
well as physical infrastructurgshapes the scope for financial inclusion.

9 Section 3 analyses the relevance of the regulatory framework in Swaziland for financial
inclusion.

1 Section4 takes a closer look at the target market for financial inclusion in Swaziland 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 finhgeiaices, as well as what
stands in the way of greater engagement with formal financial services.

1 Mindful of target market needs and the country and regulatory contBggtion5 then provides
an overview of current financial services provision in Swaziland 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 sectorfiastructure in terms of the capital market and distribution
network.

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

Current usage the profile of usagen the particular product market
Use casesthe nature and extent of various use cagesthe product(seeBox2 below)

Providers ¢ an overview of the types and pgermance of providers serving the
particular product market.

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

9 Barriers to accessg determining what stands in the way gfeater 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.



1 Regulatory issueswith a bearing on fiancial inclusion in the particular market .

f Gaps and opportunitiesg concluding on the key gaps and opportunities for serving’
target market needs in the particular product market.

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

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

Box2. What is a use case?

I & dza Ss sidplyarSdentified need or application for a particular service among the target market
reason why a particular product is demandé&ar each product market, there will be several use cases.
use cases for a particular product will differ across cdasfrdepending on the context and target mark
featuresC2 NJ SEF YLX ST a2 LI & oAffag 2N ad2 aSyR Y
payments whiledt2 LINE A RS F2NJ SRdzOI A2y SELISyasSaé OFy

The use cases identifigd Section6 are intended to focus the discussion on the actual or potential ne
expressed in the market and the prospective roles tagiarticular product could fulfil. The use cases
each product market are identified based on the qualitative and quantitative dersatelresearch, along
with an overview of products on the market and insights from provider interviews.



2.
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The financial sector forms part of a broader economic and social context that will shape market
outcomes, demanside realities and functioning of the financial sector in and of itself. This section
unpacks the key contextuarivers of financial market development across the macroeconomic
context, socieeconomic and demographic context, as well as relating to infrastructure and to the
political context. The key context drivers of relevance to the rest of the analysis areasisadc

below.

Keyfindings context drivers
The keyfindingsfrom this section are:

1 Small country, poor populatioSwaziland has an adult population of only 531,813 persons. Of them,
than 80% either earn below E2,000 a month or have no redgotame (FinScope, 2011) ow incomes
indicate vulnerability to financial shocks and have implications for demand of financial services. Wh
provision of financial services is concerned, the small population size consdt@ipe for growth ang
economies of scale. At the same time, however, the small country may facilitate distribution; evet
areas are not that remote in Swaziland.

1 Poor health and frequent deathThe fact that Swaziland has among the highest HIV/AE®tration
rates in the world and a life expectancy of only 49 years of age compounds the vulnerability and su
outlook generally caused by pover{Reuters, 2013) The qualitative research suggests that mg
householdslook after children of deceased relatives afigherals in the community are a regul
200dzNNBYyOS® t22NJ KSIfGK dzy RSNX¥AySa LINRRdAzOG A ¢
inherited financial responsibilities create additional finanaitthin. The health situation thus constrai
demand for financial services on the one hand, but enhances the imperative for risk protectio
income smoothing on the other hand.

1 Small economic base, high regional integratiSwaziland has a small, regaly integrated economy|
{2dz0 KSNY ! FNAOIY /[ dzad2Ya | yAaz2y o6{!/ 10 NBOSA
budget (Southern Africa Regional Resource Centre (SARC), &d 3he private commercial and smal
medum and micro enterprise (SMME) sector is limited, with 82% of SMMEs classified as mig
commercial agriculture accounting for only 6% of land (&®all Micro Medium Enterprise Unit (SMM
Unit, 2010; Hachigonta, et aR013) The public sector is a key driver of economic activity and the s
biggest employer. The combined effect is a vulnerability to fiscal shocks and the need for ec
diversification to reduce reliance on SACU receipts as the greatesbetacromic imperative toward
FOKAS@GAY 3 adzaldlAylofS INRgGK® LG +faz2z YSIya
economy, it is unlikely to be the key driver of growth. The small economic base also implies &
formally employed mardt, which is well served by financial services while the bulk of the populatio
relatively unserved.

2.1. Macroeconomic context

Small country, about half the land not under title dedthe Kingdom of Swaziland is the smallest
country in the southern hemisphere. It is bordered by Mozambique to the East and South Africa to
the North, West and South, as shown kigure4 below. Its total land area is about 1.7 million
hectares and of tis, 54% is categorised as Titledd Land (TDL) and 46% is Swazi National Land



(SNLYHachigonta, et al., 2013). TDL is land that is pritedy held through a freehold or concessien
agreement. SNL is customary land held in trust by the King through the chiefs. It may not bessold,
leased or mortgaged, but chiefs have the authority to allocate usufruct rights to individual Swazi
families (Global Forum for Rural Advisory Services (GFRAS), 2013; Overseas Development Institute
(ODI), 1999)
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Figure4: Map of Swaziland
SourceGeology.com, 2014; World Rainforest Movement, 2014

Small ecoomy, declining economic growtSwazilandhas a GDP of USD 3.7 billion, representing the
smallest Southern African Development Community (SADC) economy after Lesotho and Seychelles.
{6l TAflYRQ& D5t KIgowtlSdvdra§inghjStyoteSaper dydadnd tHeh |@sKiwo

decades In recent years, GDP growth has steadily declined from a high of 3.5% in 2007 to a
contraction in real GDP of..5% in(World Bank, 2013, making Swaziland the slowegrowing
country in theregion! OO2 NRAYy 3 G2 GKS /SydNIrt .1yl 2F {6114
2012,nominally(CBS, 2013)

Manufacturing and public administration largest contributors to GEEclining importance of
agriculture As at 202, manufacturingcontributed 40% to GDPRvirtually doubling its share from 26
per cent in 1985. Agriculture has been declining in importance over the years from a higBaih 23
1980(World Bank, 2013p an estimaed 8% in 2012. Also notable is that, at 18% of GDP, the public
sector is the second largest sect(®waziland Investment Promotion Authority (SIPA), 2GiR)
shown inFigure5 below:

'*Note that the IFPRI Report draws on data dating back to 1994, which seems to be the latest available data.
'8 As per the CBS Annual Report, real GDP growth was 0.2% inCEB322013)
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Within the manufacturing industry, notable commodities produced include sugar, soft drink
concentrate, textiles, canned fruit and wood produg¢Bhabalala, 2009)in particular, Coc&ola

Swaziland (CONCO Ltd), is the largeppler of Coca Cola concentrates in Africa, and the largest

foreign exchange earner for Swaziland, contributing up te32% of GDRDuncan, et al., 2008;

Vandome, et al., 2013)n addition,the US African Growth ar@pportunity Act (AGOA) passed in

Hnnn 3FBS {slTAflFyRQa Of 20KAY3 | yR (i 3dsulingfinS Ay R dz
a sharp increase in foreign investment. Howeuwle country struggled to remain internationally
competitivefollowing increased global competition that resulted fraime end of the Agreement on

Textiles and Clothing (AT®)2005and the continued appreciation of the South African Rand, to

which the Lilangeni is peggdlobal Edge, 2014&ontaine, 2007) Sveral companies disinvested

from the sectorresulting in a loss of over half the jobs in the textile and clothing industry. In
December 2003he industry accounted for 11,49®bs compared to 30,000 in 20q#adonsela,

2006) Currently, it employsapproximately 19,000 people (Sibandze, 2014)¢ K S O2dzy (i NB Q
competitiveness may be further eroded by the expiry of preferential market access to the EU in 2017
(Vandome, et al., 2013; Schneidman, 20E)rthermore, Swaziland failed to meet AGOA conditions

by a May 2014 deadline, implying that it will lose its AGOA privileges from J@0I4Y.

The wood and wood products indtry suffered a setback in 2010 when a major pulp mill at Usutu
closed down. Yet consultations suggest that the sector is likely to employ more than 2,500 people,
with expected growth in the sawmilling industry likely in the medium to longer term.

Widespead involvement in agriculture disproportionate to its economic contribubaspite the

declining role of agricule in the economy65% of all households in Swaziland are involved in
farmingin some way(FinScope, 2011)et agricultural production is not able to meet all domestic
O2yadzYLJiA2Yy ySSRad C22R 02y aidAldatidgmeletaf, ROIIH K 2 F
CKA& YI& LINIfe 068 SELX I A guiural sackor, wihictSis dbrhitaied by K | G {

7 See, for exampl€Dlamini, T., 2014nd(Dlamini, W., 2014)
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smallholder agriculture, by and large still applies traditional labour intensive techniques rather than
the practice of mechanized commercial farminge Dutput of largescale agriculture is twelve timess «
that of smalholder agriculture despite the latter covering a significantly larger share of the cropping
area (smallholder agriculte covers about 67% and largeale agriculture about 33% of the total
cropping areaYWorld Bank, 2011)The FinScopesurvey findings suggest that lack of land (34% of
respondents) and lack of money for inputs (18% of respondents) are the main barriers to
commercialisation. Furthermore, a relatively low percentage of total farming land is ar@ble.

{ 61 1 A fotal YaRiGxea, 7%is agricultural landdust over 10%of this areais classiied as arable

land and only 0.9% is under permanent crdpA0O, 2013)

Box3. Agriculture sector context

Agriculture accountfor almost 90% of land us&he main land uses in Swaziland are communal grazing
of the land, mostly on SNL), ranching (19.2%), smallholder agriculture (12.3%), forest plantations
largescale agriculture (6%) and others (4.4%achigonta, et al., 2013pmallholder agriculture is based ¢
SNL, and largscale farming is based on TDL (World Bank, 2011).

Sugarcaneand cotton the only commercial crop¥he main crops cultivated in Swaziland are preseinte
Table3 below:

Harvest area| Metric ton
Crop ('000 ha) production
Sugar cane 53 5 000 000
Maize 47 60 765
Cotton 15 1115
Fruit 12 88 809
Legumes 12 9 426
Tubers 11 59821

Table3: Area and production of different crops in Swaziland, 262608
Source: FA@Q010 as shown iRlachigonta, et al., 2013

Sugarcanewhich is planted on about 58 nn KSOG I NB& S A a .Hwakidnd is the fRufH
largest sugar producer in Africa. It is predominantly grown under irrigation by-taraje farmers and has a
average Yield of 94 tonnes per hectare. A few small holder farmetr$o grow it without irrigation on plots
smaller tran one hectare, but their yields average only one tonne per hectare. The sugar industry is
account for 60% of agricultural output and 35% of agricultural wage employr(@latbal Agriculture
Information Network (GAIN), 2013Jhe sugar industry is said to directly provide employment to 16,
people and another 80,000 indirecf{$$waziland Sugar Association (SSA), 2054 of the sugar produced
for export and only 5% is consumed locgMachigonta, et al., 20133 KS 9! Qa !/t o! ¥
tF OAFAO DNRdzLJ 2F {1 GS&a0 {dzAINI t NeG202t 3l @S
prices. However in order to comply with WTO rules thetfegan removing the subsidies from 200&spite
this, revenues in the sugar industries have registered growth due to favourable sugar (fiiloigs Taka
Ngwane, 2012)There are three sugar mills: two belonging to the Royelzs Sugar Company (RSSC) and
belonging to lllovo Sugar. Plans are underway for a fourth mill, Nstdedbe Sugar Mill, in the Lubomb
region(Simelane, 2014)

Irrigation accounts for 85% of water use SwazilandThisis driven primarily by sugarcane irrigation, whi
uses 84% of the irrigation water. Other water uses include, domestic (2.3%), industry (1.2%) and li
uses (1.2%). To facilitate the high need for irrigation, Swaziland has ten majoroattbmentdams(FAO,



2005) A number of dams facilitatey Swaziland Water and Agricultural Development Enterprise (SWe
are specifically aimed at promoting smallholder farmer participation in the sugarcane indHstchigonta,s =
et al, 2013)

MaizeAd { ¢l T AflyRQa adGl LS F22Rd ¢KS | NBI L)X 0gO(
hectares in 1993 to 4000 hectares in 2008. Maize is predominantly rainfed and grown by smallh
farmers who have an average farm holding of only 1.&tdmes in SNL. The average yield is about one tc
per hectare and does not meet domestic demand, which is estimated at aroun@0bnnes a yeal
(Hachigonta, et al., 2013)

Cotton production, like maize production, has severely declifiedm 27000 hectares in 1993 to 1600
hectares in 2008 In areas that register low rainfall, cotton is a substitute for maize. Its average yield i
0.07 tonnes per hectare.

Fruit and vegetablesare mainly produced on a smaitale basis and are often intergnoed with maize.
LYLER2NIa NS ySOSaalNE F2N YSSGAy3 vyz2ad 2F GKS

It should be noted thasmall scaldivestock farmingis a significant additional activity for the majority
households that rely on agricultufélachigonta, et al., 2013)

Large public sectoAs noted above, public administration is estimated to account for 18% of GDP.
The public sector is the largest single employer in Swazilang010, the public sectaabsorted

21.7% of the labour forcéMinistry of Labour and Social Security, 2Qlifjplying a large public
sector wage bill. At around 15% of GDP, the wage bill is one of the highest in(B&itsevant, et

al., 2013) Ministry of Finance data indicate thdor 2012/13, the wage bill accounted for 43.5% of
government expenditure, thereby exceeding the sum of other recurrent expenditure (21.1%) such as
infrastructure, social grants, education and health, as well as capital expenditure (D3R,
2013) In the Financial Adjustment Roadmap (FAR), the government has committed to restrgctur
and rightsizing public sector expenditurerhile improving its efficiencyGovernment of Swaziland,
2011)

Furthermore, a significant paof the private sector is royabwned. Through Tibiyo Taka Ngwane,
the monarchy holds full or partial ownership in over 20 major companies involved in agriculture,
manufacturing, mining, real estate, financial intermediation, tourism, wholesale andl,retai
communications and transport (Tibiyo Taka Ngwane, 2012).

Small private and SMME sector faces a number of constrfné | T A f rbsy’ Rx@d capial
formation by the private sector as a percentage of GEER only 5.2%n 2012, making it the
smallest m the SADC region after AngdMorld Bank, 2013)The large role of the public sector
implies that many private companies, especially SMMEs, are heavily reliant on government
contracts. This reliance turned out to be detrimehia 2011 when the Swazi government became
heavily in arrears to the private sectors because of the fiscal crisis. The arrears stood at E400 million
(about 1% of GDP) as at the end of March 2(Mafusire & Leigh, 2014)his lel to significant job

losses and decreased activity in the private se&lARC (2013)

An enterprise survey conducted by the World Bank in 2006 revealed access to finance and high tax
rates as some of the most pronounced constraints to doing busifssld Bank, 2006)This is
corroborated by the fact thasw T A f loyieRti@ drediRto private sector (% of GBB¥only 25%



in 2012,compared tothe SSA average of 62 the same periodWorld Bank, 2013)and that =
Swaziland institutes an SMME tax rate of 27.5%,contptoea rate of 0%in Zimbabwe 15% in«
Lesotho, and 2 dzii K | T NROGI10¥4Sibakidzg, 2H.3)

Box4. SMME landscape

In Swazilandthe SMME mandate falls under the Small and Medium Enterprise Unit, a department i

Ministry of Commerce, Industry and Tragtenceforth referred to as MCIT).

Table4 below shows the classification of SMMESs in Swaziland:

Micro enterprises Small enterprises Medium enterprises
Value of Assets  |Under ESO, 000 ES0,000 to E2 million  |E2 million to ES Million
Staff employed |1 to 3 people 4 to 10 people 11 to 50 people
Tumaover Upto EGD, 000 Upto E3 Million Up to EB Million

Table4: SMME classification in Swaziland
SourceSmall Mico Medium Enterpris&nit, 2010
SMME sector dominated by micro businesJeable5 below, which is based othe SMME censuseport

(SMME Unit, 2010shows that the majority of SMMES are micro enterprises run by sole proprietors, loca
the Manzini and Hhohho regions@imvolved in the wholesale and retail sector:

Swaziland SMME profile | Total number of SMMEs: 4,926
Total staff employed: 8,381

Size distribution 82% micro; 17% small; 1% medium
Regional distribution 35% Manzini; 28% Hhohho; 20% Shiselweni; 17% Lubombo
Sectoral distribution 58% wholesale & retail; 10% manufacturing; 7% hotels & restaurants;

real estate; 2% transport, storage & communication; 2% health & soc
work; 1.5% education; 1% financial intermediaries; 1% agriculture,
hunting & forestry; 13.5%thers, including personal services

Gender distribution 56% female, 44% male
Registration Total number of registered SMMEs: 3,322

Registered SMMEs by 93% sole proprietorship; 5% registered company; 1.5% partnerships;
ownership type other

Tableb: Swaziland SMME profile

SourceSmall Micro Medium Enterprise Unit, 2010

It should be noted that these figures only consider established businesses and do not reflect the multit
selfemployed individualssuch as thosengaged in street vending for examptze Sectiod).

Many SMMEs formed out of survivalist needkhough the main reason for setting wgm enterprise is the
desre to be selfemployed or the identification of market gaps, enterprighat are set up out of necessity
resulting from the high unemployment are on the increa&MME Unit, 2010) These can be termes
AdzNDDA DIt AAad 2N & NIBhe BriSaop yuivey fiklyigs, Naheaby ¥<sS dubid D% of sn
business owners or sefimployed individuals earn more than E2,000 per month, confirm that n
entrepreneurs are survivalist in natur@ case analysis associated with the University of Swaziland rev



that 215 out of 265 SMEs interviewed mainly used their enterprise proceeds towards maintaining *
families or paying for miscellaneous expensesh as education and health. Many of the businesses wk = =
main goal was to offer sustenance lacked a clesiness strategy and were not innovati\d@ubert, 2004)

Access to finance, skills and infrastructure among main constraims2010 SMME census lists the me
constraints faced by SMMEs as: (i) stringent collateral requents; (ii) costly and protracted busine
regulatory processes, which result in many entrepreneurs operating businesses without meeting
statutory requirements; (iii) corrupt practices that allow the mushrooming of foreign traders who drive
traders out of business; (iv) poor road infrastructure and services in the remote areas, which increase 1
of transporting goods and services; (v) stringent requirements for SMMEs accessing finance as t
perceived to be high risk; (vi) lack ofiginess management skills; and (vii) lack of technical skills
appropriate experience.

Less favourable investment climai®espite efforts by the Swaziland Investment Promotion
Authority (SIPA) to encourage foreign investm&ntforeign directinvestment (FDI) flows to
Swaziland have remained relatively constant over the past decade. This was off the base of a sharp
RSOt AYyS Ay GKS dpna F2tt26Ay3a {2dziK ! FNAOI Qa SyR
SNRPRAY3I {6 1 geb lay BQ Bavestménd Hegtimdtion (SARC, 2013). In the Global
Competitiveness Index, Swaziland ranks 124 out of 148 countries and last compared to the other
SACU members (resgtive ranks: South Africa 53; Botswanag 74; Namibiag 90; and Lesotho

123).The five most problematic barriers to doing business were cited as tax rates, access to finance,
inflation, government instability and inefficient government bureaucr@ajorld Economic Forum

(WEF), 2013)

Strong regional iregration. The Swazi economy is closely integrated with neighbouring South ;Africa
70% of its imports are from South Africa and 79%tsoéxportsare to South Africd (SIPA, 2012).
Swaziland is a member of the Common Monetary Area (CMA) together witthbedtamibia and
South AfricaThe CMA agreement came into place in 1986 and dates back to the Rand Monetary
Area (RMA) agreement which was signed in 1@@ternational Monetary Fund (IMF), 200Within

the CMA the rand is used as common currency &mel Swaziland Lilangeniogether with the other
membed €urrenciesare pegged to the rand

Swaziland also forms part of the Southern African Customs Union (SACU) along with Botswana,
Lesotho, Namibia and Southrisa. The SACU agreement was first effected in 1910 and entails that:

(i) acommon external tariff (CET§ levied on all goods imported into thaion from the rest of the

world, (ii)) SACU manufactured products are guaranteed free movement within tioe @ountries,
without duties or quantitative restrictions; and (iii)ravenuesharing formula (RSFE) appliedfor the
distribution ofimport duties collected by the union. The RSF was later revised to include excise duty
in the revenue pool.

Figure 6 below indicates trends in SACU revenues accruing to Swaziland in recent years, with a
notable dip in revenues in 2010/11.:

¥|n 2012, SIPA was runnep in the United Nations conference on Trade and Development (UNCTAD) Investment Promotion Awards for
its efforts in facilitating the provision of factory space, nexsaey licenses, permits and tax concessigviafusire & Leigh, 2014)

* Theonline information portal on the African Growth and Opportunity Act (AG@#Yyides a slightly different picture th&waziland

receives more than 90% @s importsfrom South Africdo which it sends 60% of its expof&GOA.info, 2014)
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Figure6: Trends in nember statesCBACUevenues

SourceSouthern African Customs Union (SACU), 2012

Furthermore, Swaziland is a member of SADC and the Common Market for Eastern and Southern
Africa (COMESA).

Regional integration brings benefits, but creates risRegional integration has a number of
advantages for Swaziland. For instance, the monetary policy implications of the pegged exchange
rate has ensured largely singligit inflation since 2000, and the high mobility of goods and
investments across the CM&gion facilitates technology transfer, employment and efficiencies in
trade (Asonuma, et al.,, 2012)in addition, the presence of several foreigwned companies,
particularly South African telecommunications and financialises firms, has enabled Swaziland to
benefit from transfer of specialised knowledge and expertise. The biggest downside to regional
AYGSaANI A2y K26SOSNE KFra o06SSy GKS AYLI OG 2y {9
receipts from 2008/9 to 200/11, as indicated ifrigure6 above. The drop in receipts was largely the
result of the slowdown of the South African economy, which contributes &®dwer cent towards

the SACU podISARS, 2012; 2008pllowing the knoclon effects of the global financial crisias
discussedelow.

Reliance on SACU receipts triggers fiscal cbuie to the small economizF 8 S { 61 T Af | YRQ:
funding is heavily reliant on SACU receipts, which historically accounted for about 6Qo%%l of
government revenu€SARC, 2013A significant (38 per cent) drop in SACU revenue, along with the

large publicwage hill gave rise to a fiscal deficit of 17h&r centof GDP in 2011 that plunged

Swaziland into a fiscal crisi&és goverment is the single biggest employer and government and

LI N} adlarta | NBS &adzOK | 6 A 3thdtiheNisical &idis hadaSubstd®tiala A vy S €
knockon effect on the economyFor example, the impact on SMMEs of government arrears as
indicated above.

Fiscal adjustment emphasises need to diversify revdnuesponse to the fiscal crisis and under the
guidance of tle IMF,government developed a Fiscal Adjustment Road ap010in an effort to
reduce reliance on SACU receipts by increasing domestic revenue collection and reducing
expenditure. A major part of the planned expenditure cuts was a reductitimipublicsector wage

bill. An Updated Fiscal Adjustment Roadmap (UFAR) has since been adopted for ZINZATS.
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Key successes achieved have been the formation of the Swaziland Revenue Authority (SRA) in 2011
and the introduction of Valuddded Tax in 2012. Dorsic revenue improved by 8% in the first year «

of the establishment of SRISARC, 2013The UFAR however underscores persistent vulnerabilities
related to a lack of fiscal expenditure controls.

2.2. Socieeconomic and demographic context

Snall, predominantly ural, female and young populatiorSwaziland has a population of 1.231
million (World Bank, 2013)of which 531,813re adults(FinScope, 2011)As shown byFigure?,
almost twothirds (63%) of adults are female, the same percentage resides in rural areas and over
half (53%) are aged between 18 and 34 years:
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Figure7: Adult populationsplit across gender, ruralrban distribution and age

SourceFinScope2011

A significant number of migrastThe number of officially recorded Swazi migrants steadily dropped
from 15,892 in 1994 to 9,475 in 2001, and finally to 4,800 in 2012. Thislsi#d to the decline in

the South African gold mining industry, the biggest Swazi migrant draw card over the last 20 years
and, more recently, theSouth African Immigration Act of 2002 (amended in 2011) and the new
Mining Charter of 201,0which puts presure on companies to reduce their reliance on foreign
workers(Economist Intelligence Unit, 2012 similar decline in the number of Swazi men employed
in the mines: 9,360 in 2000 to 6,878 in 2006 corroborate this trgntkrnational Organisation for
Migration (IOM), n.d.)Other research however suggests that actual numbers of migrants could be
substantially different to the recorded figures. It is estimated that 160,485 Swazis live outside of
Swazihnd, 85% (135,720) of them in South Afrig&lorld Bank, 201689. If these people were
included in theFinScopesurvey, it would add 30% to the adult population. They are furthermore
likely to earn substantially more than most ibfeir peers living in Swazilaffd World Bank(2010)

% The most recent estimate is §¥ruen & Chisadza, 2012}hey estimate there to be 117,525 Swazi citidemmsg in South Africa. If
accurate, this would suggest a decrease in migrants to South Africa since the publication of the World Bank estimate in 2010.
% As an indication: the minimum wage for agricultural workers in South Africa effective from 1 Maréhis2R2420.41 per month
(McCarthey & Associates, 201Zhis is more than the average wage of company emplogstsated for Swaziland (see Sectdyn
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estimate$® suggest that Swazis abroad remit USD 47 million home annually, USD 40 million of which
originates in South Africa. This amounts to approximately 1.3% of GDP. .

Most Swazi adults outside of formal employmefhe 2010Integrated Labour Force Survey
estimates thee to be 579000 adults aged 15 and aboy®linistry of Labour and Social Security,
2011) Of them, 61% or 327,000 are econoatig active (either working or unemployed). The
employed population is estimated at 194,000, of which 122,000 are employed in the formal sector
(seeFigure8 below). hus almost 79% of those aged 15 and above are not formally employed.

Private sector: 41% (80k]) |

—| Formal sector: 83% (122k)

Public sector: 22% (42k) ‘

Population: 1,231 million

Population aged — Employed: 59% (194k) Informal sector: 33% (63k)
15yrs & over: 579k

Economically
active: 61% (327k)

—| Unspecified: 4% (8k)

Unemployed
| (Relaxed): 41% (133k)

Unemployed
(Strict): 24% [77k)

Figure8: Labour force structur&

SourceMinistry of Labour and Social Security, 2011; World Bank, 2013

As the latest Labour Force Survey data dates back 10,20is likely that the employment situation

may have changed since then. ITQNet payroll deduction data suggest there to be around 37,000
public sector employees, rather than the 42,000 indicated in the 2010 suRiagcope(2011)
survey findingestimate there to be in the order of 45,000 public sector employees and a further
61,455 employees in the private sector.

Generally low educational attainmenMore than 40% of adults have no formal education or only
primary education. About half have atteed secondary (three years junior secondary) or high school
education (two years senior secondariput only 10% has some kind of tertiary education. A recent
study suggests that the average Swazi adult receives seven and a half years of s¢kbalinglo,
2013)

Box5. Education structure

Primary educationn Swaziland involves seven years of schooling. A national examination in grade se
compulsory requirement for progression to secondary schBekognising the importance of promoting tt
entry to education the Education Ministry started implementing the Free Primary Education (
programme starting with grades one and two 201Q It plans to roll out FPE to all the primary grades

2 The estimates are derivagsingmigrantstocks,host muntry incomes, andrigin countryincomes

% Note that, according to the FinScope survey, 203, 564 Swazi adults are employed and there is a total of 531,813 aduipdoyidt e
adut population consists of adults that reported earning a wage, salary or weresgdfoyed. In the rest of this document we will adopt
the FinScope survey figures.



2015. Alhough the programme has resulted in increased enrolment rates (an increase of 15% for botk
one and two in 2010), not all school going age children e(ivihistry of Education & Training, 2014&
Furthermore, only 60% dhose who enrol for grade one actually complete their primary education. Tk
f26SN) GKIYy %I YOoAlFIQ&a TH:>I %AYolosSQa ywm: |yR
although the government pays about USD 62 annually for every pupil enioligchde one to five, school
still charge parents a top up fee of about USO{RBakathi, 2013)

Secondary educatiortonstitutes five years; three years junior secondary and two years senior secor
Once again, national exams mark the end of each lévetational educationwas started as a pilo
programme and is only offered in selected schools. It aims to equipdeawith technical skills or busine:
enterprise skills (Ministry of Education & Training, 26143overnment does not offer financial assistance
AS02yRINE FyR 020FdA2y+t SRdOFGA2y SEOSLII T2
(OVC) grant programm@hakathi, 2013)

Within Swaziland, one can obtatertiary education from a publicly funded university, polytechnics a
specialised colleges or privately funded accredited universities and collegesgolieenment provides
scholarships to students wishing to pursue tertiary studies both locally and alihizistry of Labour &
Social Security), 2014)

Mismatch between skills supply and demaitie Swaziland services sector heegistered higher
growth than the industry and agricultural sectarach yearsince 200gWorld Bank, 2013)Growth

in the services sector and particularly growth in the telecommunications and financial services has
led to ademand for higher skilled labouSARC2013).Yet, only 1@ of adults have vocational

training and beyond

High poverty levels and inequaliSwaziland has @ini coefficient of 51.5%, making it the 2fnost
unequal country out of 153 countries worldveidindex Mundi, 2013)As perFigure9, about 60% of

{6FTAflYRQA | Rdzf G LJ2LJdzf I GA2Yy NBthJymNd EqRateSth eSS NI S| |
GKFY '{5 W | RIF&0 2N y2i SINYyAy3 I NB3IdzZ I NI Ay O:

LyO2YS FyR 9ELISYRAGAINE { dzNBSeQa LRISNIe&e NI GS
E461 per mont{CSO, 2011)0f those that earn a regular income, about 24% earn between E500
and E2, 000 (less than USD 7 a day) and only 12% earn more than E2,000. The average monthly

income across all adults is only E 1, 018 per m@riftscope, 2011)

% hitp://w ww.gov.sz/index.php?option=com_content&id=296&Itemid=409
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Figure9: Monthly income distribution
SourceFinScope2011
Figure 10 below shows that urban incomes are significantly higher than rural incomes. Though

females have a slightly higher representation in the lower income bands and males slightly greater in
the upper income bands, there does not seem to be any real gender disparity.

40% 35% -
35% 30%
30% | 25%
25% -
’ 20%
20% 4
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Figurel0: Income distribution across ruralrban split and gender

SourceFinScopg2011

Prevalence of HIV/AIDS undermines health, increases dependencéAmestimated 26.5% of the
adult population is infected wittHIV/AICS the highestprevalencein the world (United Nations
Children's Fund (UNICEF), 20)out 40% of all mothers are HIV/AIDS positive. The high HIV/AIDS
prevalenceeads to ahigh dependency ratiand is the main reason behind a significant drop in life
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expectancy from 60 years in the 1990s to 49 years in 2012 (Reuters,,201X)1080% of orphans

in Swazilandvould have beerorphaned as a result of pants dying from HIV/AID&ccording tos « =
UNICER2006) projections.. The high prevalence of HIV/AIDS in Swaziland has led to the elderly
being the primary care givers of orphaned childréinereby further constraining theitimited
resourceqDlamini, 2007)Average household size ranges between 6 and 8 people.

Box6. Health infrastructure

Setup of healthcare system consists of formal and inforfad I T A f I YRQ&a KSI t G§KOF I
informal and formal sectofMinistry of Health, 2014)The informal sector is comprised of traditional heals
and other unregulated health practitioners, and the formal sector is comprised of facilities owned k
public sector (45%), industries (12%), missions (15%), NGOs (5%), private practitiongrarfdOptivate
nurses (3%lAfrica Health Observatory (AHO), 2018he formal sector is organised through a tier system
the primary level are community based healthcare workers, clinics and outreach services; seconel@sy
provided by health centres that offer both inpatient and outpatient care; while hospitals, special
hospitals and referral hospitals represent the tertiary level. Each level acts as a referral point for th
preceding it.

Provision of healttare matchesg A (0 K NB 3 A 2Fgr@dery DEdIdpIE $here are: 0.17 physicial
(2009), 1.6 nurses and midwives (2009), 3.7 community health workers (2004), and 2.1 hospifa0i&ls
These compare to Botswana, Lesotho, Namibia and South Afriolcass:

Swaziland | Botswana | Lesotho Namibia | South
Africa
Community health workers (per 1,000 3.7 0.5 (2006) | n/a n/a 0.2
people) (2004) (2004)
Hospital beds (per 1,000 people) 2.1 1.8 (2010) | 1.3 2.7 2.8
(2011) (2006) (2009) (2005)
Nurses ananidwives (per 1,000 1.6 2.8 (2010) | 0.6 2.8 4
people) (2009) (2003) (2010) (2004)
Physicians (per 1,000 people) 0.2 0.3 (2010) | 0.04 0.4 0.8
(2009) (2003) (2010) (2011)

Table6: Provision of healthcare in Swaziland, Botswah@sotho, Namibia and South Africa

SourceWorld Bank, 2013

Healthcare costs are covered from a range of sourablic facilities are by large free apart from a minin
fee that is paid by patients for certain services (AHO, 2014). Based on 2011 figures the government
69% of all health expenditure. Of the 31% financed privately, 42% constitutex-potke expenditure and
the remaining 58% is financed by other private means such as insurance, NGOs and through far
friends (World Bank, 2013)lt is important to notethat healthrelated expenses are not limited to out ¢
pocket healthcare costst is likely that other ancillary expenses relating t@ansport costs and foregon
incomedue to ilthealth aresignificantcost elements.

HIV treatment, care and support services are critifhere are 265 health facilities that offer these service
Swaziland, divided into three models. 201 (76%) offe¥ Testing and Counselling (HE&)ices that are
integrated into the existing general health care system, 40 are outreach sites ande2¥ohuntary
Counselling TestingvCT) facilities. The latter model is client initiated while the prior two are prov
initiated. Moreover, 110 of the 265 health facilities offer comprehensive Antiretroviral Therapy |
services. All patients in need this treatment can obtain free ART services at public centres, outreach
NGOs and some private health facilities supported by the Ministry of Health to provide these free se



The ART services were initiated in 2003 and by 2011, they haderegisan overall treatment service
coverage rate of 80% (84.3% adults and 53.2% children compared to the targeted 80% adults as = =
children) (UNAIDS, 20122') Life expectancy within this period showed an improvement: from 4&s/én
2003to 49 years in 201World Bank, 2013)

Small, but relatively widespread social grarfhe Department of Social Welfare administers social
welfare services and transfers in Swazilaltbre than 55000 elderly persons receive quarterly
cash transfer of E66@n equivalent of E220 per mon{Blamini, 2013)

Box7. Social welfare

The state funds four social transfers in Swaziland: @d Age Grant (8G), the Public Assistance Grant (PA
the/ KATR 2StFINBE DNIyld FyR (KS hNLIKOpgh Sbciety Initative §6
Southern Africa (OSISA), 201P)e first two are the largest, these are describetbw:

I OAGwas introduced in 2005 to provide assistance to those aged 60 and above (the elderly) and rec
monthly pension of less than E 10MCHR, 2013}t is said that the OAG policy was adopted by the
government as aesponse to dealing with the indirect impact HIV/AIDS has on the elderly. The grant
widely disbursed through community centres in variaasinistrative subdivisions, known @gkhundla
(refer SectiorR.4), and social welfare centres. As it is considered a permanent grant, the government
obligated to meet the budgetary cost of the OAG for all registered parties despite any shortfalls in st
funds (OHCHR, 28X Dlamini, 2013).

1 PAGprovides assistance to the vulnerable under the age of 60 who do not receive any other grant o
no alternativesource of income. The main beneficiaries of this grant are the disabled, the chronically
the destitute and widws. Similar to the OAG, it is aimed at addressing poverty; however, PAG is
temporary and is subject to availability of state funds and the transfer involved are smaller compere:
OAG (Dlamini, 2007).

2.3. Infrastructure context

Relatively goodnfrastructure, but low electrificatianAccording to the Global Competitiveness
report (WEF, 2013), Swaziland ranked 71 out of 148 countries in terms of the overall quality of its
infrastructure. The quality of roads and the railroad, in particular, rdnkighly at 43 and 38 out of

148 respectively. Quality of port, air and electricity supply rank®, 98 and 91 respectively.
Swaziland has a road network oBG0Okm, 60% of which is paved. As Swaziland is landlocked, the
301km railway network is essentifor movement of goods to neighbouring countri@dnisi, 2007)

The overall electrification rate is about 27% (40% urban, but only 4% rural coverage). The Swaziland
Electricity Company (SEC) imports 80% of its electricity fBoath Africa and 10% from
Mozambique(Swaziland Energy Regulatory Authority (SERA), 2013)

High mobile penetrationWith regards to telecommunications, Swaziland has one Mobile Network
Operator (MNO), MTN. The estimated mebjpenetration of 86% is above the African average.
However, lack of competition has meant that the Average Revenue per (APRUs one of the
highest in Africa. Internet penetration is relatively low at 27% and fixed line telephone penetration is
only 3 (Paul Budde Communication, 2014)

ZUNAIDS, 201Bwaziland Country Report on Monitoring the Political Declaration on HIV andWiBISane- Swaziland: UNAIDS.
[Online] Available at:
http://www.unaids.org/en/dataanalysis/knowyourresponse/countryprogressreports/2012countries/ceSZ Narrative Report[1].pdf
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2.4. Political context .

Monarchial democracyThe King declared the Kingdom of Swaziland a monarchical democracy in
September 2013King Mswati Il in News.2@013) to indicate the interplay between elected
structures and the monarchy in governing the countfjhe traditional governmental structure
consists of districts divided int®5 Tinkhundlaor administrative sulistricts, which in turrconsists

of 385 Chiefdoms which act as registration points, nomination points apdmary voting
constituencies for National Assembly electiof§linistry of Tinkhundla Administration and
Development, 2014)

Figurellbelow indicates the national, regional and local structures of government in Swaziland:

1 At thenational level, the legislature consists of the Senate and House of Assembly, with 30 and
65 members regsectively. 55 members of the House of Assembly are elected directly from the
Tinkhundlacentres. Elected candidates are initially nominated and a primary election is held at
Chiefdom level. The successful candidate from each Chiefdom then stands famestiary
elections at constituency offinkhundlalevel. The remaining ten members of the House of
Assembly are appointed by the King. Ten senate members are elected by the House of Assembly
and the other 20 are appointed by the Kinghe executive is appaied from among the
legislature. The monarch appoints the prime minister on advice from council and the prime
minister recommends the cabinet, which is subject to the approval okihg. Political parties
are permitted but cannot nominate party candidatéor elections under th&inkhundlasystem.

1 Regionalgovernment operates through four administrative regions. Each is headed by a regional
administrator appointed by the King.

9 Local governments comprised of an urban council, consisting of 12 municipalities, as well as a
rural council represented by the 5%inkhundlacentres. Theurban local authoritiesare
administered and regulated by thBlinistry of Housing and Urban Developmenthile the
Ministry of Tinkhundla Administration and Development overseas the Tinkhundla centres. T
chiefs fulfil an important role in local administration under traditional law and custom
(Association of Finnish Local and Regional Authoyi?i@eg9)
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This section outlines the regulatory framework applicable to financial services in Swaziland and the
key regulatory issues from a financial inclusion point of view. It starts by giving an overview of the
context and structure of the regulatory frameworkefore discussing the applicable policy and
regulatory framework and concluding on key regulatory issues. An overview of each piece of
legislation is contained iAppendixl.

Key issues: regulatory framework

Regulatory environment in transitioiThe financial services landscape is governed by two authorities:
Central Bank and the Financial services Regulatory Authority (FSRA), which was established by the F
2010. Due to inadequate transitional arrangements and consequential amendmedrges s uncertainty in
the market regarding the jurisdiction of the two authorities where certain entities are concerned.

A number of elements of the regulatory framewds&de well for financial inclusion, including

1 Elegant definition of banking businefilitates nonbank providers, thereby supporting innovation f
financial inclusion.

1 Facilitation of innovative products, notably mobile transactionality without the system ope
necessarily requiring a bank licence, increases the scope of finarutiedion.

1 AML/CFT knowour-customer (KYC) threshold exemptions for Mobile Money and bank accounts fag
financial inclusion, but impact on store of value. Such exemptions are not extended to insurance.

f  SACCO regulatiormse underway tancorporate $ / / h{ dzy RSNJ C{ w! Qa I dziK
oversight

However, a number of elements also constrain accestbly.

1 Lack of clarity on the application of the interest rate cap creates uncertaintyttadevel ofthe cap
constrains formal provisioto higherrisk categories.

1 Lack of sufficient transitional arrangements for the implementation of the FSRA Act affect a smoq
predictable handover once the requisite regulatory structures are bedded down.

1 The dsence of consequential amendments &peal laws and provide for the interpretation of refereng
to the repealed legislation or regulation leads to confusion and misinterpretation of financial legis
among market players.

3.1. Regulatory context and structure

Dualistic legal systenSwazilands historically a former British protectorate administered from the
Union of South Africa. Consequently a dualistic approach has emerged where the adopted common
law and customaryegal systemn place had been preserved and developed as oppdsduking
supplanted by English lawhe Swazilangdommon lawis therefore RomanDutch basedand is
applicable in magistrate courts and the High Court in respect of matters between Swazi citizens and
between noncitizens, whereas the customalggal systen{Swazi lawj)s recognised and applied in
Swazi courts predominantly between Swazi peqfdennet, 2004) The socigolitical structure of
Swaziland recognises both legal systems, with the Constitution intermediating basedeon th
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independent statute of the Bill of Rightgan Schalkwyk, 2006, p. 20he important aspects of the

dualistic legal system in Swaziland in relation to financial inclusion lie in: e
1 the political and legal convergence bkttwo legal systems under the Constitution;
9 the increasing practical reliance of financial system functions such as money laundering

measures and credit management on customary legal struct{ioese.g. letters from the
chief to confirm addresspand

1 Swazi law being the predominant or living law for vast numbers of Swazi people due to the
structure and values of Swazi sociétgn Schalkwyk, 2006, p. 19)

Formal fnancial services investigated in this study are almoskclusively structured and
administered according to Romddutch common law principles which do not coincide with the
predominant customary means of regulating agreements, addressing disputes and administering
property for vast numbers of Swazi people. #ksncial services are leveraged to achieve more
effective integration of people into the Swazi economy, so too does the importance grow of
integrating aspects of financial services into the core system of values and customary law of the
Swazi people.

Regulatory and supervisory landscagdaitiatives affecting the financial regulatory and supervisory
framework are driven by the Ministry of Finance (MoF) in conjunction with the Central Bank of
Swaziland (CBS) and the Financial Services Regulatory AURSRR):

1 The MoF has the overarching mandate to develop and maintain a sound regulatory environment
across all financial services. The relevance of financial inclusion as part of such policy objectives
was outlined in Sectio®.

1 The CBS is mandated to regulditeancial institutions (such as banks and credit institutioAs)
number of these institutions are in the process of migrating to the supervisory ambit of the
FSRZ. The CBS, with technical assistance fromlttternational Monetary Fund (IMR3 in the
process of aligning the banking industry with international stadd, whilst also maintaining
supervision over institutions in the process of adjusting supervisory structures. The CBS
furthermore maintains key regional banking relationships and collaborates withSthBC
Committee of Central Bank Governd@CBG), pddularly in relation to the regional integration
of payments and the setting of common payment standards in line with international guidelines.

1 The FSRAvas established by the Financial Services Regulatory Authority Act ofwdilthe
goal of regulatig specific financial services in Swazilaimtluding the capital market.h€
emphasisbrought in by FSRA more on market conduct supervision than on prudential
management As such, it has authority over a range of #xamk financial institutions. It is
currently primarilyoccupied with the critical process of building the specific regulatory bodies
and competencies to meet the specialised regulatory and supervisory needs of diverse financial
service types. Under the Credit Bill, a credit regulator véllelstablished within the FSRA that
will have market conduct oversight of all consumer credit, including in the banking sphere.

Key other Swaziland government structures and ministries with a direct or indirect impact on
financial inclusion are:

1 The Minigry of Agriculture andDepartment ofCcoperatives:with specific reference to the
positioning and oversight of emperatives that provide financial services.

% seeTable? for further discussion of de jure and de facto regulation.



The Ministry ofInformation, Communications and Technolodg: particular the licensing
requirements and oversight of mobile networks and thegulatory functions of the « «
Communications Commission; with regard to electronic communications, data protection and
electronic commerce, upon which all electronic and particularly mobile financial services
depend.

The Ministry ofCommerce, Industry and Tradehiefly regarding the mandate over trading

licences, hire purchase agreements, consumer protection armpeoative development.
1 The Ministry ofEconomic Planning and Developmeprincipally in relatia to the facilitation
and coordination of external assistance from donors and also in the in the facilitation of the
Poverty Reduction Strategy and Action Plan (PRSAP).
1 The Ministry ofTinkhundla Administration and Developmein regard to the managemeén
administration and interaction of financial services within fhimkhundlasystem, for instance
facilitating AntiMoney Laundering (AML) documentation and the selection, origination and
disbursement process of development funds.

3.2. Categorisation of finanial institutions by regulatory oversight

The transitional provisions in the Financial Services Regulatory Authority Act envisaged a brisk
migration of affected financial service institutiorte the overarching authority of the FSRA.
However, thishas proed to be impracticable. Currently financial services institutions are in various
stages of transition and hence there are identifiable differences between the legally mandated and
actual authority undertaking the regulatory rdier various institutions

As such,Table7 below indicates the regulation currently applicable to various types of financial
institutions in Swaziland. It shows both tde juresupervisory authority, set by law, and tde facto
authority (that is, the authority regulating the type of institution in practice). The colour coding
indicates the regulatory authority legally responsible for the particularfaial service.

de Jure de Facto
Institution type Formality | regulatory/supervisory regulatory/supervisory Main legislation
authority authority
Financial Institutions Act
Commercial Banks| Formal | Central Bank of Swazilan{ Central Bank of Swazilan{ 2005
Savings and Financial Institutions Act
DevelopmenBank | Formal | Central Bank of Swazilan{ Central Bank of Swazilan{ 2005
Financial Services Building Societies Act
Building Societies | Formal | Regulatory Authority Central Bank of Swazilan{ 1962
Credit institutions Financial Institutions Act
Under the FI Act Formal | Central Bank of Swazilan{ Central Bank of Swazilan{ 2004
The Money Lending and
Other Credit Financial Services Credit Financing Act,
institutions Formal | Regulatory Authority Moving towards FSRA 1991 FSRA Act, 2010
Financial Services
Savings and Credit Regulatory Authority Act
Cooperatives Financial Services Commissioner of Go 2010 sec 89, The SACC(Q
(SACCS) Formal | Regulatory Authority Operatives and FSRA Regulations, 2013




de Jure de Facto
Institution type | Formality | regulatory/supervisory regulatory/supervisory Main legislation
authority authority
Financial Services Financial Institutions Act
MFIs Formal | Regulatory Authority Moving towards FSRA 2005
Cooperatives Commissioner of Go Commissioner of Go The Ceoperative Societies
other than SACCO| Formal | Operatives Operatives and FSRA Act, 2003
Financial Services The Pawn broking Act,
Pawn brokers Formal | Regulatory Authority Moving towards FSRA 1894
Financial Services Moving towards FSRA in | The Money Lending and
Money lenders Informal | Regulatory Authority the absence of regulation] Credit Financing Act,991
Transition of RIRF from
independent authority to
a structure within the
Financial Services Financial Services
Insurers Formal | Regulatory Authority Regulatory Authority The Insurance Act, 2005
Transition from RIRF to
Financial Services Financial Services The Retirement Funds Ac
Retirement Funds | Formal | Regulatory Authority Regulatory Authority 2005
Informal | Financial Services Moving towards FSRA in
Medical Schemes | /Formal | Regulatory Authority the absence ofegulations| No regulatory framework
Securities Financial Services Moving towards FSRA in
Exchanges Formal | Regulatory Authority the absence of regulation] Securities Act 2011
Collective
Investment Financial Services Moving towards FSRA in | Financial Institutions Act
Schemes Formal | Regulatory Authority the absence of regulation] 2005 Regulations

Table7: Swaziland financial regulatory scheme

SourceAuthor€bwn, based on consultations and analysis of legislation



3.3.

Comparisorby institution .

Table8 below compares certain regulatomgquirements across institutions. This is done in order to,
firstly, gain a high level impression of the different regulatory regimes and environments \gaeh t

of institutions exists within and, secondly, to compare aspects between the different regulators for
the purpose of gaining insight into factors that potentially promote or impede access to different
levels of financial services. The colour codingiBas the regulator currently in control of each

aspect.

The regulatory aspects considered were:

1

T

The ability to intermediate depositintermediation introduces significant risk into a financial
service due the potential for a run on capital, but alseyiles scope for growth and
diversification of financial services through pooling of assets allocated to productive use.
Conversely, the restriction of intermediation activities reduces risk, but also the potential for
diversification in the number, typena pervasiveness of intermediatidrased financial
services available. An overview of prudential requirements provides insight into balanced
risk appropriate intermediation by regulator and institution type.

Mandatory investments mandatory investments an be applied to promote local
investment.Compelling an institution to invest locally can increase local liquidity, but act as
a hindrance to achieving sustainable returns for the financial institution itself. The differing
requirements setdown by reguléors provide opportunities for arbitrage between
regulatory regimes. For example investing local funds in a local institution under a different
regulator to that of the investing institution allows a higher proportion to be invested
elsewhere (a practicehat will become less possible with the full application of FSRA).

Application of interest rate caplimits the type of lending and degree to which credit may
be extended, thereby having a direct bearing on financial inclusion. At present different caps
apply to different institutions. A comparison has been set out below to show the current
caps in place.

Capital adequacy and liquidity requiremerimit the ability of institutions to lend all capital
resources, thereby directly impeding financial inahmsi Yet, both aspects are also
determinants of the risk rating of the organisation and therefore directly affect the ability
and cost of raising capital. Different requirements are set to address the differential risks
posed by different institutions, butan introduce an uhevel playing field. A comparison by
regulator and institution has been provided below.
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de Facto

Institution type regulatory/superviso LS 0 [ Al U EIEER) Interestrate Capitaladequac Liquidity requirement
yp 9 ryIsup Y deposits investment cap P quacy q yreq
authority
Up to 5% CBscan
Commercial Banks| Central Bank of Swazilan| Allowed- FI Act Liabilitiesin cash | regulate 8% 19.50%
Savings and Up to 5% CBScan
Development Bank] Central Bank of Swazilan| Allowed- FI Act Liabilitiesin cash | regulate Guaranteed by GKO{ 19.50%
Allowed Building 10% Liabilities
Society Act, Exemp 30%Deposits<=lyear
Building Societies | Central Bank of Swazilan| FI Act Local Exempt 8% 12%Deposit/liab <=5year|
Credit institutions Up to 5% CBScan
Under the Fl Act | Central Bank of Swazilan| Not AllowedFI Act | Liabilitiesin cash | regulate 8% 5.00%
Other Credit MLCFAct,
institutions Moving towards FSRA Not AllowedFI Act | Local repo +8%/10%| N/A N/A
Min E5000, 10% of
Resistance to Licensing | Allowed SACCO total assets and 8%
and supervisiomnder the | Regilations, MLCFAct, of total deposits min | 15% of savings deposits
SACCOS FSRA Exempt FI Act Local repo +8%/10%| inst capital of 8%. plus 30day liabilities
MLCFAct,
MFls Moving towards FSRA Not AllowedFl Act | N/A repo +8%/10%)| N/A N/A
Upto 50% percent of
Commissioner of Go MLCFAct, the assets plus 5% N
Cooperatives Operatives and FSRA Allowed Ceops Act | Local repo +8%/10%| thereafter N/A
Pawn brokers Moving towards FSRA Not AllowedFl Act | N/A Exempt E1000 N/A
Resistance to Licensing
and supervision under the MLCFAct,
Money lenders FSRA Not AllowedFI Act | N/A repo +8%/10%| N/A N/A




de Facto

Institution type requlatory/supervisory Intermedla_tlon of Mandatory Interestrate Capitaladequacy Liquidity requirement
! deposits investment cap
authority

Transition of RIRF from

independent authority to

a structure within the E2 million/ E12

Financial Services MLCFAct, million paid up sharg Shedule3 regulations, up
Insurers Regulatory Authority Exempt FI Act 30% Local repo +8%/10%| capital to 75%

Transition from RIRF to

Financial Services MLCFAct, Shedulel and 1a up to
Retirement Funds | Regulatory Authority Exempt Fl Act 30% Local repo +8%/10%)| N/A 75%

Moving towards FSRA in
the absence of

Medical Schemes | regulations Not AllowedFIl Act | No Regulation N/a No regulation No regulation
Securities Central Bank

Exchanges Central Bank of Swazilan| Authorisation No Regulation N/A N/A Subject to CBS
Collective

Investment Financial Services Central Bank

Schemes Regulatory Authority Authorisation No Regulation N/A N/A Subject to FSRA

Table8: Main prudential requirements per financial institution

SourceAuthor<bwn, based on consultations and analysis of legislation




3.4. Regulatory issues for financial inclusion .50

Wave ofchange creates blank slate opportuniBeginning with the Financial Institution(&1) Act,

2005 there have been a number of new enactments and bills that are fundamentally changing the
financial services landscape. The FSRA Act signified both a comngoligiatl also a migration to
more specialised market conduct supervision whilst realigning the CBS as the centre of prudential
management. Since the establishment of the FSRA, two significant regulatory drafts have emerged
regulations for SAACOs and a diraBill. The latteris the first piece of financial legislation, in its
current draft, to establish a regulatory centre across all institutions and regulatory Filesvaves

of regulatory change have come with significant transitional pressure, but laése brought
opportunities to better integrate a wider range of financial services appropriate to act as a catalyst
of Swazi economic life.

A number of elements in the regulatory framework aetevantc be it conducive or constraining
to market developnent and financial inclusiofMost notably:

Facilitative banking definiior¢ KS CL ! OG aSO0A2y w RSFAYySa WolylaA

&) the business of receiving funds from the public through the acceptance of money, deposits of
money payable upon demand after a fixed period or after notice or any similar operation through

the periodic sale or placement of bonds, certificates, notes or other securities and the use of such
funds either in whole or in part for loans, advances, investments or any othettiopesiathorized by

law or customary banking practice, for the account and at the risk of the person doing such business;

(i) any other activity recognized by the Bank as customary banking practice which a financial
AyaildAabdziazy YrFe& 0SS FdziK2NAT SR o6& GKS .lyl G2 Sy3l

¢tKS RSTFAYAGAR2Y 2F aolylAy3d odzarAySaaé StSIlLyilfe
relaiontod KS NRA &1 LI2aSR 060& AYUGSNNYSRAFGAZ2Y 2F RSLIRZAaAI
GRSLIZaAd G 1Ay3 0dza A W3 & a¢RSITME/ ANV 2@y NI &R SO AlA
2F | olylés SYLX 28SR Ay O2 dentiohalySnvidenst eOdtnbitlofi  { 2 dzil
supervision and thereby reduces participation of Hmmk entities in lower risk financial services

without the cooperation and overhead of registered banks. The Swaziland FI Act therefore raises

the possibility of norbanks, with fitting governance structures, offering essential entry level

financial services which do not involve the intermediation of deposits, particularly in the areas of low

value remittances and umtermediated store of valueCombined with the delegatepowers of the

Central bank of Swaziland (CBS), the banking business definition has enabled the development of
mobile transactionality without the system operatoecessarilyequiring a banking license.

e-Money regulations support financial inclusidie eMoney regulations issued by the CBS indicate
deep insight into the scope and role of electronic transactionality as a means of bridging the
exclusionary gap and thereby fulfilling a role neither sought after by nor viable to traditional financial
institutions.

AML/CFET KYC threshold exemptions promote incluAimew AntiMoney Laundering/ Combatting

the Financing of Terrorism (AML/CFT) framework in the form of the Money Laundering and
Financing of Terrorism (Prevention) Act, 2011 (MLFTP Act) wasdpadbea view to creating a
separate specialised AML/CFT authority, distinct from the CBS, and consolidate and update AML/CFT
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regulations in compliance with the prevailing international and regional guidance *and
recommendations. .-

Prior to the promulgation bthe 2011 act, the previous act provided for the CBS as the AML/CFT
authority. Under this authority the Mobile Money operator was granted authority to offer virtual
accounts up to an absolute maximum account value of E4,000, with limited-koomrcustome
(KYCYyequirements. The introduction of a threshold exemption has facilitated access. Likewise, in
the banking sphere a threshold exemption of E2,500 was instituted by The Money Laundering and
Financing of Terrorism (Prevention) Act of 2011. Accordingpisultations with the Central Bank,

the threshold has since been raised to E5,000. Such exemptions are not extended to insurance.

Single KYC threshold exemption impacts scope for Mobile Money to serve as store.ofhalue
Mobile Money account limit impsed due to the KYC threshold exemption excludes persons with
irregular income in singular amounts exceeding the threshold. The threshold also limits the use of
the Mobile account as a cost effective means of storing value over time in excess of theottiresh
The Mobile Money cap should be increased to reflect the banking cap. A need exists for an
additional mobile money account type which is uncapped and available to clients that are compliant
with KYC requirements.

New Consumer Credit Bill to protect asmipower consumerdhe new Consumer Credit Bill (2013)
creates an explicit and comprehensive legislative framework for the regulation and monitoring of
the provision of credit in Swaziland. A primary focus of the bill is consumer protection and improved
market conduct by providers. Key issues include:

1 CoordinationFSRA will house the credit regulator once the Credit Consumer Bill is enacted.
FSRA supervises a significant number of credit providing institutions, but the Central Bank
will need to input into regulation that affects their supervision of banks as weletimg of
monetary policy.

1 Who can provide crediAll credit providers will need to be registered with the registrar of
credit. The extent to which this would apply to informal providers is not yet clear. There is a
need to increase access to formalats which requires regulation to allow entry by
additional players in the credit market.

1 Which interest rates applyrhe bill provides for interest rate caps to be set by regulation.
Interest rate caps should balance affordability with the need to attragther credit
providers into the market.

1 Consumer protectianThe act emphasises the need for appropriate disclosure and an
FaaSaaySyid 2F I OdzaAG2YSNEQ dzyRSNRGFYRAY3 27
assessment may be problematic in the abseoica credit bureau.

Payroll deductions limited to 33% of incorbe Swaziland Employment Act of 1980 stipulates that
deductions from payroll may not exceed one third of the wages due to an employee in any given pay
period. This clause covers all paymd#ductions directly by the employer or by a third partbyt
excludestax and contributions to the National Provident Fund. Credit payments are subject to this
limit, including SACCO paymenihoughSACCO payments were previously exempted from this
claug, there is at presenho formal legal basis fasuch an exemptionln practice however,the
exemption is still applied while FSRA clarifies the legal requirements.
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Limited market conduct regulation and supervisithe Central Bank has recentbquested banks
to improve disclosure to clients. Apart from thatnlted explicitmarket conduct regulation has beens «
enforced to date. Market conduct regulation can be expensive for companies to implement and can
result in consumers being regulated outtbe market due to increased costs. Howevampgle, cost
effective market conduct regulation can enhance recourse for consumers and provide additional
transparency and information to clients when buying products.

Lack of clarity on the application ofehinterest rate capThe Money Lending and Credit Financing
(MLCF) Act, 199provides a rudimentary credit regulatory framework and stipulateter alia
maximum interest rates based on two loan value tiers. The maximum interest rate is set at: (i) 10%
above the CBS discount rate for loans below E500; and (ii) at 8% above the CBS discount rate for
loans above the E500 threshold. The effective capped gt®i consistently calculated in practice

as the prime lending rate determined by commercial banks is substituted for the CBS discount rate
Fda GKS o0FrasS NIXiSe ¢KS /.{ RA&aO2dzyd NIraGS A& adAalL
prime lending ra¢ is inconsistent with the MLCF Act if used to calculate the maximum possible
interest rate. It is legally valid and enforceable to stipulate an interest rate in relation to the prime
lending rate of any commercial bank as long as the rate does not exbeedLCF Act applicable
maximum rate calculated in relation to the CBS discount rate at that point in time.

There are differing views on the applicability of the MLCF Act. The confusion seems to originate from
a provision in the MLCF Act that exempts insitbns licensed under the repealed Financial
Institutions (Consolidation) Order, 1975. In practice it appears that parties assume that such an
exemption is no longer valid and that the exempted institutions, being banks and all other
institutions regulatel under the FI Act, therefore fall under the MLCF Act. However, the common law
rules of statutory interpretatiof’ would either preserve the exemption and give effect to it in the
MLCF Actor, as the legislation referred to has been-aeacted in the form b the Financial
Institutions Act 6, 2005, the applicable replacemprivisions may be read into the reference of the
repealed act. This is unless there is a clear intention that the legislator sought to amend the MLCF
Act, which is clearly not the case this situation. The overall impact is that in terms of strict
interpretation the exemption for banks, financial institutions and credit institutions remains in force,
yet the confusion encountered in the market place operates as a hurdle to offeringsédesse

credit.

This instance speaks to a broader issue regarding the need for coordination between regulators, the
absence of consequential amendments, as well as insufficient transitional arrangements
incorporated in new legislation.

Insufficient trangtional arrangements andconsequential amendmentsThe number, scope and
impact of regulatory changes on the financial regulatory framework are evident from the number of
institutions being regulated and supervised by an entity other thand¢uremandaed institution

as indicated ifmable7. It springs from the creation of the FSRA with a very wide scope of institutions
to be regulated, coupled witlinsufficient transitional provisions and arrangements to affect a
smooth and predictable handover once the requisite regulatory structures are bedded down.

Apart from the absence of effective and predictable transitional provisions, provisions repeasg |
and thereafter neither amending nor providing for the interpretation of references to the repealed
legislation or regulation are also problematic. This was evident in the confusion and
misinterpretation of financial legislation encountered during a fa@émof high level interviews for

" This refers to the discretion of the courts to interpret the intended application of legislation.



the present study. Most incidents trace back to references relating to replaced legislation that had
not been amended nor provided for in the repealing legislation. .

For example:

9 The Financial Institutions (FI) Act of 2006vpdes for the CBS to licence, regulate and supervise
credit institutions and other financial institutions. Section 20(1)b of the FI Act allows the central
bank to set appropriate prudential requirements in accordance with the type of institution and
bushess. These provisions remain in force, but have effectively been reduced in application to
specific institutions and financial legislation by tRimancial Services Regulatory Authority Act,
2010(FSRA Act). Therefore the FI Act needs to be read togetfitierthe FSRA\Ctin order to
determine which norbank financial and credit institutions are regulated only by the CBS as
opposed to thdinancial Services Regulatory Authority

1 The CrediBlill is very deftly drafted and seeks to balance the detail andperity required to
regulate all commercial credit with the requirements of a small market. However, this holds a
challenge that the bill is a significant departure from the regulation of an institution type by one
regulator and rather seeks to regulate rkat conduct topics across all institutions, irrespective
of the prudential regulator. According to the current provisions in the bill all financial
institutions, including those regulated by the CBS, would be required to register with the Credit
Regulatounder the FSRA for activities that directly relate to credit provision

If the South African experience of introducing similar legislation is considered, the proposed
transitional provisions need to allow for a phasing in of various sections of the attupaly:

f ¢KS GNBFIGYSyld 2F SEAaGAYy3I ONBRAG 3INBSYSyida |
sheets and extension of further credit in the short term

9 The registration of small scale credit providers and the possible exit of small scale credit
providers unable to shoulder the administrative burden.

1 The establishment of key new role players such as the credit regulators office, licensed credit
providers, credit bureaus and debt counsellors

Unequal playing fieldTheCBS and FSRA have differential approaches to mandatory local investment
requirementsand to charging fees. This can create an unequal playing field for different types of
institutions and can result in regulatory arbitrage where for example insurers tinnelsanks to
achieve their local investment requirements, but where banks can then invest these funds offshore.

{V'//h NB3IdzZA I GA2ya G2 Ay 02 NL}kbdkoimé unéettainty refnaindey RS NJ C
Section 83(1) of the FSRA Act, 2010 divoradngs and Credit Gaperatives (SACCOs) from- co
operatives. As there was no separate legislative framework for SACCOs, a set of SACCO regulations in
similar form to an enactment was published by the Minister of Finance under the delegated
authority contaned Section89 of the FSRA Act. There appears to be no provision that is inconsistent

with the delegated authority of the Minister in terms 8fction89 and therefore if the regulations

are to be duly promulgated, they would in principle be valid and e@able.In the interim, the

SACCOs are under the supervision of FBRtAwith no regulationsand are not supervised on the

basis of ag set of legislated parameters.

The prudential and supervisory provisions of the SACCO regulations are much more etrticém
those of cooperatives and are more akin to banking supervisionvever, the SACCO regulations



present an anomaly in that a requirement contained in Section 4(b) calks ¢ertified copy of ther
SACCOs registration certificate, issued by the Cissiomer of Cooperatives. Yet the FSRA «Act
Section 83 delinks SACCOs from the control of the Commissioner.

Absence of medical scheme regulatory framewditere is currently no regulatory framework in
place for medical schemes, which could potentially iotghe private funding of healthcare options
and choicesHowever, the development of such a framework has beengiaked by FSRA.

Microinsurance regulations being finalisdthe Registrar for Retirement Funds and Insurance within

FSRA is currently fihising microinsurance regulations. These regulatiaifisaim toimprove access
to insurance through formalisatigbut especially by enabling innovative distribution.
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Putting the client at the core is a key characteristic of the MAP methodology. This section unpacks
the nature, needs and realities of the target market for financial services in Swaziland based on
quantitative information from theFinScope2011 surve¥f, as well as qualitative insights from a
series of focus group discussions and individual interviews conducted agartpig study”.

It starts off by considering the financial context of the target market: their profile, how they make a
living, their mainexpenses and their level of financial capabifityrhis 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 segmemteddistinct 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.

Keyfindings target market
The leytarget market findings are

1 Struggling to make ends meeQualitative and quantitative demarside research suggests thah the
whole the Swazi adult population faces severe budget constraints. A household wfdmes a living
through more than one mensand only a minority of adults have consistgfarmalincome sources.

1 Many excluded from formal financial servicBhough around half of Swazi adults are formally serve
significant number are excluded or face various barriers to formal usageelorédit and remittances
market, this means that a substantial numtadrthe populationmakes use of informal financial service
However, informal savings groups and insurance risk pooling through comnbasiéd groups arg
limited. Thus many people exdlively save at home and most turn to family and friends, cut down
expenses or draw on savings or informal credit to cope with the impact of risks.

1 A number of usage and access barri@ilsough people trust financial institutions to keep their mon
safe, thae is aperception that financial institutions are not transparewharge high fees and are n
targeted at the ordinary man on the street. Even should they choose to use formal financial services
face substantiahccesdarriers notably low affordability, inaccessiblelocumentation requirements, lac
of flexibility and longer turnaround tinsvis-a-vis informal alternatives.

1 Nuanced target market picture€Current and potential financial inclusion can be unpackgddentifying
categories bpeople that share a main source of income:

1 Thebestserved segments of the population are those with formal employment in the publ
private sector They are also the wealthiest, most educated and most urban groups.

1 Those who have a job in the inforinsector also have a consistent, though much lower inco
This counts in their favour asrget market for financial inclusion purposes

f az2ad SYOGNBLINBYySdNB 3ISYSNIGS OSNER (246 Ay

% As the FinScope survey in Siland is dated 2011, some of the data may be outdated. Nevertheless, the overall picture should remain
valid. Notably, Mobile Money is not yet reflected in the usage figures. Statistics on Mobile Money are provided sepaBzelipns.2.

2 For the full qualitative demandide research report and an overview of methodology, pleas€lskA, 2014aPlease note that th
qualitative research is only valid for the small sample considered and cannot be generalised to the population at lajgalittiee

findings are therefore indicative only.

P we apply the definition of financial capability adopted by the Financiat&ibn Fundwww.financialeducationfund.cojnnamely that

a financially capable person can be regardedm@s 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 financia¢iwgl|An

enabling environment for financial capability building would promote the acquisition of those skills
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4.1.1.

G & LA NI A 2 yThést whdalfeady haredadiBedkind of financial serviemd to have t
transactional or savings accounts rather than formal credit or business finance. 1
Those doing piece jobs or deriving their main source of income from agriculture have irrégulg
incomes Thischallenges their uptake anyfinancial services that require regular contributior
such as insurance or credit.

A substantial chunk of Swazi adults are dependent on others for their livelihpedher family
members in Swaziland or those workingtside of the country. Most of them rely on inform
channels (largely taking cash in person) to receive their income. This emphasises the imporf
costeffective,accessible remittance channels. There is also potential for including dependa
targeting those who provide for others.

Lastly, the state directly provides a main income source via the old age pension and other
Grant recipients are least well served by financial services and enhanced access is challe|
their largely ruraldcation, low income and lack of engagement with technology.

4.1. Target market context

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

Societal context

A society facing manchallengesThe overall impression gained from the qualitative rese¥rish
that of a disheartened society that finds it difficult to trust formal institutions or even community
based structures. Economic hardship, compounded by the fact that mostdaraile confronted by
death and sickness largely due to HIV/AIDS, has led to a fatalistic attitude to life with little hope and

proactive planning for the future. People therefore tend to have a survivalist rather than an

aspirational outlook. CompoundingktA 8 £ Yl y@& K2dzaSK2f Ra GAYKSNRARGE 0

the children of the deceased, with the elderly often becoming caregivers rather than being cared for.

A proper educationthe biggest aspirationAcross the quantitative and qualitative demasidle

NEBaSFNDODK AdG Aa OftSEFENI GKIG LS2LX S LX FOS aANBLE

a better future for the child, but also for the household more broadigcording toFinScope
borrowing to cover education expenses constitutes the largest use of credit. Respondents are even
gAttAy3d G2 tAIdARIGS 6KIFIGSOSNI odzaAySaasSa
following quote illustrates:

oL

gl f

iKSe& K

dza SR (2 KI @So dell tamdraes 3h&@nidns but as taags Rappéned, | took that

YzyS8e IyR dzaSR Al T2NJ 40K22t F88aX I FG4SNI GKFG |
02NNRB g Y2ySeX L 02NNRBgSR lo2dzi wmnndnn FyR Al &

which lhad to pay back the interest and it took me a very long time to pay off the debt. | did some
|.

FENXYAY3I YR L YFRS F62dzi wnnndnn |yR G221

(Mhlume, Male, Aged 44 55 years (KLA, 2014b))

* This general impressionssipported by previously published qualitative research. @eiman, 2010and (Corporate Research
Consultancy (CRC), 2011)
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Womenmostentrepreneurial The qualitative research suggests that while men go out to look for
piece jobs, women tend to be entrepreneurial; many of them buying and selling goods. They=aspire
to create a stable and profitable safnployment opportunity to provide for theinouseholds.

Limited collective financial functionin@Vhile there are strong egalitarian norms which place an
obligation on family members and those in the community to help others out, society does not as a
rule function collectively where financial segs are concerned. This is witnessed in the more
limited role of informal savings groups and especially burial societies compared to neighbouring
countries (refer taBox8).

Box8. Challenges to communitievel collective financial functioning

As will be apparent from the usage analysis in Se@jenrelatively small proportion of Swazi adults belong
a collective savings group or a burial society.

Savings groups and burial societiés will be discussed in Sectidhl.3.7 there are two types ofsavings
goups h! { /! a¢ oF OOdzydz FGAYy3I &l GAy3Ia FyR ONBRAG |
Associations)AS@s and ROSCAs are a relatively small phenomenon in SwaBilgiatisocietiesare
another commonlyfound communitybased financial mechanisfn Burial societies are used by 60%
adults in Lesotho and 25% of adults in South AfffiiaScope Lesotho, 2011; FinScope South Af
2013) Yet less than 6% of Swazi adults belong to a burial society.

Why the limited uptake in Swaziland®e qualitative research suggests two reasons for the limited colle
financialfunctioning in the lowincome market in Swaziland:

1 Low, irregular incomesAs the discussion in Sectidrl.2 will show, many households make ariy from
various sources and do not have a consistent monthly income. The many demands on their budge
a fixed commitment to regular savings or burial society contributions difficult. This is illustrated t
following quote

d think you have todve money in order for you join as they said that it is about R100, even thoi
O2dz R KIS wmnnz Fa L aFAR GKFG L R2 LIS2LX
F2NJ Y& OKAftRNBYyQad ySSRa 0 dzioodglkebnyself thd€ yodtave Yo:
have a job in order for you to join a group so that you do not owe méney.

(Mhlume, Females, Aged 240 years (KLA, 2014b

The barrier presented by regular monthly contributions is confirmed by previous researcB@ASAIN
SwazilandZollman, 2010)The study finds that savings groups have not been able to accommod
large range of income levels. Many of these groups set significantly high contributions that are diffi
maintainon incomes generated from common livelihoods such as selling snacks and handicrafts.

1 Lack of trust Another oftenquoted barrier in the qualitative research is a lack of trust in the collec
vehicle. Many respondents recount having had their fingersiedrby a society:

GL gl a LINI 2F | az20ASGe Ofdzo odzi ¢S aidl NI
dzLJ IAGAYy I dzLIde
(Mhlume, Female, Aged 2540 years (KLA, 2014b

%2 Burial societies are a riglooling mechanism whereby members agree to pay a certain amount each month/week and
when a member experiences a death in the family they will receive @plgubject to the availability of funds. In some
instances (for exampleommonly found in Lesotho), burial societies do not relgrm@nteregular contributions, but

instead entailex postcontributions from all those in the society at the time of the funeral. Burial societies also typically,
and importantly, provide sociaupport such as helping to prepare the food for the funeral (and related activities) and
supporting the bereaved family.



GL 61 a LINI 2F | &2 OA S G ®000ut urrtuhsglyRherd Bas & Ibt&f
corruption, we never got our money, instead people bought furniture with our money and we j =
olFlaAroldlrtte f2ali SOSNRBIKAYIDE

(Mhlume, Female, Aged 2540 years (KLA, 2014b
{2 6KSy a2vS2y$S aidl NIa Iy a20m Siize SEK ez
(Manzini, Male, Aged 44 55 years (KLA, 2014b
aL fSTG vYe az20ASiée 6KSy 6S KIR RA&AK2ySadGe
and after crying and complaining | pulled out and realised that societiesodufeelping me so |
decided to just save my money under my pillow because societies are for the enrichment of ¢
people and not yourself, and they would lie and say they were robbed so | left because it was s
YSo¢
(Manzini, Female, Aged 250years (KLA, 2014b

These findings are once again confirmed by the research of Zollman (2005). It found that largel
anonymous groups with lower levels of trust tend to adhere to rules more closely than smaller,
familiar groups.

Quotes by some respondents also point towards an underlying breakdown of trust in communitie
example:

GL s2dA R alrée ¢S KIF@S (KAa GKAy3 GKFG ¢S
yegl
(Manzini, Males, Aged 2540 years yearéKLA, 2014b)
LT ¢S O2dz2 R GNHzad SIFOK 20KSNJ AT ¢S KSER
that the next person has we should help each other but as Swati people we just do not help eac
2dzi PG Fff DE
(Manzini, Males, Aged 2540 years years (KLA, 2014l

This breakdown of trust may be due to a society esteetched by economic hardship, poor health a
high mortality. Whereas before the strong egalitarian norms meant that contributions from others ci
relied onintimesoff SSRYX GKSNB A&a y2¢6 I asSyasS yz2y3a N
extended family support structures (a finding also suggested by(ZIR®).
The upshot of the above factors is that, though savings and burial soqidies valuable roleof some, the
largest part of the adult population does not belong to collective financial vehicles. This creates an imp
for low-cost, accessible individual financial services.

4.1.2. Budget realities
This suksection considers the insights from thjealitative research on the financial lives of ordinary
Swazis: 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.

Livelihoods

Most make a livingn the informalsector Only one in every five adults earn their main source of
income in the formal sectag either as civil servants (9% of adults) or as company employees (12%).



A further 5% have a regular job income from a farm or another individual. The rest of the populati
have to find a way to make ends meet either through informal tradind businesses, piece jobs er «
other irregular income sources, or are dependent on family and friends or the state for their living.

Supplementing main income through other mea@alyabout 36% of adults indicate that they have
more than one source of income in t@nScopesurvey. This may be because thimScopesurvey
focused on theA Y RA @A Rdzl f incolite Sduizes.RBeyqliaftdtive research paints a picture of
householdsrelying on multipleincome sources as a single income stream is insufficient to meet alll
needs. Moreover, some income streams are infrequent while others (for example piece jobs or
remittances from family members) may be inconsistent in terms of the amounts ttiegt will
render.

The following quotes show how households patch together a living from different income sources:

G L | ¥mpioged selling fruits and veggies and the amount is R900 and my husband gets R1000
monthly from helping people and | stock wpegts for my kids to sell at school and from that we get
WMH N PE

(Manzini, Female, Aged 230 years (KLA, 2014b))

GwyY L KI@S F2dz2NJ a2dz2NOS&®
M: Tell us about it, what are they?

R: The first one is sadmployment, they add up to R950.
M: Part time jobs.

R:Yes.

M: Alright.

R: And my employer, where | stay, he gives me R700 and there is this other part time job that pays
me R60 per day but | asked them to give it to me monthly, which is R280 and when the guy that runs
a car wash calls me, itdependsonhow &y L 323> KS 3IAGSa YS wnnn LISNJ

(Mhlume, Males, Aged 2540 years (KLA, 2014b))

GL KIF@S 320 w az2dzNOSa 2F AyO02YS> AdQa GKS 2yS
wife sells eggs, chickens, biscuits and those sorts of things andsWbealculates her profit at the
SYR 2F (KS Y2yiGK &aKS gAaftt KIF@FS YIRS

(Manzini, Male, Aged 2540 years (KLA, 2014b))

Subsistence agriculture and small busineasgmriant supplementary roleSubsistence farming and
survivalist small business vemes, which range from selling fruit, vegetabledpthing, airtime, to
sewing school uniformsssist in meeting everyday needs. Tracking of profits and business growth is
uncommon. While those with farming as main income source tend to be male, the tgtiaé
research suggests that women are more likely to engage in small businesses.

oHi ladies, | am *, | like waking up at the crack of dawn, so by 4:00 | am already awake, | then pray,
then | will start sweeping and cleaning. | then have to go to the&ketatall that | am running, | sell



Ftf {ARRASA J22RAS4 FYyR FNHAGAE FYR y2 L R2yQi ¢
sweet potatoes in a small garden patelg “ue

(Manzini, Females, Aged 455 years (KLA, 2014b))

BSNE 2B >F YL yir2®dS R2Ay3d K2dzaSg2N] = L 2dzad

K® L Y Ffaz2 | aSFyadiNklaaT L YIFI1S OKAfRNEB
Y& 246y OKAf RNBYyE

1

(Manzini, Female, Aged 4155 years (KLA, 2014b))

& &lso wake up around 4:00 so | can leave home by 5:00. What | do for a living | hawk bunny chows,
airtime, | sit at the station all day long selling these and sometimes | come back around 7 in the
evening and then | have to cook because the kids | livieargt still small, 3 are mine and the rest are
Y& RSOSFASR aAadSNnazs L tAGS gAGK GF

(Manzini, Female, Aged 4151 years (KLA, 2014b))
Expensesand deficits

Women are in charge diousehold financesAlthough men take credit for being the housetiol
decision makers, the qualitative research finds that in reality women determine how the household
AyO2YS A& ALyl FYyR FINB Y2aild Ay (2d2OK gAGK GKS T

Explicit ludgeting and planningften absent.According toFinScope manypeople (only 49.8%f

I Rdzt Ga AYRAOFGS GKFIG GKS& a1 SSLI (NI dpot@ddhitoA y O2 YS
income and expenditure on a monthly basis, especially if they do not have a regular income. The
gualitative research confirms that, in addition to not dwming how to track finances, the
AyOz2yaraiaSyoe YR AYyFNBIldsSyoe 2F NBalLRyRSyiaQ
K2dzaSK2ft RQa FAYIYOALFT LIaiAdAzy 2y | NBIdz I NI 6 &A

Groceriesand school feeshe biggest expenseF¥he qualitative research allows one to get a sense of
the main budget priorities.The top expenditures for urban and rural respondents alike were
groceries and school fees. Buying business stock and transport money also featured prominently for
urban respadents.

Expenses often exceed income, with shemnn savings and borrowing as stopgap measures
According toFinScope51% of the adult population spends more than it earns. The qualitative
research suggests that few respondents are able to save fooqgeld periods, as money kept aside
is needed for household expenses, emergencies such as sickness or death, or lumpy expenses such
as school fees. Once savings are depleted, people tend to borrow from informal moneylenders
(called shylocks), societies aadch other to make ends meeteven though theywould prefer not
to borrow. Some also buy goods such as clothing on credit. Thus both rural and urban respondents
mentioned the need to service loans from a shylock or retailer as a frequent budget need. One
NBalLR2yRSyiuQa o0dzR3ISG t221SR a F2ff26ayY

L FY LI &@Ay3a INRPOSNARSE wmnnn: aoOKz22ft F¥SSa wouHnxX

R100, Caps R600, bank loan R350, | support my mother with R700, airtime R100, | sgp® Co
wHNNnX alftzy wynoé
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(Mhlume Females, Aged 240 years (KLA, 2014b))
Cutting down on expenseAnother way of dealing with budget deficits is to cut down on household
expenses, most notably visite hair salons and airtimelf that is not sufficient, respondents
mentioned cuttingback on groceries, cooking fuel/electricity and transport costs. The following
guotes illustrate:

oM:  Are we all able to cut down?
R: Yes! (Chorus)
R: [A1S 6S adG2L) 6d2Ay3 LINIFTFAY YR YIS FTANB ¥F;

(Manzini, Female, Aged 4155 yeargKLA, 2014b))

G¢KSNSE Aa | 3Id2 ddKFd L ¢62N)] 6AGKZI ¢S INB [ttt 3
building a tweroomed house, he even has a ramshackle of a car to call his own. So while we are
busy thinking about buying clothes, this ahét he wears gumboots and he takes his lunch to work
GKAETS 46S IINB o0dzae aK2gAy3d 2FF 0& OdzRAY

(Manzini, Male, Aged 2540 years (KLA, 2014b))

4.1.3. Financial capability

Broad awareness of formal financial institutior@ualitative research respondents were generally
aware of banks and to a lesser extent other financial institutions. The degree of awareness varies
across the different institutions, with local, governmeawned entities such aSwaziBankand
FINCOREBRKkingthe lead.

Limited awareness of formal financial produc®f the formal products, respondents were most
knowledgeable about Mobile Money and eWallet, both of which will be discussed in SécZion
They could not explain the functioning of any other formal products in detail.

Someunderstanding of financial terminologput confusion on chargemd processeRRespondents
seemed to understand general financial tenmiogy such as interest and compound interest on
loans, especially when communicating in the vernacular. However, it was clear that there is
confusion about bank charges.
GThey take your money and then when you go and ask they will start telling youthbeatbanking
GSNXY&a yR @2dz 62y Qi dzy RSNEGFYR ¢gKId GKSe& |NB Gt
all confuse® ¢

(Mhlume, Male, Aged 44 55 years (KLA, 2014b))

Furthermore, respondents with bank accounts tended not to keep account detalpia numbers
confidential, which may indicate a lack of proper understanding.

No mention of consumer rights or protectidRespondents quietly bore abuses from shylocks and
where they had grievances with formal financial institutions, never submittezhgptaint.

dYes, the loan sharks want IDs and bank card to®eep
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(Manzini, Female, Aged 230 years (KLA, 2014b)).

4.2. Takeup of financial services

Half the adult population formally served, 38% excluds@% of the Swazi adult population uses
formal financial services and 88% of these formal products are accessed vig baithkg3.9% of
adults being bankedAn additionall3%useonly informal productswhile 38%of adults do not use
any formal orinformal financial servicess shown ifrigurel2 below:

m Have / use bank products Have / use other formal products

Have / use informal products m Excluded

Figurel2 Financial service usage in Swaziland

SourceFinScope2011

Box9. The Access Strand explairiéd

Breaking down the Access Strarithe Financial Access Strand is used to enable comparison of lev
financial inclusion across countries or market segments. In calculating the access strand, a hier
approach is used in order to depict:

A Banked:The percentage of adultthat hasbank products. This is not necessarily exclusive uga
these individuals could also be using financial products from other formal financial institutio
informal products

A Other formal: The percentage of adulthat hasfinancial products froomon-bank formal financial
institutions such as microfinance institutios!Fl) or insurance companiesut do not have a banl
account Theseindividuals could also be using informal products

The banked and other formal segmentgéther form the formally included population.

A Informal: The percentage of adulthat isnot formally servegdbut useinformal financial products ol
mechanisms. This is exclusive informal usage doeb not include individuals who are within tf
banked orother formal categories of the access strahdt also use informal services

A ExcludedThe percentage of adults that does not use &ingncial products; formal or informalg to
managetheir financial lives

The access strand @snot show overlaps betwen the variouscategories @nsequentlz G KS a2

*The access strand explanation Heeen adopted from theccess strand definition used BynScope.
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2N GAYF2NXYIE 2yfeé asS3avsy lBankRotmalbriniormalyfitaiciadllsdiviRes iog
those individuals who have a ndrank financial service but not a bank account, mirormal financial service = =
but no formal financial service. An individual with both a foriawadl an informalfinancial product would only
appear undefformal takeup.

The access strand applied to product markéise access strand is furthermore usediltastrate takeup
across particular product markets (i.e. credit, savings, insurance and payments). The product marke
0Nl yRa Ffaz2z AYyRAOFN(GS GK2a$8 NBIFIOKSR 2yfeé o0& «a
extended betweenfamily and friends, without being intermediated through a third party institution
collective grouping. Thus, for example, saving at home, borrowing from friends and family or sen
remittance with another person would be regarded as unintermediaexyices.

Particular financial products, services, mechanisms and activities that have been included for each
marketaccess strand are listed below:

Credit access strand

A Format Having a loan product or credit account with a Bank, Credit Institution, Swazi Building S
SACCO, Developmental Credit Institution or RetaBeme of them may also be accessing inforr
credit or borrow from family and friends.

A Informal: Those wlo do not have formal credit, butdsrowed money from an employer, saving
group, irformal money lender or shylock. Some of them may also be borrowing from fami
friends.

A Family or friends onlyThose who do not have formal or informal credit as abdwet, borrowed
money from family or friends.

Remittance strand’

A Format Those who havesent or received remittances in the last 12 months via bank transfel
paying into a bank account), ATM, the Post Office, MoneyGram or TEBA/l3mm&. of them may
also be sending or receiving money through informal channels or family and friends.

A Informal: Those how have not sent or received formal remittances, but hsamt or received
remittances in the last 12 monthda abus or taxi.Some of hem may also be sending or receivil
money through family and friends or in person.

A Family & friends or selflelivery only Those who do not fit into either of the previous two categoris
but havesent or received remittances in the last 12 months dinectla friends or familyor who
deliveredthe funds themselves

Savings strand

A Format Those who savaith or havea savings account with a bank, Swazi Building Society, S/
Pension Fund or Unit Tru&ome of them may also be saving in an informal institution or at home

A Informal: Those who do not have a formal savings product as defined above, but whavithva
savings groupSome of them may also be saving at home or through other unintermediaé@hsn

A Saving at home/with household member¥hose who do not fall into either category above, batve
in a secret place at home, in livestock or in kiwéhin the householdor family, or who ask anothel
person in thecommunityto keepmoneysafefor them.

3 Only a remittances access straiscshown within the payments section as the other component of payments is access to bank accounts
which is measured as a dichotomous variable i.e. respondents either have a bank account or do not, and hence it is rgfulrteanin
show this in an accesdrand.



Insurance strand '
A Format Those with anjormal insurance product (like funeral insurance) with an insurance comg' *
Some of them may also belong to a burial society.

A Informal: Those who do not have formal insurance, but beltmgn informal burial scety.

Relatively high inclusion in African terms, but less so compared to SACUAseshewn byFigure

13, banked penetration is relatively high in Swaziland compared to other African countries in which a
FinScopesurvey has been conducted. However, Swaziland has the lowest level of formal financial
inclusion in the SACU region:

RSA '11 5% 5% [
Namibia '12 ey o
Swaziland 11 44% 6% 13% [[IINGGEE
Botswana '09 41% 18% s [
Lesotho ‘11 38% 20% o 19%
Zimbabwe '11 26% 9% 24% %
Malawi ‘08 19% % 19% [
Rwanda '08 [JEZCC 7% 26% - %
zambia 09 |NEVITR o - 14% [
Tanzania '09 LTI 4% 28% _

m Banked Formal other (non-bank products) = Informally served only m Not served

Figurel3: Crosscountry access strand comparison

SourceFinScopeg2011

Urban areas, males betténcluded than rural and female grougAs shown below, #hird of Swazis
live in urban areas and twdnirds of Swazis are femalEiNScope2011). Comparing these numbers

to those inFigure 14 indicate that access to formal financial services is skewed towards males and
those living in urban areas.
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Urban o
50% Female
59%

Figure 14: Location and demographic splits of the Swazi adult population

SourceFinScopg2011
Usage across product markets

Figurel5considers the percentage of adults served in each of the four product markets

‘ Family/ friends/ selfdelivery only ‘

‘ Save at home with household member
\

Remittance - 12% 4%

Family & friends only
Credit { 7% 17%

Insurance - 17% 5%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Formal Informal m Unintermediated m Excluded

Figurel5: Usage across product markets

SourceFinScopg2011

Saving is the most wady used financial servicfhe qualitative research discussed in Sectldh?2
suggests that many lommcome Swazis are not able to accumulate savings over tfeg=inScope
shows that77% of adultglo save in some wapB9% of adulthave a formal savings account, while
the rest save through informal or unintermediated channels.

Unintermediated remittances most comma6% of adults report using remittance seescSending

or receiving money via family, friends or in person is the single biggest channel, at 21% of adults
Only 12% and 4% of adults use formal and informal channels respectively.

T 1




4.2.1.

Most borrowers resort to informal lende88% of adults report usingedit, but only 7% of adults
use formal credit17% of adultsiseinformal but no formal credit and a further 9% only usedit « « «
from family and friends

Insurance has the second highest formal upta@though only 22% of adults report haviagy type

of formal or informalinsurance policiesthe fact that17% of adulthaveformal policiesmeans that
only the savings market is better served, formally. Inforaraly penetration through burial societies
is relatively low compared to credit and\8ng and the survey does not record any unintermediated
risk-pooling.

Barriersto formal usage

Itis clear from the analysis above that most adults do not yet use formal financial services across the
product markets. What stands in the way of achievingenloroadbased formal inclusion? Barriers
to usage may arise from two angles:

9 Access barriersare factors relating to the supply of financial services that preclude certain
individuals from using such services. Affordability, availability of the servibénwvdasy reach,
the eligibility requirements set and the appropriateness of the available products to prospective
Of ASyGaQ LI NIHAOdzZ I NJ ySSRa IINB GKS YIAy | 00Saa
1 Usage barriersrefer to factors that cause people not to use financial services éfvdimey
technically have access to it. Usage barriers are internal to the individual or society and include
perceptions, trust, financial capability and the fear of officialdom.

The qualitative research suggests that the following access and usage baragrselp to explain
low usage levels:

Access barriers

Eligibility. Eligibility requirements are one of the biggest barriers to financial services experienced by
respondents, especially so for formal credit. For instance, banks often require confirmdtion o
employment. Yet, according tBinScopeonly 21% of the adult population is formally employed.
Other documentation requirements may include proof of address and, for some financial services, a
title deed. Four out of every five Swazi adults are not ablerove their address and only one in ten

has a title deedFinScope2011).

Appropriate features Turnaround time and flexibility regarding administrative processes and
repayment terms were cited in the qualitative research as an important reason whattget
market resorts to informal credit. The fact that insurance requires regular premium payments was
raised as another featureelated barrier.

Affordability. The generally low incomes of respondents mean that affordability is an important
consideration. In the qualitative research affordability was mentioned especially with regards to
insurance. Respondents felt that they could not justify paying premiums for a risk event that is not
guaranteed. Furthermore, high bank charges were mentiorsesd a barrier for savings and
transaction products. Theoretically, affordability should also be a main consideration for credit.
However, affordability would seem to be trumped by eligibility and flexibility in the case of credit, as
respondents tend to bwow informally at much higher interest rates than would apply in the formal
sector.



Proximity Financial institutions and financial service access points such as ATMs are mainly docated
in business and shopping hubs. This requires one to incur transport costs or lose time havingste walk
to service points.

Usage barriers

Financial capability The la&k of understanding of formal financial products and processes
highlighted in Sectior), serves as a usage barrier. Respondeddsnot seem to redde or take
advantage of the benefits offered by formal financial products.

Formal financial institutions regarded with suspicion, though trusted to keep moneyMsafiy of

0KS NBaLRyRSyGa R2 y2i 0GNHzad F2N)I estiferests,y OA | f
particularly where bank charges are concerned. They feel that banks are not honest and steal from
customers under the pretext of service charges.

GThey rip you off. Yes, they say you pay until youdiie..
(Mhlume, Females, Aged 2510 yeardKLA, 2014b))

aThere will be too much charges and by the time you get that R100 it will be R50 or even R35. Their
charges are too high. They take too much money from us and they becomérich

(Manzini, Female, Aged 230 years (KLA, 2014b))

Despite themistrust with regard to bank chargeBjnScopeshows that consumers tend to trust
banks more than any alternative to keep their money safe. When asked what they would do if they
were to receive a large sum of money that they did not spend immediately ¥8&fall adults
replied that they would place it in a bank.

PerceptionsThe mistrust referred to above is based largely on perceptions. Qualitative evidence
NE@SFta (62 (GellSa 2F LISNOSLIWA2yaT GK2aS GKEG |
with financial services and those that are merely propagated based the experiences of others. It was
clear that respondents based their decisions on both types without investigating the validity of the
latter.

a lyla | NBE Wastly maserespondéstfelt that they were not the target market for
formal financial institutions. They perceive financial institutions to serve mainly the affluent or those
with a formal job.

4.3. Segmenting the target market

In order to better understand and unpack demasidebehaviour, assess the nature of talp and
identify key priority areas for future extension of financial services, it is useful to segment the adult
population into distinct groups that can be targeted for financial inclusion purposes. These groups,
called target market segments, were determined based on main individual income source as
reported byFinScopgebut also taking into account geographic, demographic and other parameters.
Main income source is used as a proxy for the level and regularity of income, both of which are key
predictors to whether a person would be a viable financial service clientinfdmion was to create
clusters of people who are sufficiently different from other groups and yet have enough shared
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4.3.1.

characteristics to form a common target market for financial institutidgfieScope011 survey data
was then used to profile each of theegments and assess their current interaction with financials
services and potential needs.

In the rest of the study the target market segments will form the basis for assessing gaps and
opportunities in the various product markets.

Introducing the segmerg

The segmentation exercise renders seven distinct target market groups for Swaziland:

1

Civil servantq44,924 individualsy are adults whose main source of income is salaries or wages
from the public sector. They tend to lixetter educated, with higher icome levels than the rest
of the formally employed markefThughey warrant analysis as a standalone category.

Company employee$61,455 individualsy are adults whose main source of income is salaries
or wages from a private business or company. Togethi¢h civil servants, they make up the
formally employed market.

Informal employeeq27,904 individualsy are adults whose main source of income is salaries or
wages from an individual or a farm.

Selfemployed (67,917 individuals}, are adults who makeheir own living such as business
owners, hawkers and street vendors. One would expect business owners and street vendors to
be in different economic groups. However, their income and other profiles are very similar
Hence it was decided to group them taper for the purpose of the segmentation analysis.

Irregular earners(97,490 individualsy are adults who derive their main source of income from
inconsistent sources such as piece jobs, farming, fishing, or selling handicrafts or something
collected fromnature. Just short of 28,000 individuals indicate money from farming as their
main source of income, while about 58,800 derive their main income from piece jobs.

Private dependantg154,524 individuals) are adults whose main source of income is derived
from friends and family. This segment includes people who stated that their main source of
income is remittancesr money received from a member of the househaid, well as those for
whom ahousehold member pays their expenses. The profile in terms mdeye age and urban

rural split is similar enough across these three-gaups toclassifithem as one segment.

State dependantg34,641 individuals) are adults whose main source of incomeaigrantfrom
the government, notably old ageensions

Figurel6 below shows the size of each segmentatationto the adult population:



Private dependents 29.8%

Irregular earners 18.8%
Self-employed 13.1%
Company employees 11.9% Formally

employed
Civil servants 8.7%

State dependents 6.7%
Others [I5.7%

Informal employees |[T54%

Figurel6. Target market segmentas percenage of adult population

Source:FinScope2011

GhiKSNELECKEOAS8AYEY (G Whi KS N& @ the atlit hapiatiod, zonsidmTora Sa p «
adults whodo not belong to any of the segments described above. It includes peaptgngrental

income, maintenance income, estate money or private pensibiosie of these income sources are

big enough to warrant analysis as a standalone target mddtdinancial inclusionAd G KS a2 (i K S NJ
category is not a cohesive segment based on the mom parameters required for making
assessments related to financial service provision (such as income), it will be excluded going forward.

Nornresident Swaziaseighth segment As indicated in Sectid? the World Bank estimates there to

be about 160,000 Swaazi citizens living outside of the country, 85% of them in South Africa. While this
number will include children and adult dependents, it islijkihat a substantial proportion will be
income generating individualemitting money back to Swaziland. Nosident Swazis are likely to

earn a relatively higér incomethan their family and friends at home. Though not directly the target
market for firancial inclusionin Swaziland and not part of the adult population analysed by
FinScopethey are important enablers for those that they support and must therefore be taken into
account when devising strategic imperatives for inclusion in Swaziland.

Box10. What about the farmers?

In a largely rural society such as Swaziland whateording toFinScope65% of adults are in some we
involved in agriculture, one would have expected farming to warrant a segment of its own. Yet agic
does not emerge as a strong main income source irfFih&copesurvey. IAline with the analysis iGection2 it
would seem that most households involved in agriculture actually derive their main income from ar
source These situations are explored below:

1 Farm workers are captured in the inforinemployees segment, but only around 7,100 adults indicate
wage or salary from a farm #geir main income source.

1 Some of the segments are more likelydoly be involvedn farming than others. Notably, 48% of sta
dependents indicated that their hmsehold is only involved in farming, whereas 21% of priv
dependents indicated the same. For these segments, their main income source comes from outs



household and the household farming activities are therefore for subsistence purposes. Thetiprop
only involved in agriculture reduces for the irregular or-seffployed. For those segments with a regus = =
job (civil servants, company employees and informal employees), the percentage is, as would be ex
Zero.

1 Across all segments a large poofion of people indicated that their household is involved in farmasg
well asother work. For example, 45% of civil servants are also involved in farming and the proportio
to as high as 70% for irregular earners and 64% for informal employees.

On this basis, farming is not separated out as a standalone segment as it will be best to thegtadyet
marketsfrom the perspectie of their main income source.

Table9 summarises the key features of the various segments at the hand of a number of indicators.

Total
Company | Informal Self Irregular Private State adult
Civil servants | employees| employees| employed | earners | dependants| dependants pop.
37000 (7%)
Number and Slg'z\'ft) or 61455| 27004| 67917| 97490 154424|  34641| 518383
% of adults (9%) (12%) (5%) (13%) (19%) (30%) (7%) (100%)
(FinScopg®
% female 55% 55% 67% 72% 45% 74% 62% 63%
% rural 43.5% 34.3% 49.3% 63.7% 79.8% 65% 94% 63.2%
Avg.monthly 4284 2172 791 719 234 334 520| 1018
income €
% with >1
income 33% 30% 35% 34% 32% 41% 39% 36%
source
52% are 62% are
46% are
0,
Most 29% are aged 34% are aged 25 33% are | 31% are | aged 1824 aged 65 27% are
common age 3544 aged 25 34 aged 25 | aged 25 | (67% are plus aged 25
9 (63% are aged 9 (79% are 9 9 ) (94% are 9
group 34 34 34 aged 34 34
35-plug aged 34 aged 55
and undey
and undey plusg
48% have
0 .
Most 49% have 4.2@ have 36% have | 32% have| 44% have| 29% have | Pmary 30% have
common tertiar high rimar secondary| primar secondar education rimar
level of Y school P Y ary) p Y ary (45% no P Y
. education . education | education | education | education education
education education formal
educatior)

* Note that we guote two figures for the number of public employees: the number of civil servants on the ITQNet payrollisystiym
37,000(ITQNET, 2013However, about 45,000 individuals segport as being publiemployees in the FinScope survey. This may be
because not all those working in public institutions are paid through ITQNet, or because some respondents in the FinBoppagur
regard themselves as public employees whereas in actual fact they worlitf@ositractors.
% Note that this is the average income calculated based on the FinScope survey responses. FinScope only captures in vehich incom

bracket a person falls, not their actual income. The average was therefore calculated based on the mediarfan¢cbenbracket and

should be regarded as indicative only.




Total
Company | Informal Self Irregular Private State adult
Civil servants | employees| employees| employed | earners | dependants| dependants pop.
0,
:’Ctgf‘t owns 41% 21% 20% 15% 9% 17% 13% 18%
0,
I/[‘; that owns 98% 94% 65% 85% 69% 72% 94% 80%
o
Yowith proof 48% 30% 6% 23% 12% 17% 9% 21%
of address
% with
cellphone 96% 96% 85% 88% 75% 79% 50% 82%
access
0,
% that has a 18% 20% 4% 9% 7% 11% 2% 10%
title deed

Table9: Summary indicators across segments

SourceFinScopg2011
4.3.2. Usage by segment

Usage of financial services is spreadollows across the segments:

State dependents 3% 23% e 5%
8% 12% Sy
6% 16% IS
Self-employed S 26%
Informal employees 4%

Company employees 7%

Private dependents

Irregular earners

Civil servants

Total population

6%  13% IS

T T T T T T T T T 1

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

m Have / use bank products = Have / use other formal products 1 Have / use informal products m Excluded

Figurel?: Access strand bgegment

SourceFinScopg2011

Usage decreases down the income spectrBigurel? indicates that civil servants are best served,
state dependents least served, and that usage tends to decrease across the spectrum from civil
servants to state dependents, with the selinployed being the only outlier in the trend. This would
suggest that the level of income, whether a person is employed and the regularity of income (all of
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4.3.3.

which reduce moving up the spectrum from civil servants on the one end to state dependents on the
other end) are important predictors of the level of formal access. e

Target market profiles

Below we unpack the profile for each segment based on the summary indicators provided in the
previous two suksections. This allows us to conclude on the likely finaneraice needs for each.

Civil servants

Wealthiest, most urban and well educateSwaziland has an estimated 45,640 public sector
employees according tthe FinScopesurvey reducing to 37,000 wheonly considering ITQNet data.

They are the most urban, higeeincome and most wekducated segment: 56% live in urban areas,
almost half have a tertiary education and at E4,300 per month, their average income is about four
times more than the average for all adults. Compared to the other segments they are witler (
63% being older than 35) and more likely to be male (55% male compared to the population average
of 63%).

Best servedAt 96% formally includedjwil servantsare the best served segment. Thiegve the
highest financial services penetration acrafigoroduct marketsas shown ifrigurel8:

Figurelsy / A@Af aSNBFydiaQ dzal 3S | ONR&aa LINBRdAzOG YIN) Sda
SourceFinScopg2011

Despite being wie served by the formal sector, a significant percentage of civil servants still use
unintermediated remittances as well as informal and unintermediated credit.
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