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Access to financial products in Zambia: an analysis based on FinScope data
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This presentation is incomplete without the accompanying oral commentary (see end of presentation)
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1. Welcome and objectives
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Objectives

H Provide a ‘broad-brush’ picture of the Zambian consumer market

® Provide an overview of usage of financial products with emphasis on

Banking, Insurance and Microfinance

W Introduce various research tools and approaches to analysing consumer

data (segmentation, developing value propositions, usage strands, access

frontier)
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2. Common segmentation models
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|N|:|r0{u:..4




Segmentation bases: some options for financial services providers

Gender
Basic demographics

Language and location

Personal income

Ieeme (vl Household income

Per capita income

Frequency / certainty of
income
Nature of income

Wages and salaries

Living standards

Industry

20

There are around 6 million adults in Zambia

Population by sex: 2005
60%

51%
50% 1

40% A

30% 1

20% A

Percentage of adults (16+)

10% A

0% +

Male

Source: Finscope Zambia 2005, CIA World Factbook
Note: There is no available estimate of the population aged 16+. Estimates provided are for those aged 15+

49%

Female
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The Copperbelt has the largest population
Adult population by province: 2005

North western 5% 301,000
Western 422,000
Luapula 482,000
Central 542,000
Southern 723,000
Northern 843,500
Lusaka 843,500
Eastern 904,000
Copperbelt 16% 964,000

0% 4% 8% 12% 16% 20%
Percentage of adults (16+)

Total estimated adult population at 2005: 6,025,060 (1¢ Fuman':'n:_

Source: Finscope Zambia, CIA World Fact Book 7
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Lusaka is the most urbanised province while the Eastern province =0

Size of

Province by Urban/Non-urban Split: 2005 province
Eastern 904,000
North western 301,000
Luapula 482,000
Northern 844,000
Western 422,000
Central 542,000
Southern 723,000
Copperbelt 964,000
Lusaka 843,000

u T T T T
0% 20% 40% 60% 80% 100%

Urban O Rural

FinScldee
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Source: FinScope Zambia 2005




Many people speak more than one language. Bemba is the a : -

most widely spoken language followed very closely by English =20

and Nyanja

Population by spoken language: 2005
80%
~ 63%
& 600 59%
2
2
3 46%
[
o
o
o 40% -
oD
8
c
Q
2
[o)
& )0,
20% - 19%
13%
5% 5% 6%
NE BN BN B , , | |
Lunda Kaonde Luvale Lozi Tonga Nyanja English Bemba
Estimated adult population in 2005: 6million
Fings

5.

Source: FinScope Zambia 2005 9
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There is significant variation in language across provinces e
Province by language: 2005
120%
00% 99% 99% 0 % 1009
100% 99% 99%
n
©
80%
8 68%
5 —
T 600
860%
o
% 45%
IS
£40%
8 b
)
a
20%
70
0% | |
Northern  Luapula Copperbelt Central Lusaka North Southern  Eastern  Western
western
Bemba OEnglish Olunda Nyanja OOther |
Source: FinScope Zambia 2005 FinS

North Western: Kaonde (56%) and Luvale (53%), Southern: Tonga (93%) and Nyanja (59%), Western: Lozi (100%)
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Over 1/3 of adults are between the ages 21 and 30
Adult population by age: 2005
40%
34.7%
35% A
In
Q 0% 2750
Z
2
5 25%
he]
@
S 20% 18.6%
)
s
S 15% A
1
5 10.6%
o 10% A
U 5.0%
5% 1 2.8%
- 0.7%
0% + T T T T T
16 - 20 21-30 31-40 41 - 50 51-60 61-70 70+
Age
Total estimated population 2005: 6 million
l‘-'lmﬁﬁqul:
Source: FinScope Zambia 2005 we—l1

Basic demographics

: Income level

Sector

Nature of income

Living standards




Based on FinScope Zambia 2005, 46% of adults aged 16 or more ™ : -

earn less than K150,000 per month. A relatively high proportion do =0
not know their income

Personal income of those aged 16+
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Source: FinScope Zambia 2005 " 13
Household income may be a more useful proxy for ability to a : o
purchase. Again, many people do not know their household =0
ncome
Household income of those aged 16+
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Source: FinScope Zambia 2005
62% of those below the age of 20 do no know what their household income is FinS [3

15% of household heads do not know what their household income is
17% of main income earners do no know what their household income is 14




Households are relatively large across all income bands. 75%b6 of
adults have more than 5 members of their households

Household size by monthly household income

100%

80%

60%

40%

20%

Percentage of adults (16+)

0%
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Monthly household income
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Source: FinScope Zambia 2005 15
Over 30%b of adults have a per capita income of less than a : o
K100,000 per month. According to the CSO, the food basket is 20
around K114,000 per person

Monthly per capita income
120% yp p 7 -
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48% \
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Source: FinScope Zambia 2005, CSO (food basket for a family of 6in November 2006 was K685,115. The basket for food
and basic needs for this family was K1,105,351) FimE T
Note: per capita income based on number of people in household a nd household income. No adjustment is made for Dq'

children. Mid point of the household income band has been used i n the calculation i 1
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Segmentation bases: some options for financial services providers

A
Basic demographics

Frequency / certainty of
Salaries and wages

Gende
incor
Living standards
y to meet basic need

Income level

Nature of income

Although a quarter of Zambians receive their income from being a : o
self employed in farming, only 10%6 of them receive this on a =0
monthty basis

Key income source and frequency
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25% of adults (16+) receive money on a monthly basis ) 18
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12%b of economically active Zambians below the age of 65 are =0
unemployed
Adults by employment status
60% 57%
(]

50% -
I
©
< 40%
2 35%
>
el
[}
% 30%
()
[
8
c
D 20% -
2
[
o

10% + 8%

0% -
Employed Not economically active *Unemployed

Source: FinScope Zambia 2005
* Those who answered yes to “I am not working but looking for ajob”

FinScldee
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A relatively high proportion of the population are students e
Employment Status: FinScope2005
Not Applicable hl%
Others | 0%
° ]
g 1 am not working but looking for a job 8%
Q 4
;, Pensioner / Retired [_12%
,S 3 | am not working and not looking for a job 7%
E 4
g L | am a student / studying 15%
] - | am a housewife 10%
= ]
z | am self-employed - informal sector 33%
| am self-employed - formal sector
g <
3’ | am a part-time salaried employee
§ | am a full-time salaried employee
\ Farming
Casual worker
t T T T
0% 10% 20% 30% 40%

Percentage adults (16+)

Source: FinScope Zambia 2005

FinScldee
RSP soon
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The unemployment rate is highest among young men ao

**Unemployment rate by age and gender: 2005

35%
31%
30%
250 1  24%

20% -

15% A
11%

Percent of workers

10% - 9% ooy
6%
0,
5% A 306 4% 3% 3%

0% - T T T T
16 to 24 2510 34 35t0 44 45to 54 55 to 64
Age
Female 0O Male |

Source: FinScope Zambia 2005 —
Labour force participation: 55% of women are economically active compared with 74% of men Fimg Dq:"l:
* Those who answered yes to “I am not working but looking for ajob” ==

**Percentage of unemploved to economically active 21
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Over 70% of those who are employed work in the informal sector. =0
Agricuttureand trade dominate that sector
Employment by sector: 2005
== eo%
7 50%
50% 4
40% o
33%
Formal Informal 30% A
28% 2%
20%
10% 4
~~_ 4% 3%
, I
Agriculture  Trading Fishing Other
F‘lmEl:lqwl:
— 22

Source: FinScope Zambia 2005
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Within the formal economy, the public sector is the most =0
significant employer

Employment sector by formal and informal: 2005
40% AN
N\
N\
\
N\
N\
\
N\
N\
N\
30% 1 28%
Formal Informal
o 4
20% 28% 72%
0,
15% 1406
12%
10% A 8% 7
,/
/
/
/
/
//
0% T T T T 4
Public  Agric. Trading Other Tourism /
Service Restaurants,
bars & hotels
Source: FinScope Zambia 2005 Fin E-Eq:' 4
Note: Other important industries in the private sector include m anufacturing (6%b), transport and communications (5%), s
construction (3%), mining (2%6), financial (2%) 23
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56%b of those employed in the informal sector earn K300,000 or =0

fesspermonthcompared with 2896 of thoseinthe formatsector ——————

Income distribution of formal Income distribution of informal
sector workers: 2005 sector workers: 2005
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Source: FinScope Zambia 2005
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36%b of adults are self employed. There are almost 40,000 self

B
| |
=20

employed formal businesses owners in Lusaka

Self Employed # People
000's
Total 92% 2,173
Northern 97% 392
Luapula 95% 130
Western 95% 279
Copperbelt 94% 315
Southern 93% 308
North western 90% 110
Eastern 88% 255
Central 86% 201
Lusaka 79% 183
u T T T T
0% 20% 40% 60% 80% 100%
Percentage
Oinformal |
FinSocOre
Source: FinScope Zambia 2005 25
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Seamentation-b -_come-options—forfinancial-seprvices-providers
g tat : pt ancia p
Basic demographics
Income level
Nature of income
Living standards
FinS
I :lqul:
— B 26
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Because income data is often unreliable or incomplete researchers
/ marketers often use lifestyle indicators

Typical lifestyle indicators: Do you / Do you have ... or have you ...?

Have a microwave oven

Had access to the internet in the past 4 weeks
One or more cars in your household
Hi-fi / music centre

Electric stove with an oven

Cell phone with a working line
Refrigerator

Built in kitchen sink

Read a newspaper in the last 7 days
Electric iron

Completed secondary education
Television set

Live in an urban area

Live in a brick house / cluster house / flat

69%

Radio

T T T
0% 20% 40% €
Percentage of adults (16+) Fin 55‘.{“ =

Source: FinScope Zambia 2005 27

Have access to now: cellphone # People
, 000's
North western | 8% 92% 289
Luapula 9% 91% 460
Eastern | 10% 90% 917
Northern | 10% 90% 813
Western 18% 82% 444
Southern 20% 80% 708
Central 40% 60% 565
Copperbelt 44% 56% 953
Lusaka 64% 36% 848
T T T T 1
0% 20% 40% 60% 80% 100%

Percentage of population

O Yes @ENo |

Fini 5:;:'\-:::

. . —
Source: FinScope Zambia 2005 28
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In 2005, approximately 1 million Zambians owned a cellphone
Do you personally own a...
1,000
800 A
T
©
2
2 600 1
3
T
IS
T
@ 887
S 400 A
5]
.C
=
200 A
154
0 T
Cellphone paying with a pre-paid card Cellphone with a contract / subscription
Fin 5:.{?&
Source: FinScope Zambia 2005 . 29
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In poorer countries indicators of the experience of poverty may be N
more useful e
In the past year, how often has your family gone without ... Percentage
responding always, often or sometimes
100%
80% A
~ v
$ 15%
)
9 60% 1
]
i}
IS
S 40% A 9
® b 43% o
8 63% o
S Seee 28%
2 20% A
&
16% 14%
@ 16% ® 8% %
6% 3% 2% 4% 3% 3%
0% T T T T T T
Electricity in A cash income Enough food Enough Enough clean Enough fuel to  Felt unsafe
your home to eat medicines or water for home cook your food from crime in
medical use your home
treatment
O Always Often O Sometimes |
Fin 5:({:-?:
Source: FinScope Zambia 2005 i 30
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Agenda

1. Welcome and objectives

2. Common segmentation models

3. Usage of financial products

4. Access frontier for a bank account in Zambia

4. Access frontier for insurance in Zambia

4. Access frontier for MFI loan in Zambia

FinSoOre
_——

31

imancial o I

Most commonly used financial products

Celpay

Bank overdraft

Credit Card

Personal loan from bank

Swift Transfer

Other loan from employer
Funeral Insurance

Property Insurance

Health Cover (Doctor)

Life insurance

Medical Insurance

Loan from Savings Club/Chilimba
Debit Card / Connect Card

Motor Vehicle Insurance

Current / Cheque Account

Loan from an informal money lender/Kaloba
Pension / NAPSA

ATM / Cashpoint Card

Savings account 13.4%
T

20

0% 3% 6% 9% 12% 15%

Percentage of adults (16+)

Fin Sorc

N ) —
Source: FinScope Zambia 2005

32
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Product usage can be summarised in the form of an access
strand

The access strand defines the percent of people that
say they have a bank account and places them in the
bank segment

It then places all those that say they do not have a
bank account but have a formal other services (e.g.
from a microfinance institution) into another segment

It then places all those that do not have a bank
account, do not have a formal other product, but have
an informal product into another segment

Those left over are considered not to use any formal
or informal services

Fin 5:q:=|:
—u-—-r"l

33

[ il + | 31 |
Farcidir deLtos Stdind. culmannimacyu

= Banked

= Formally Included

= Financially Served

= Financially Excluded

Fini 5-:{'\-:::
[ty

34
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Two thirds of Zambia'’s adults are not served by formal or R .
informal financial institutions
93 E'Danc'a ‘zl Se[ﬂ.e.d 33 ZOb
A2 - Formally Included 22.4%
Al Banked Financially Excluded
66.3
Formal | Informal
Bank  iher | only
0% 20% 40% 60% 80% 100%
Formal Bank OFormal Other (only) Informal (only) OFinancially Excluded |
Fini 5:.{?&
i 35
An access strand can be developed for different types of a : o
financial products. According to FinScope, three quarters of =0
Zambiansdonot-have any savings products
Access strand for savings
7% 73%
0% 20% 40% 60% 80% 100%
Bank* OOther formal Informal OExcluded
Source: FinScope Zambia 2005 FinSeldre
According to the survey, 22% of Zambians answered yes when asked if they saved regularly ”.-"‘\
* Bank = any type of bank account 36
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90% of Zambians do not currently use credit in any form
Access strand for credit
1%
5% kR4 90%
0% 20% 40% 60% 80% 100%
Bank* OOther formal Informal O Excluded |
Source: FinScope Zambia 2005 FinSo " kel
* Bank credit = credit card, overdraft, loan, personal/vehicle/h ouse loan from a bank i — 37
H B
m
Agenda aoc
4. Access frontier for a bank account in Zambia
FinSolrc
— 38
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Value

H B
Access is not the same as usage. Access is the intersection "N
between supply and demand in a given market e
5 Who? What? |7~ "How and where? =777~ 1
B
[7)] "
@] Target market Gl e Marketlng guc Distribution Servicing
o features education
(]
S
o
- = Target market = Product type = Key marketing = Sales channels & = Anticipated level
= definition = Pricing and returns messages and capacity of interaction
% = Qualifying = Payment frequency  channels = Distribution = Servicing
5 criteria (if & min. payments = Product models channels /
7] applicable) = Liquidity constraints  education model &
= Payment channels capacity
© N ] -
c = Need and savings = Proximity to /
o] = Size of the objective = Levels of = Proximity to / reach of
I target market = Affordability awareness reach of sales servicing
[} = Percentage who = Income frequency = Use of media channels channels
o qualify for the

= Use of /access to
e nanne

= Message
‘resonance’

= Preferences
= levels 0

= Preferences
= levels O

Total market

Based on a paper entitled “The Access Frontier as an Approach and Tool in Making Markets Work for the Poor” by

H B
While usage is fairly easy to monitor, access is not. The access L —
Too poor Market
redistribution zone
Currently has /
uses the product
\
Does not have
access to the Exclud_ed by
design

Does not have /
use the product

David Porteous

Has access to the
product but does

Excluded by
default

Does not want the
product

Potential users

>Market development
zone

Market enablement
zone

" sadee

40
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149% of adults are banked
Banked Banked: characteristics
65+
51 to 65
41 to 50
31to 40
21 to 30 34%
Currently
Unbanked Banked 16 t0 20
86% 14%
Urban [ ]159%
Rural [ ] 41%
Male 61%
Female 39%
Percentage of banked
Fin 5:q:=|:
Source: FinScope Zambia 2005 —— 41
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Almost 2 million unbanked adults say they do not have an income Enm —
Unbanked and banked by main income source
Wages from a business
Self-employed in business
Self-employed in farming
Other
Wages from an individual
Money from family or friends
Wages from a farm
Do not receive income
T T T T T 1
0 500 1,000 1,500 2,000 2,500
O Banked Unbanked |
Source: FinScope Zambia 2005 Ll 55‘:":’ o
— 42
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We cannot populate the access frontier using data on reasons |
people do not have a bank account alone, although it can provide
an insight into critical access barriers

Reason no bank account

| do not have money to put into a bank

60%4\

Over 60% of these

| do not have a regular income

| do not have a job 25% respondents have an
. income — 40% are self-
The bank is too far employed

Minimum balance in the bank is too high Bank accounts can be
particularly useful for
those who need to

smooth sporadic

It is expensive to have a bank account
| do not qualify to open an account

incomes
| do not need a bank account
I do not know how to open an account
| prefer dealing in cash
Lack of knowledge on banks
Bank Charges / Service Fees are too high
The bank closed my account
1 do not trust banks
17% of the unbanked
| do not have an identity document do not have a national
registration card
I do not have a reference f 1%
0% 20% 40% 60% 80%
What is a bank account really for? FinBoOPT
Source: FinScope Zambia 2005 _‘__."\
43
. . . H B
Data on bank account purchase criteria also provides useful E N
insights =0
If you were to open an account and had to decide which bank to have an
account with, what are the factors you would take into account?
Do not know
Reliability / trustworthiness / stability / credibility
Opening time
Financial security
Local Zambian bank
Technology available
ATM / Cashpoint close to where I live
Attitude of staff
Personal information required to open account
Personal services
Location of branch / bank
Accessibility to loans
Flexibility in transactions
Bank Charges / Service Fees 51%
Interest rates | —————— -
Minimurm belance amount. | — {73
0% 20% 40% 60% 80%
Source: FinScope Zambia 2005 | Currently Banked O Unbanked |
44
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For those who are not too poor* and unbanked
60%

from the survey can be used to assess physicalaccess

50%

40%

30%
51%

20%

Percentage of adults (16+)

10%
15%

0% T

A}
{19 They have too few /

\ branches__Banks //

Q19 They are too far away
from where 1 live, work or

Q98 Household
facility__There is a bank

* Those who answered yes to often/always going without enough food for the family

Q7 Reason for no bank
account__The bank is too

usually go to__Banks \\ / nearby far
\ /
\ /
N d
~ ~—— e
Fin Sorc
Source: FinScope Zambia 2005 ‘.‘\

H B
Data on experience of poverty is used to estimate the market . -
redistribution zone for the unbanked
Unbanked only: In the past year, how often has your family gone without
... Percentage responding always, often or sometimes
100%
b 50
2
8 60%
S
el
IS
5 44%
o 40% 1 39%
= 68%
S
® e 29%
2 20% A
&
18% 14%
8% 8%
7% i 2% 5% 3%
0% T | T T T T
Electricity in A cash income";_ Enough food ; Enough Enough clean Enough fuel to  Felt unsafe
your home k to eat £ medicines or water for home cook your food from crime in
medical use your home
"""""""" treatment
O Always Often O Sometimes |
Fin 5:q:=|:
Source: FinScope Zambia 2005 45
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Physical access is also an important barrier. Various indicators En —
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Awareness is another important access constraint. According to a

FinScope awareness of terminology relating to banking products is
low

For those who are not too poor* and unbanked

100% T—579%

91%

80% 1

60% 1

40% A

Percentage of adults (16+)

20% 1

Never heard Never heard Never heard Never heard Never heard Never heard Never heard Q19 You  Never heard ! Q7 Reason
or don't or don't or don't or don't or don't or don't or don't understand ~ Yor don't  for no bank
understand: understand: understand: understand: understand: understand: understand: how their uhdersrandy account__|
Debit Card  Direct Debit ATM / Current  Bank Charges  Savings Interest  products e.g. \Bank / do not know
Cashpoint Account / Service Account savings, \ ! how to open
Card Fees credit and N/ an account
loans,
work__Bank
FinSoOre
Source: FinScope Zambia 2005 .."\
* Those who answered yes to often/always going without enough food for the family 47

E B
Affordability is also important. Various assumptions can be made mEm

Costs
ATM Transaction: K1,500
Statement retrieval: K10,000
Deposit: Free
Service charge K2,500

B Total charges = K8,667 pm

B Therefore total monthly
personal income:

= K8,667 / 2%
= K433,350
- Use K450,000 as a cut -off

Usage

B 3 ATM transactions per month
B 2 statement retrievals per year

Affordability

B 2% of total monthly personal income on
bank charges

Fini 5-:{'\-:::
L= 48
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There are other factors that may impede access

Unbanked: Do you have a national Other requirements to open a bank

registration card? account

No, 17%

B 2 Passport size photos

B Reference letters — employer/legal
practitioner

B |[nitial deposit of K100,000
B Proof of address

The impact of these
requirements has not
been analysed

Yes, 84%
Fin 5:q:=|:
Source: FinScope Zambia 2005 —_— 49
B
E N
The percentage who have access and choose to be unbanked =0
appears tobeverysmatt
Unbanked, not too poor and have access:
10%
8%
8% A
6%
6% A
4% -
3%
2% A
0% -
Don't need a bank account Prefer dealing in cash Don'’t trust banks
Fini 5-:{'\-:::
Source: FinScope Zambia 2005 —— 50
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=20
The access frontier for banking in Zambia
866,525 1,103,124 Market
ED e redistribution
Currently has / zone
uses the product \
Physical access 2,072,125
5,046,943
6,024,966 Does not have
access to the
Total market M product Awareness 551,562 3,943,819
Market
development
. 2,806,034 zone
5,158,461 Can’t afford
Does not have / | | i
use the product Don't have
National 669,108
Registration Card j
S
111,518
Does not want the 18,084
roduct !
Has access to the B 111,518
product but does [ | > Market
not use it enablementj
Potential users 93,434 zone
Fin 5:{: 3
Based on a paper entitled “The Access Frontier as an Approach and Tool in Making Markets Work for the Poor” by J
David Porteous — 51
H B
E B
=20
Theaccess frontier for bankingimZambia
Access frontier for banking
Market Market Market
Current eryﬁlement development redistribution

mar&et zone /zone\ zonAe

93%
IS

14.4% 1.89 65.5% 18.3%

[ Are banked Have access but don't use ODon't want a bank account

o Not too poor but cannot access @ Too poor

Fini 5:;:'\-:::
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H B
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The access frontier for banking in Zambia: excluding those who do =0
not receive an income
857,483 741,444 Market
fEciicoy redistribution
Currently has / zone
uses the product \
Physical access 1,507,000
3,099,899
4,064,379 Does not have
access to the I~
Total market M product Awareness 212,487 2,358,455
Market
development
. 1,595,913 zone
3,208,403 Can’t afford
Does not have / | | i
use the product Don't have
National 144,672
Registration Card j
S
108,504
Does not want the 18,084
duct ’
Has access to the e 108,504
product but does [ | Market
not use it enablementj
Potential users 90,420 zone
d led “Th h and Tool ki ke k for th b FINSE{\F:
Based on a paper entitled “The Access Frontier as an Approach and Tool in Making Markets Work for the Poor” J
David Pone%ug, PP 9 Y —— 53
i i i i i H B
The access frontier for banking in Zambia: excluding those who E N
do not receive an income e
Access frontier for banking
Market Market Market
Current  gnaplement development redistribution
- ‘{l]/

4%

21.1% 22% 58.0%

18.2%

[ Are banked Have access but don't use ODon't want a bank account

o Not too poor but cannot access @ Too poor

Fini 5-:{'\-:::
s

54
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Agenda

1. Welcome and objectives

2. Common segmentation models

3. Usage of financial products

4. Access frontier for a bank account in Zambia

4. Access frontier for insurance in Zambia

4. Access frontier for MFI loan in Zambia

FinSoOre
_——

55

Very few people in Zambia have insurance products

Insurance products: Have it now and use it
2.2%

Motor Vehicle Insurance
Medical Insurance

Life insurance

Health Cover (Doctor)

Property Insurance

Funeral Insurance

Personal Injury / Accident Insurance
All Risks Insurance

Domestic / Houshold Insurance
Agricultural Insurance

Travel Insurance

Money Insurance

0.0% 0.5% 1.0% 1.5% 2.0% 2.5% 3.0%
Fin Sorc
Source: FinScope Zambia 2006 [ty

20
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Even within the banked population, penetration of insurance
products is low

Insurance products used by banked population: Have it now and use it

Motor Vehicle Insurance 13.3%
Medical Insurance

Life insurance

Property Insurance

Funeral Insurance

Personal Injury / Accident Insurance
Health Cover (Doctor)

All Risks Insurance

Domestic / Houshold Insurance
Agricultural Insurance

Travel Insurance

Money Insurance

0% 5% 10% 15%
° ° ° ? Fin 5:q:=|:

Source: FinScope Zambia 2006 ——

57

... although insurable risks are perceived to be relatively high in
the market

Events most likely to happen that have a major impact on finances

-
Death of a household / family member %000

Serious iliness of a household member | 5 ..

Theft, fire or destruction of property

Member of household loses job
Unforeseen education expenses

Failure of business / bankruptcy

Theft or destruction of agricultural crop / livestock
Rise in food prices

Rise in fuel prices

Rent increase

Birth of child

Disability of household member
Non-payment frompeople who owe money
Do not know

Separation / divorce

Accident

0% 20% 40% 60% 80%

| Currently Banked O Unbanked

Source: FinScope Zambia 2006
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The vast majority of the market will draw down savings, orrelyon m =
family and friends or other social networks. Credit, which increases mm

. . . =20
vulnerability, is also fairly common

Coping strategies if risk event occurs

0
Take out savings with bankb 56%

9
Borrow money from family / friend /?9 %

Borrow money from employer

Cut down on household expenses

Sell assets / dispose of agricultural crop / livestock

Borrow money from bank

Wait / ask for donations

Ask Church for assistance

Postpone plans to pay for something else

Borrow money from other sources eg. Savings Club / Chilimba

Apply for government grant

Claim insurance

0% 40% 60% 80%
| Currently Banked O Unbanked
Source: FinScope Zambia 2006 59
E N
i ; En
Yery felw people of all ages have made provisions for their own -
funerals

Have you made provisions to cover the costs of your funeral? If so,
how?

/
// Plan to open an
/ account
/

Personal

savings

Husband's
savings

Others
Prepared a will

Funeral Funds

Agreement with
Church

\ .
\ Savings Scheme
\
\

\ Funeral
‘. [Insurance
\Qovered by 56%
Employer
1
0% 20% 40% 60%
Source: FinScope Zambia 2006 60
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H B
In addition, there is limited provision for funerals of family . -
members
80% 7 If a member of your family were to die, how would you cover the cost
73.5% of the funeral?
67.21
60% -
45.9%
41.0%
40% -
33.3%
26088 24.79%
20% - 14.9% 17.2%
9.89 9.7% 9.3%
0/
4.99 qroo OS2 8O% L 4do 43% ey 46%
. 1.49 : : 0]9% &% [0}2%
0% +— — [] []
Family / Donations Draw on Employer Sell Funeral Funeral
friends / from work savings livestock fund insurance
neighbours colleagues
Church Don't Sell other Informal Savings Bank loan
know goods money lender club
O Currently Banked Unbanked Fin Bocer
Source: FinScope Zambia 2006 _..._..-"h' 61
H B
E B
. =20
Funeral insurance
Basic product description
W Funeral expense cover
Basic product B Minimum sum assured K500,000
features W Lowest premium K1,000 per month
W Between the ages of 18 and 65
Availability
Sales W Brokers, agents, direct marketing
s Financial institutions such as banks and microfinance institutions
i B Premiums paid annually, bi-annually, quarterly, monthly
Premium | Cash, cheque, debit order
collection W Branch, agent, post office
) W National registration card or passport
Client
requirements
Find 5-:{'\-:::
e 62
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Because funeral cover is often for multiple lives, the analysisis a

restricted to the head of the household. Use of funeral insurance is =20
exceptionally low

Have funeral insurance: Characteristics
; 65+ %
HH head: have funeral insurance 51 to 65
41 to 50
31 to 40 34%
21 to 30 27%

% 16 0 20

Yes
2%

Urban

] 64%

Rural ] 36%

Male 88%

Female 12%

Percentage of those with funeral insurance

Fin 5:q:=|:
Source: FinScope Zambia 2005 —_— 63
H B
Estimating the market redistribution zone for those without mEm -
funeraknsurance
HH head — no funeral insurance: In the past year, how often has your
00% family gone without ... Percentage responding always, often or sometimes
0
80% -
13%
04 =
o 7%
S 60%
Z
2
S 50% A
K
%5 40% 40% 35%
()
=) 65%
g 30% - 34% 29%
8 20% 1
jo]
16%
& 10% A SR 10%
i H 6% 8% 3% ° 304
6% : 3% 6
0% T | T T T = T
Electricity in A cash income Epough food to Enough Enough clean Enough fuel to  Felt unsafe
your home ., eat “ medicines or water for home cook your food from crime in
- medical use your home
treatment
O Always Often O Sometimes |
Find 5-:{'\-:::
Source: FinScope Zambia 2005 64
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Various factors limit access, including physical proximity, N
awareness and affordability -
For those who are not too poor* and have no funeral insurance
40%
3
8 33%
c
o
S 30% A 28%
ey
§ 25%
o 23%
c
.
5]
o 20% -
o
5]
S
@ 14%
2
[
o
10% 4
3% 1%
o I E——
Too far from Too few Heard butdon't ~ Never heard Total No <18
where | work, branches understand  term insurance  household identification:
live, or usually term insurance monthly NRC or
go income < Passport
K150,000
FinSocOre
Source: FinScope Zambia 2005 .."\
* Those who answered yes to often/always going without enough food for the family 65
H B
E B
=20

N i Hibvoff ”

Costs and assumptions

B Premium K1,000pm per person
Average household size = 6

B 5% of total monthly household
income on funeral insurance

Calculation

B 6xK1,000 = K6,000pm

B Therefore total monthly
household income:

= K6,000 / 5%
= K120,000
- Use K150,000

Fini 5-:{'\-:::
[ty

66
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i i i =20
Zambia access frontier: Funeral insurance (household heads only)
Market
36,168 I Too poor 406890 odistribution
zone
Currently has /
uses the product
v Physical access 670,615 \
1,772,232
2,093,223
Does not have Awareness 798,710
access to the I~
Total market u product 1,365,342
't afford Market
(CamE it 227,857 development
zone
2,057,055
Don't have
National 46,717
Does not have /| Registration Card
use the product
I Below 18 16577 )
284,823
Does not want the 284,823
Has access to the product Market
product but does + enablement
not use it zone
Potential users Frmae]
Fin EE<\F c
Based on a paper entitled “The Access Frontier as an Approach and Tool in Making Markets Work for the Poor” [ty 67
by David Porteous
H B
E B
=20
Access frontier for funeral insurance: Household heads
Market Market Market
Current gnablement development redistribution
market zpne ){ z%e
Y A
65.2% 19.4%
1.73%
Insured Have access but don'tuse  [ONot too poor but cannot access @ Too poor
Find E-Eq::l E
=_ 68
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Vehicle insurance
Basic product description
W Basic 3¢ party vehicle insurance
Basic product B Minimum sum assured K10,000,000
features B Lowest premium K450,000 per annum
W 18 and over
Availability
Sales W Brokers, agents, direct marketing
channels
X B Premiums paid annually or quarterly (higher premium for quarterly)
Premium | Cash, cheque
collection m Branch, agent
) W Vehicle registration documentation
Client
requirements
Fin E-Eqp c
— 69
H B
&
20
B Derived from Finscope Zambia 2005
B Household heads (no question on personal car ownership)
Total market B Have a car (use own car to bank, rise in fuel price likely to happen
respondent, have a vehicle loan, petrol/diesel regular expense, one or
more cars in the household)
m Often/always go with not enough food for the family
Too poor
B Say that there are too few branches or are too far away
Physical access
B Don't understand the term insurance
Awareness
B Based on assumption that 5% of household income can be spent on the
Can't afford product ) e
B Minimum total monthly income set at K800,000 (vehicle insurance
K450,000 per annum)
B No adjustment made for lump sum payment upfront (materially
impacts on affordability)
B Cannot assess
Don’'t want the
product Fin 5:.:".::- E
— 70
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H B
Zambia access frontier: Vehicle insurance (household heads who . -
own a car only)
94,941 21,098 Market
I ED e redistribution
Currently has / zone
uses the product \
Physical access 64,801
147,686
263,725
Does not have
access to the I~
Total market M product Awareness 36,168 126,588
Market
development
. 49,731 zone
168,784 Can’t afford
Does not have / | |
use the product
Below 18 1507 )
S
21,098
Does not want the
roduct
Has access to the P 21,098
product but does Market
not use it enablementj
Potential users zone
d led “Th h and Tool ki ke k for th b FINEE{::
Based on a paper entitled “The Access Frontier as an Approach and Tool in Making Markets Work for the Poor” J
David Pone%ug PP 9 Y — 71
H B
E B
=20
Access frontier for vehicle insurance: Household heads who own a car
Market Market Market
Current enablement development redistribution

masket e 29 _ o

36.0% 48.0% 8.0%

Insured Have access but don't use @ Not too poor but cannot access @ Too poor

Fini 5:;:'\-:::

— 72
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Household contents insurance
Basic product description
W Cover to non-fixed household contents — such as TV, hi-fi, etc.
Basic product W Lowest premium K250,000 per annum
features W Cover available only to houses that are deemed to be secure structures
W 18 and over
Availability
Sales W Brokers, agents, direct marketing
channels
X B Premiums paid annually
Premium | Cash, cheque
collection m Branch, agent
) W Proof or purchase of items / serial numbers / physical inspection
Client
requirements
FinSocOre
— \ 73

Total market

Can't afford

Informal housing

W Derived from Finscope Zambia 2005
B Household heads (household product)
B Have items worth insuring (television, hi-fi, microwave, etc.)

B Based on assumption that 5% of household income can be spent on the

product

B Minimum total monthly income set at K450,000 (household contents

insurance K250,000 per annum)

B Traditional or informal accommodation

Fini 5:;:'\-:::
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Zambia access frontier: Household contents insurance (household 20

heads-only)
X7
13,563 Too poor 37,675 Market
redistribution

Currently has / zone
uses the product

Physical access 311,949 \

544,027

Does not have Awareness 132,616
access to the I~
product 506,352
. Market
Can't afford 117,546 fjevelopment
zone

Informal housing 52,745

I Below 18 6,028 )

729,388

Total market

714,318

Does not have / | |
use the product

170,291
Does not want the 170,291
Has access to the product Market
product but does enablement]
not use it zone

Potential users

FinSodre

Based on a paper entitled “The Access Frontier as an Approach and Tool in Making Markets Work for the Poor” [ S— Hi 75
by David Porteous

H B
| B |
=20
Access frontier for household contents insurance: Household heads
who have insurable items in their homes
Market Market Market
Current enablement development redistribution

mariet zope % zone
Rl —~ \

69.6% 5.2%
Insured Have access but don't use O Not too poor but cannot access @ Too poor
FinSolrc
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Property insurance
Basic product description
B Cover to household structure and fixed-items
Basic product W Lowest premium K250,000 per annum
features W Cover available only to houses that are deemed to be secure structures
W 18 and over
Availability
Sales W Brokers, agents, direct marketing
channels
X B Premiums paid annually
Premium | Cash, cheque
collection m Branch, agent
) | Title deeds
Client m Full evaluation report of house
requirements
Fin E-Eqp:
— 77
H B
E B
=20
W Derived from Finscope Zambia 2005
B Household heads (household product)
Total market m Own the property
B Based on assumption that 5% of household income can be spent on the
Can't afford product ) )
B Minimum total monthly income set at K450,000 (property insurance
K250,000 per annum)
Find 5-:{'\-:::
— 78
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Zambia access frontier: Property insurance (household heads only) e

33,154 I Too poor 137,137 Market
redistribution

zone

Currently has /
uses the product

Physical access 296,879 \

641,982
729,388 Awareness 200,431
Does not have
access to the
roduct
2 Can't afford 226,050 504,845
Market

Total market

kevelopment
696,234 Informal housing 226,050 zone
Does not have /
use the product Below 18 3014
I No title deeds 327,019 )
54,252
Does not want the

Has access to the product 54,252

product but does [ | Market
not use it enablementj
Potential users zone
Fin 5i L) =
Based on a paper entitled “The Access Frontier as an Approach and Tool in Making Markets Work for the Poor” by F
David Porteous — 79
H B
E B
20
Access frontier for property insurance
Market Market Market
Current epablement development redistribution
market z0l zone
zone K oRe

69.2%

18.8%

Insured Have access but don't use

O Not too poor but cannot access

@ Too poor

Fini 5-:{'\-:::
[ty

80

40



H B
B
Agenda o
1. Welcome and objectives
2. Common segmentation models
3. Usage of financial products
4. Access frontier for a bank account in Zambia
4. Access frontier for insurance in Zambia
4. Access frontier for MFI loan in Zambia
FinSocOre
[E— 81
Around 5%b6 of adults have used a microfinance institution nowor o : -
in the past. If the analysis is restricted to those who say they have ao
Have you had or do you have now any
financial service (saving, credit, insurance)
from a microfinance institution?
II Cetzam Opportunity Microfinance 24%
,/ Pride Zambia Ltd
// Bayport
// National Savings & Credit Bank
/ (NSCB)
/ FINCA Zambia Ltd
Not /’ o )
specified / Microfin Africa Zambia Ltd
1% Blue Financial Services
Agricultural Support Programme
\ Pulse Holdings Ltd
\
No \é;: \\ Salvation Army
94% \\ Keepers Zambia Foundation
\\ Cooperative Society
\\ Women for Change
\
\ Evangelical Fellowship of Zambia
\
\\ Women Finance Co-operative
‘\ African Banking Corporation
Red Cross
0% 10% 20% 30
Source: FinScope Zambia 2005 82
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Around 3.5% of adults currently have or have had a loan with a
MFI. Informal money lenders are the most common source of

credit
Experience with loan products
16%
L‘E 12% A
—
Z
2
S
hel
@
S 8%
23 11.0%
T
|5 8.2%
o . (]
2
® 4% A
3.0% 3.0%
2L 1.5% 1.5% ; ’
0% T T . T —
Loan from an Other loan from Loan from Savings Loan from a Personal, vehicle or
informal money family/friend Club/Chilimba Microfinance housing loan from a
lender/Kaloba Institution bank
O Have It Now and Use Used to Have It |
Fin 5:q:=|:
Source: FinScope Zambia 2005 —_— 83
H B
A relatively high proportion of MFI borrowers are banked Enm —
Experience with MFI loans: Experience with informal money
Percentage banked lender: Percentage banked
100% 1 100% 1
80% A 80% A
66.7%
60% 1 60% 1
40% 1 34.2% 40% 1
20% 1 “B3%oC 0%y ______ _ 15.2% _  _14.4% _
6.6%
0% T T d 0% T J
Have ItNow Used to Have Never Had It Have It Now Used to Have Never Had It
and Use It and Use It
- 9%
Source: FinScope Zambia 2005 confidence Ll 55‘:":’ o
interval #
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MFI loan e
Basic product description
W Loan made to business owners for business purposes
Basic product W Mutual guarantee
features B Minimum loan size: K6 million
W Group size: 20
B Instalment maximum of 38% of income
Affordability B Minimum instalment of K450,000 per week
B Implied minimum monthly income of K236,000 per group member (use
K300,000 as a cut off for affordability)
Sales B MFI offices and officers
channels
X B |nstalments paid weekly
Premium B [nstalments collected by Group Treasurer
collection
) W Business owner with a business plan
C_“ent | [dentity document, proof of residence, proof of income
requirements B Some sort of credit history
® No bank account necessary Fin 55‘,{":
— 85
According to FinScope there are roughly 1.6 million business m : -
owners in Zambia. Three quarters are in agriculture or trade. Only ao

16%-of business-ewners-say-theirbusinesses-areregistered———

Do you have your own business? e Industry
//
,/
7 Agriculture
e
4
e

,/ Trading

Other

Fishing

Tourism / Rest.,
bars & hotels

Real estate & bus.
services

Manufacturing
AN Construction
S
Y
\\Transpon. storage
N\ & comm.
Y
N + T T T T T T
N 0 100 200 300 400 500 600 700
N Number of business owners (000s)
Not registered ORegistered |
Source: FinScope Zambia 2005 86
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(27% of the
adult
population)

David Porteous

Does not have /
use the product

Approximately

Don't have
required
documentation

1.62 million
(9% of Does not want the
business i
owners) Has access to the

product but does
not use it

Potential users

Based on a paper entitled “The Access Frontier as an Approach and Tool in Making Markets Work for the Poor” by

Fin 5:;;:::

[ ria

H B
Introducing the access frontier for a loan from a MFI in N
Zambia: Business loan -
Market
Too poor redistribution zone
Currently has /
uses the product 3\
Approximately Affordability
16,000
(1% of business Does not have
owners) access to the ] J—
Total market u product
> Market development
zone
Approxmgtely Physical access
1.63 million
business owners

Market enablement
zone

87

loan from a MEl always or often gowithoutenoughfoodtoeat

In the past year, how often has your family gone without enough food to

2}
Redistribution zone: 20%b of business owners who do not have a |

60%

eat

50% -

40% -

30% -

Percentage of adults (16+)
N
o
X
1

10% -
1%

16%

49%

o, L

Always

Source: FinScope Zambia 2005

Often

20%

12%

Sometimes

Rarely

Never

Are some MFIs not by their nature in the redistribution zone (rely on

donor income)?

them to escape poverty?

Is the purpose not to provide finance to the poorest of the poor to en'_gﬂl“eﬁE

AP
Rt

i B

88
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Affordability: Business owners have relatively low incomes

Personal monthly income of business owners who are not MFI clients and
who are not in the redistribution zone

30% Requ T
Income is too e(?t_ure proo
low? or Income
n —_—mTTsS
— /’ \\
2 i N 77\
3 4 \ VAR
o // w / \
@ / 20% \ ‘J \
) 20% 4 / \\ \
3 ] 17% \ !
H \ I 15%
Y= \ ] \
° 1 \ ! |
) " 1 : |
£ 0% i i
o 10% [ 9% | |
< \ 1 1
[ 1 ] ]
. / 5% 5% [ !
\ / 4% 1 !
\ 3% 3% / 1 !
/ \ I
1% \
0%
0% b
o N So I o 4l | | 1 | | I o + \ o
© 4 o o a
§ ~£3_85g8 g8 88 g8 g8 88 82 8 \Ss
2 nwo~"8g ©53 ©& 9& &8 oz &2 og S \c g
£ 2 m o w c 8 S o [<¥=) I<E=) S8 o9 o9 o \§§I
o 4 B Jd D3 S o Do SRS S8 ISg=] ISESS <] 82
= X X o X [VINA N o ® o & S S Soc =} e
4 ¥ a2 X }>4 ; — o s ; o e g
X X < g S
FinSocOre
Source: FinScope Zambia 2005 ‘-\
I 89
- - . ys - N
While awareness of the term ‘Microfinance’ is low, a relatively high E N
proportion of potential clients understand the word ‘interest’ =0
Awareness of the term Awareness of the term ‘Interest’:
‘Microfinance’: Business owners who Business owners who are not MFI
are not MFI clients and who are not clients and who are not in the
in the redistribution zone redistribution zone
100% 1 100% 1
Estimate used
in analysis
80% A 80% A
A\
67%
60% A 60% A
0,
20% A 37% 39% 40% A
24%
20% A 20% A 14% 18%
0% - 0%
Heard but do Heard but do  Never heard Heard but do Heard but do  Never heard
not understand not understand
understand understand
Source: FinScope Zambia 2005 Ll 55‘:":":
— 90
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Other requirements
W 5.6% of potential clients (i.e. business owners who are not MFI clients and
Identity who are not in the redistribution zone) do not have an identity document
document
W 64% of potential clients who are not in the redistribution zone live in rural areas
Proximity W 21% of potential clients who are not in the redistribution zone associate the
statement “They are too far away from where | live, work or usually go to” with
MFIs (estimate used in analysis)
B 18% of potential clients who are not in the redistribution zone associate the
statement “They have too few branches” with MFIs
. W 5% of potential clients who are not in the redistribution zone have been
Credit history refused a loan previously
and prudent W 13% of potential clients who are not in the redistribution zone have or have
lending had a loan from a ‘formal’ source including banks or employers — many
therefore do not have a credit history
W 11% of potential clients who are not in the redistribution zone are currently
paying 25% or more of monthly income on debt servicing
Fin E-Eqp c
— 91
. i i H B
Introducing the access frontier for a loan from a MFI in N
Zambia: Business loan e
Market
320,000 o .
e [l redistribution
Currently has / \ zone
uses the product
- 848,000
Approximately Affordability
16,000
(1% of business Does not have
owners) access to the
Awareness 423,000
Total market
. Market development
Approximately
Approximatet 1.34 million zone
XI y Physical access
1.63 million g 268,000
business owners
(27% of the Does not have / 8
adult use the product Don't have
population) required J 73,000
Approximately
1.62 million 84% say they hate
(99% of Does not want the owing money to
i anyone
l())l\j\fr']r;?z)s Has access to the
product but does Market enablement
B zone
. Potential users
Approximately
280,000 Fimi 5-:{'\-:::
Based on a paper entitled “The Access Frontier as an Approach and Tool in Making Markets Work for the Poor” s 92

by David Porteous
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The access frontier for a MFI loan in Zambia

Access frontier for MFI loan

Market Market Market
Current bl t development redistribution
market enaplemen zone zone
zone
A A

62%

@ Have it now Have access ODo not have access @ Market redistribution zone

FinSoOre
i

20

93

General comments

B Both banks and insurers stressed the importance of understanding the history of Zambia as a precursor to
assessing the question of access to financial services

| ] The transition from socialist past where the state provided to the present where households need to take
financial responsibility for lifecycle events and financial shocks is still underway

B This has clear implications for financial services providers who must contend with an expectation on the
part of potential clients that others (such as employers or the state) will take care of their financial futures

B As highlighted in the data formal providers have focused primarily on those in formal employment. The
data shows that there is a sizeable market of people who are not employed in the formal sector who appear to
be able to afford formal products. It is of course critical to ensure that all aspects of the value proposition (not
only pricing) are aligned with the needs of the market

u There is much concern about the impact of new regulation on all industries, but in particular on the
microfinance industry. Based on comments made by some, it would appear that there is a lack of clarity about
the regulations, what is required of the individual companies in order to comply (MFIs) and what the impact of
regulations would be, for example on distribution (insurance and banking). This is despite the fact that the
industries were represented during the process of drafting legislation. Perhaps there is a need for further
interaction between individual institutions and regulators

] In all industries awareness by end-users of financial products appears to be a significant barrier. However,
as was highlighted by one of the participants, awareness goes hand in hand with availability of the service. If
service providers are in the market, awareness levels will clearly improve.
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Insurance

| ] Despite the perceived significant financial impact of a death in the household, there is limited usage of insurance,
formal or informal. This is partly explained by differences in culture - death is not spoken about. It is also partly explained
by employer contractual provision of funeral benefits for employees and their household members (this includes the
provision of basic benefits such as a coffin).

[ ] In addition, the ‘death industry’ itself is relatively undeveloped. For example, there are few funeral parlours and
families tend make many of the funeral arrangements themselves.

| ] There is widespread reliance on social networks to fund expenses associated with a funeral — even traders at the
Soweto market collect contributions from each other when there is a funeral in the household. It is not clear whether this
is a result of the lack of insurance mechanisms or an underlying cause of the lack of insurance mechanisms (which is the
cause and which is the effect?).

20

| ] However, in most cases available funding for funerals (through employers or social networks) is insufficient to cover

the full costs of a funeral — indicating that there is scope for ‘top-up’ cover

u In general most of the insurers present agreed that the industry faced a real challenge in increasing awareness
about insurance. There was some discussion about the need for an industry-wide initiative as individual firms are unlikely
to invest optimally in a campaign which generates high external benefits (companies who do not invest also benefit).

B As with microfinance institutions, insurers highlighted factors such as the lack of roads which makes some markets
inaccessible. They also noted the need for community development in general as a pre-condition for the extension of
insurance services.

B The analysis on car insurance highlighted a discrepancy between car ownership and insurance ownership in the
data. While this can partly be attributed to a lack of clarity within the questionnaire (it does not ask about individual car
ownership, and it is not clear about the type of car insurance — third party or comprehensive). It is plausible that this
discrepancy, in fact, exists and that there are many drivers who do not have third party insurance despite the legal
requirement to do so. That the industry does not have a good sense of this highlights the importance of consumer
surveys and research.

B The impact of annual premium collections was not explicitly modelled in the analysis, but it is clearly an important
access barrier (it impacts on affordability). Insurers opt for annual or infrequent collections because of the challenges and
costs associated with premium collection. Insurers noted the high cost of debit order collection as an example.
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Banking

L} Banks have noted that there is potential to expand the market both within the traditional salaried
employee segment as well as with those who work in the informal sector

B A number of banks are opening new branches and exploring lower cost alternatives to ‘high-street’
branches. There is no certainty on whether banking correspondent models are legal — the regulator has had no
proposals in this regard.

B The discussion on affordability focused primarily on the cost of specific transactions (most notably ATM
transactions) and the need to make menus more understandable so that users select the most efficient
transaction size rather than using the default options only. It was interesting to note that even sophisticated
users party to the discussion were not using ATMs optimally.

B The impact of minimum balances on access is a critical issue, but one that has not be analysed. In this
regard it is noteworthy that the single most frequently cited fator that might influence a client in switching
bank accounts (for those who are banked) or in opening an account (for those who are not banked) is the size
of the minimum balance. [It is not clear why the minimum balance is so critical — is this related to revenue
generated on the float (must be very small) or risk management? If it is related to the latter, are there other
mechanisms that could potentially enable banks to prevent clients from over-spending?]

B There was some discussion on the impact of Know Your Client requirements, particularly with regard to
fixed addresses. One bank noted that it relies on community leaders to assist in this regard.
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Microfinance

B Those who would like to establish a rural footprint mentioned the lack of physical access as a critical
constraint they face in extending reach (lack of tarred roads was mentioned in particular) and one that has a
material impact on cost structures

B A lack of financial infrastructure also hampers their ability tolend profitably. Credit bureaus are in their
infancy, and there are limited affordable and accessible payment systems for collection of instalments

[ ] Lenders also mentioned a culture of non-payment with limited mechanisms to manage fraud and to enforce
contracts

B Provision of subsidised inputs to small businesses also appears to play havoc with clients of some lenders
whose businesses focus on market provision of these goods. They are effectively put out of businesses when
subsidised product is distributed.

| ] Lenders who provide consumer credit to employed individuals appear to rely heavily on salary deduction.
While this enables lenders to manage delinquency risks an over-reliance on this mechanism (is there abuse?)
creates its own instabilities. South Africds history with Persal should be a strong warning. If employers, in
particular in the public sector, discontinued access to payrolls some lenders would be unable to operate.
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