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ABSTRACT

The purpose of the Financial Landscape research is to
understand access to financial services in areas of Mal
will be served by the Opportunity International Bank of
Mal awi 6s (Ol BM) rural service
phase, this expansion will consist of a mobile bank branch that
will serve six locations along two major routes. As in all of
operations, OIBM will provide a wide range of financial services
including savings, loans, insurance, and payment services, and
will target all client segments ranging from the economically
active poor to corporations. Research revealed that the rura

|l ocations that OIBM will
Formal savings are available, though the services are mostly
accessed by the well -to-do. The market for loans is
fragmented, with demand outstripping supply. Credit is less
widely available than
of institutions: MFIs, coops, NGOs, and parastatals. While
uptake of financial services is relatively low, rural residents are
aware of many of the ir financial choices.  The value
proposition of OIBM in this context includes the following
elements: it will increase physical access to financial services
in four locations that are currently unserved or underserved,; it
will provide a full range of products, most importantly s

and |l oans, bringing
rural customers; and it will target all client segments
particular ly emphasizing ser vi ng t he
considerable experience with impoverished clients.

poor

NOTE ON EXCHANGE RATE

An exchange rate of 140 Malawian kwacha per $1 US dollar
was used in this report, except where otherwise indicated.

OTHER NOTES
Photographs taken by Elizabeth McGuinness, July 2007

Ininsta nces when the report refers to individuals, names and
indentifying information have been altered.
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EXECUTIVE SUMMARY

The Assessing the Impact of Innovation Grants in Financial Services project (known
as the Financial Services Assessmentproject; hereafter FSA), undertaken by the IRIS
Center at the University of Maryland, College Park, together with its partner
Microfinance Opportunities, is assessing the impact of grants provided by the Bill and
Melinda Gates Foundation (BMGF) for the design and development of innovations in
financial services. The FSA project will assess the impact of new financial products,
services and delivery systems on poverty alleviation, sustainability and scalability.

The approach taken by the FSA project gives new emphasis to issuessuch as access to
financial services and the role of the regulatory environment.

The Financial Landscape studyis one in a series of studies assessg the impact of
Opportunity I nter nat(DIBM)adral Braiceklelivery Mal awi 6s
innovation . OIBM received a grant from the BMGF to pioneer a model of rural

service delivery in Malawi , which they describedasa fiscal abl edfivent echnol ogy
low cost approach to providing a full range of financial services to families living in

remote rural areas.0! The technological components of the innovation , which include

satellite branches, mobile bank branches, ATMs, and Point of Sale (POS) deviceawill

be used to delivera range of financial products including loans, savings, and

insurance to the rural populat ion. The mobile bank wasthe first of these delivery

channels to be rolled out and is therefore the primary focus of the FSA research in

Malawi.

The rationale forOIBM6s i nnovation is that only 5 to 10
population in Africa is believed to be reached by microfinance services. For those

rural microentrepreneurs who access services, the transaction costs are high, due to

transportation costs and the opportunity costs of time. Success for OIBM will depend

on how their innovation b ears on these issues.

The other studies in the OIBM research seriesinclude a quantitative Impact
Assessmentstudy, a qualitative Financial Diaries study, and an Enabling
Environment study. The findings of the Financial Landscape research will
complement the results of the Impact Assessmentstudy and the Financial Diaries
particularly as they relate to the use of financial services. The Financial Landscape
Baseline study is the subject of this report.

The Financial Landscaperesearch employs qualitative methods to explore household
accessto financial services. The overall aim of the study is to understand changes in
the available financial service options and preferences of financial service customers
who are exposed to the financial innovation. The Financial Landscape research
relates to impact assessmentthrough the examination of how the innovation fits into
the existing financial landscape and by asking: given the parameters of access in this
financial landscape, what are the implications for the use of financial services
generally and, in particular, the use of the innovation?

Through the use of baseline and endline surveys, the Financial Landscape research
examines how the available financial service options change after the introduction of
the innovation, and how these changes affect access and choice for different socio
economic groups. The Financial Landscape study placesO | B Mmnevation in the
context of local competition to understand how competitive interactions dampen or
multiply the impact of the innovation. In this way, the researchhelps revealthe value

1 Opportunity International. Extending Financial Services to the Rural Poor i A Sustainable Banking Model for Africa:
OIBM Proposal to BMGF (October 2005).
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proposition of OIBM 6 s i n ndthahid, theounique added value that OIBM offers
to its customers via these new services?

The Financial Landscape Baseline study employed focus groups andtructured
individual interviews to document the range of financial service options in the area
and provide insight into the value proposition of the innovation. The research
documented which financial institu tions, products, and serviceswere available, which
oneswere preferred by rural customers, and why. It also examined how these
preferences have changedver time. The researchfurther identifie d barriers to
financial services access. The studygonsidered the financial landscape i including
formal and informal services - from the perspective of both clients and financial
service providers, particularly emphasizing clients. The process will be repeatedin
two to three years to provide an endline i an indication of whether and how the
landscape has changedelative to the introduction and operation of the service
innovation.

Opportunity International Bank of Malawi (OIBM), headquartered in Lilongwe, is a
commercial bank that started operations in 2003. It is a savings-led institution that
focuses on serving the lowincome market. It currently offers a range of financial
products designed to appeal to all segments of the population. At the end of May
2007, OIBM had 70,033 depositors, $7.1 million on dep osit, 9,526 borrowers and
$5.1 million in portfolio outstanding.

The Baseline research was carried out around the six locations that OIBM intends to
serve with the mobile bank. These were: Mchinji and Kamwendo in the Mchinji
District , Nsundwe and Nkhoma in the Lilongwe District , and Chimbiya and Dedza in
the Dedza District. The research consisted of 17 Participatory Rapid Appraisals
(PRAs, a form of focus group discussion) with 145 rural residents and 23 key
informant interviews with community members and financial service providers.

Supply-side researchshowed that the study area is not an empty marketplace nor is it
unbanked. A relatively diverse financial landscape was already in place before OIBM
entered the market. The supply-side landscapefeatured two major financial
products: savings and loans. However, few of the existing institutions pro vide both
kinds of products to the rural population. As OIBM enters this market, it is uniquely
positioned to provide both formal savings and microcredit within a single institution

i i o rs®p shopping.o

Existing savings productsthat are dominant in this financial landscape include basic
savings and fixed-deposit accounts. These productswere offered through bank
branches located in the larger towns, e.g. Lilongwe, Mchinji, and Dedza. In these
areasOIBM will face competition from three commercial banks , as well asthe
parastatal Malawi Savings Bank, in terms of attracting rural deposits.

On the loan side, the product market was more complicated and divided between
microenterprise and agricultural loans. Most of the available agricultural loans are
in-kind. Micro -enterprise loans are usually in cash. Group loans predominated, but
individual loans were also available. OIBM offers the full selection of loan products:
micro -enterprise, agricultural , group and individual loans.

2 Value proposition is defined as: The unique addedvalue an organization offers customers through their operations.
From www.balancedscorecard.org/basics/definitions.html.
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The OIBM mobile bank will give OIBM a presence in more locations than any other
lending or savings institutions. Rural penetration may be limited h owever, because
the mobile bank cannot drive off the paved road.

With a range of savings products and financial institutions available to people in this
area, a key question is: what do they actually acces® The research found that access
varies by socio-economic status. The Very Bor only acces®d savings products at one
parastatal. Whereas the Poor had a wider range of commercial bank and parastatals
from which to choose, while the Well-to-Do had the best and most extensive acess to
the range of products and institutions available in this market.

The Very Poorcould access loans fromone parastatal and a few NGOs. The Poor
were able to access loans from thesesame institutions, plus OIBM and a second
parastatal. As with savings, the Well-to-Do market segment could choose from all
available service options.

Access to savings institutionstended to be mediated by physical proximity and cost.
Our findings showed that the most accessible and/or cheapestinstitutions to use at
any given time tended to bethe most popular. Trends in access to loans over the
service area variedconsiderably. Each lending institution had a different target
market and differe nt conditions for eligibility, so there were many variables at work
in determining villager access. The transaction costs of accessing financial products
were also investigated and it was found that transportation costs and the time to
access savings or loans were botlvery important.

Although only a minority of villagers interviewed had financial services, they
appeared to beinformed about the availability of different financial service
institutions and product options . However, they were neither uniformly nor
accurately knowledgeable about specificproduct features. Additionally, we found
misinformation about the available financial options in some places, while in others
we learned that information about existing financial services and products was not
communicated evenly among community members.

The initial evidence from this baseline research suggests several areas where OIBM
can add value to this market. Thevalue proposition of OIB M in this context can be
considered as follows.

e Bringing the bank to the customers i in at least 4 of the 6 mobile bank stops,
there were no existing formal financial services with the exception of the Post
Office. If OIBM can serve these locations consistentlythey can build customer
trust. In turn, they will be able to attract and retain a loyal customer base by
reducing transportation costs and increasing security for clients. This, above all,
is what the BMGF-funded mobile bank enables.

e OIBM offers a complete range of financial products - loans, savings, payment
services, and remittances, all of whichwere demanded in rural areas. OIBM
uniquely offers thteopodsshbopping. of fAone

e OIBM can reach the full range of client market segments : the Rich, the Poor and
possibly the Very Poor. By diversifying the markets that it serves, OIBM is
lowering its risk of lending while at the same time increasing financial inclusion .

e OIBM knows how to work with the poor . It wasclear from research among
villagers that most commercial banks did not provide the customer care for which
rural people are looking. Impressions of OIBM tended to be positive in this
regard. However, it was not yet clear if OIBM has a competitive advantage over
some MFIs that reach Poor and Very Poor people in remote rural areas.
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As noted earlier, this report presents the results of the Financial LandscapeBaseline.
Approximately three years after the completion of this research - around July 2010 -
we will return to the same rural areas to carry out a similar study that will constitute
the Endline. The intent will be to document changes in access and the makeup of the
financial landscape i developments that may correlate with the introduction of the
OIBM innovation. In this way, the financial landscape study will provide a window

on questions of impact.

In addition, the Endline will provide an opportunity for follow -up on a number of
guestionsraised by the Baseline results, including:

e Can OIBM succeed where others have failed? Commercial banks and MFlsad
pulled back from some of the areas that OIBM proposes to serve. OIBM faces
many of the same challenges that these others faced such as high transportation
and communications costs. These challenges speak to the sustainability of the
innovation. Additionally , becausethe OIBM mobile bank cannot leave the paved
road, it will be challenged in reaching remote populations. This relates to the
potential outreach of the innovation.

e Wi I | Ol BM6s rural expansion lead to fadditionality?o
Aunbankedod into finalnecdadlt o effsvulcsetsi)t wtri omd | (ii.te. , w
take customers away from existing providers)? Anecdotal evidence suggests that
the substitution had already started. This raises the question of howmuch of an
effect the OIBM innovation will have on the net outreach of financial services in
rural areas. Another question is what will happen toOIBM6s c¢l i ent base when
there is another Anew kid in town.o

The results of the Financial Landscape studywill be paired with the panel Impact
Assessmentstudy, which began in early 2008. That study is a quantitative household
survey focused on the scalability and impacts of OI BN
research questions linked to the breadth and depth of outreach, and the impact of
microfinance in novations at the household level. It is conducted at two points in
time d when the innovation wasfirst launched and again several years later. In
addition, the project will include an innovative Financial Diaries study that will be
conducted from summer 2008 through 2009. This is the first application of the
Financial Diaries methodology to an impact assessment. The Financial Diaries will
establish a comprehensive picture of the financial inflows and outflows of poor
households by gathering data on income, consumption, savings, lending, and
investment. It will identify the causal pathways by which impact occurs within
households. Finally, a study of the Enabling Environment will be undertaken to
identify and explore the most salient factors in the overall environment
(macroeconomic conditions, financial regulations, weather, etc.) that mediate the
impact of financial services on household well-being.

These components of theFSA Project will combine different methods at different
moments in time to deliver a singular composite portrait of impact & how and why
conditions change. The expectation is that the results will contribute significantly to
the learning agenda of BMGF and the field of microfinance in general.






|. Introduction

The Assessng the Impact of Innovation Grants in Financial Services project (known
asthe Financial Services Assessmentproject; hereafter FSA), undertaken by the IRIS
Center at the University of Maryland, College Park, together with its partner
Microfinance Opportu nities, is assessing the impact of grants provided by the Bill and
Melinda Gates Foundation (BMGF) for the design and development of innovations in
financial services. The FSA project will assess the impact of new financial products,
services and delivery systems on poverty alleviation, sustainability and scalability.

The approach taken by the FSA project gives new emphasis to issues such as access to
financial services and the role ofthe regulatory environment.

The Financial Landscape studyis one in a series of studies assessg the impact of
Opportunity I nter nat(DIBM)adral Braiceklelivery Mal awi 6s
innovation . The other studies in the OIBM research series includea quantitative

Impact Assessmentstudy, a qualitative Financial Diaries study, and an Enabling

Environment study. The findings of the Financial Landscape research will

complement the results of the Impact survey and the Financial Diaries, particularly as

they relate to the use of financial services.

The Financial Landscape research employs qualitative methods to explore household
accessto financial services. The overall aim of the research is to understand changes
in the available financial service options and preferences of financial service
customers who are exposed to the financial innovation. The Financial Landscape
researchrelates to impact assessmentthrough the examination of how the innovation
fits into the existing financial landscape and by asking: given the parameters of access
in this financial landscape, what are the implications for the use of financial services
generally and, in particular, the use of the innovation?

Through the use of baselineand endline studies, the Financial Landscape research
examines how the available financial servicesoptions change after the introduction of
the innovation, and how these changes affect access and choice for different socio
economic groups. The Financial Landscape study placesOIB M dirmovation in the
context of local competition to understand how competitive interactions dampen or
amplify the impact of the innovation. In this way, the research helps revealthe value
proposition of OIBM 6 s i n ndthatid, theounique added value that OIBM offers
to its customers via these new services3

The Financial Landscape Baseline study employed focus groups and structured
individual interviews to document the range offinancial service options in the area,
and provide insight into the value proposition of the innovation. The research
documented which financial institutions , products, and serviceswere available, which
oneswere preferred by rural customers, and why. It further explore d how these
preferences changed over time The research alsoidentifie d barriers to financial
services access. The studgonsidered the financial landscape i including formal and
informal services 1 from the perspective of both clients and financial service
providers, partic ularly emphasizing clients. The researchwill be repeated in two
years to provide an endlinei an indication of whether and how the landscape has
changedrelative to the introduction and operation of the service innovation.

3 Value proposition is defined as: The unique added value an organization offers customers through their operations.
From www.balancedscorecard.org/basics/definitions.html.
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Opportunity International (Ol),
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service deliveryin Malawi. This innovationis a A s c al
approach to providing a full range of financial services to families living in re mote
rural areas.0* The technological components of the rural innovation are satellite
branches, mobile bank branches, ATMs, and Point of Sale (POS) devices. These are
to be the delivery channels for a range of financial products including loans, savings,
and insurance to the rural population.

The rationale for OIBMo6 s

abl

a grantee of the BMGF, is pioneering a model of rural

edrivent, lencchsh o |

i nnov atheybatieveonly 5ttchl@ percent of

microfinance clients reside in rural areas, whereas 7580% of the African population
lives in rural areas. For those rural microentrepreneurs who accessservices, the
transaction costs are high due to transportation costs and the opportunity costs of
time. Success will depend on how the innovation bears on these issues.

ACCESS

Accessis at the heart of this study, reflective of recent scholarship suggesing a strong
connection between access to financial services for lowincome populations and
national development (e.g. World Bank 2008). The term access has been employed
in the microfinance literature in myriad ways. Often it connotes use or uptake of
financial services. In other contexts, access has referred to the availability of financial

services.

For its part, the FSA project has reverted to the more traditional lexical

meaning of access:freedom or ability to obtain or make use of something .5 That is,
we are interested in what financial services are availableand whether potential
clients, particularly those with low incomes, are ableto obtain and make use ofthem.
This model distinguishes access from use. The concept of use is interpretedhere to
include both the uptake of the product (outreach) and how the product is used.

The following diagram (figure 1) presents the causal model underlying the Impact
Assessment project:

FIGURE 1. PROJECT CAUSAL MODEL

Access

Use

Outcomes

Impact

In sum, the significance of access in impact assessment research is that impact will
vary according to what extent and how clients of different income levels can and do
avail themselves of the financial services in their area.

As noted earlier, the issues surrounding accessare the primary focus of this Financial
Landscape research. Issues surroundingfused of financial services will be explored
more thoroughly in other components of the FSA project, such as the Financial
Diaries and Enabling Environment studies. Collectively these studies will allow us to
understand how mediating factors affect the i @tcomesdand fi hpacto of financial
service interventions. The outcomes and impacts themseles will be measured
objectively via the quantitative Impact Assessmentstudy.

4 Opportunity International.

2

OIBM Proposal to BMGF (October 2005).
5 Merriam -Webster online dictionary.
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OUTLINE OF REPORT

This report is structured as follows: Chapter Two provides background on Malawi
and introduces the reader to OIBM and its financial innovation. It provides
information on the study location, the research methods, tools, and sampling
approach. Demographic data for the sample and socioc-economic data for the study
region are included. Chapter Three reviews thesupply of financial services,
including formal, semi-formal and informal providers offering savings, loans,
remittances, and insurance products. Chapter Four examines the same financial
landscape from the demand perspective. The chapterincludes an examination of
transaction costs and information availability as mediating factors in access to
financial services. Chapter Five, the conclusion, explores the value proposition of
Ol BM6s innovation, given the existing
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Il. Purpose and Design of
Research

BACKGROUND: MALAWI

Malawi is a small country, located in southern Africa, with a land
area of 98,080 square kilometers (seefigure 2). The population

the

FIGURE 2: MAP OF MALAWI

WITH REGIONS & DISTR

ICTS

is estimated to be 13.2 million, of which 46 percent are less than
14 years old® Malawi ranks 166 out of 177 on the Human
Development Index and is one of the poorest countries in the
world, with an estimated GDP per capita (PPP) of $USD 600.7
Fifty -two percent of the population lives below the national
poverty line, while 22.3 percent of the population is considered
ultra -poor, with incomes below that necessary for adequate food
consumption. 8 In terms of the international poverty line, 28
percent of the population lives on less than $USD 1 per day?

The economy is dominated by the agricultural sector: 85 percent
of the population lives in rural areas and 90 percent of the labor
force derives its income from agriculture. Crop production
provides 73percent of rural household income, and the
agricultural sector provides most of the raw materials for the
manufacturing sector. 10 Agriculture also provides four-fifths of all
export revenues, of which tobacco accounts for 53percent. Yet,
agricultural activities only contribute 35 percent of national GDP
because the agricultural sector is dominated by smallholder
production .

Most Malawians depend on subsistence agriculture. Eighty-five
percent of all households are smallholder households and mae
than three-quarters of these cultivate less than one hectare of
land. The majority of land under cultivation (70 percent) is used
to grow maize, the staple crop, and most agricultural production
is for household consumption.

Northern
Region

Central
Region

Southern
Region

UNDP Human Development Report, 2006. www.undp.org.

0~

National Statistical Office of Malawi. Population Projections. www.nso.malawi.net. (August 2007)

The Integrated Household Survey 2004/2005 found that the share of population below the Poor poverty line was

52.4%. The Poor poverty line is defined as incomes or consumption below MWK 16,165 per person per yeaor 44.3
MWK per day. Thiswasroughly equivalent to USD $0.50 per person/day at the time of the survey. The share of the
population considered Ultra Poor was 22.3%. The Ultra-Poor poverty line is also called the food poverty line. The
Ultra -Poor group has incomes or consumption below MWK 10,029 per person per year or USD $031 per person/day.
The Ultra Poor poverty line is set at the income level which is required to supply a basic level of food consumption
(based on a minimum number of calories per person) and nothing more (Integrated Household Survey 2004/2005,
Volume I, Household Socio-Economic Characteristics. (October 2005) Lilongwe: National Statistical Office, Malawi).
of purchasing
$1 day poverty line of MK 11,051 per person peyear. In 2005, the portion of the population living below this poverty

9 né.in 2004, one US doll ar was equivalent i

l'ine was 28%. 0 Republic of Malawi and the

n terms

Wor | d

Bank.

our Future. Draft. June 2006 . www.aec.msu.edu/fs2/mgt/caadp/malawi_pva draft 052606 final draft.pdf (June 2,

2008.)
10 Burritt, p. 53
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BACKGROUND : OPPORTUNITY
INTERNATIONAL BANK O F MALAWI

Opportunity International Bank of Malawi (OIBM) , headquartered in Lilongwe, the

capital of Malawi, is a commercial bank that started operations in 2003 as a savings

l ed institution. The mi s s ivauefinantial delvieestboank i s
meet the needs of economi calOIBMhaaforadvant aged
permanent branches located in Lilongwe (2), Kasungu and Limbe. They offer a

variety of financial products and services including loans, savings, payment services

and foreign exchange products, to client market segments ranging from the

economically-active poor to wealthy individuals and corporations. At the end of May

2007, before the mobile bank operations began,OIBM had 70,033 depositors, $7.1

million o n deposit, 9,526 borrowers, and $5.1 million in a portfolio outstanding

demonstrating strong growth since 2003 (see figures 3 and 4) The depositor to

borrow er ratio was 7.35 while the deposits to loans ratio was only 1.39 This ratio of

deposits to loans demonstrates that OIBM is a savingsled institution that could fund

its loan capital from customer savings.

Ol BMés I nnovation: Rur al Expansion Pl an
Ol BM6s oper at i oomarbaweenters uftibnudu20@7dwhen they began

nt
Ma

expanding into rural areas. Ol BMés rur al i nnov

with three stages. The first stage is thephasedroll -out of mobile banks along various
routes radiating out from Lilongwe . These mobile banks are considered an interim
strategy, to build up business that can support the last stage of the strategy. The
second stage is the installation of POS devices at farrinput suppliers and other
vendors in rural locations. The third and final stage is to create a network of ATM
kiosks (staffed bank outlets) in the samelocations asthe current mobile bank stops.
OIBM estimates that it will take three years for this expansion plan to be fully
implemented.

PHOTOGRAPHS OF THEB MGF -FUNDED MOBILE BANKA T OIBM

kv
.PAYMENT 5

+MICRO anp SME |LOANS 70 GROW YOUR BUSI!

11 http://www.oibm.mw/about/mission . (June 17, 2008)
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FIGURE 3: OIBM OUTREACH 2003  -2007

80,000

B Number of Active Borrowers O Number of Savers

70,000

60,000

50,000

40,000

30,000

20,000

Number of Account Holders

10,000

1) I )

2003 2004 2005 2006 2007

* Notes: Savings data is not available for 2004.
Data for 2007 is through May.

FIGURE 4: OIBM SAVINGS AND LOA N VOLUMES 2003 -2007
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FIGURE 5: MAP OF OIBM MOBILEB  ANK STOPS AND
STUDY LOCATIONS BOX 1

Stage I: Mobile Bank

The Financial Landscape study was designed to assess the landscape within the areas

of the first phase of the mobile bank roll -out, and specifically the areas served by the
mobile bank funded by the BMGF. The mobile bank will make stops on two routes
originating in Lilongwe: (1) Lilongwe to Mchinji; and (2) Lilongwe to Dedza. Mchiniji

is a border town located next to Zambia, while Dedza borders Mozambique. There
will be two stops along each road, in addition to stopsin the towns at the end of each
route. The bank is expected to stop once or twice a week in each location. The bank,
an armored vehicle, is not able to drive off the tarred road. This is significant because
it means that the mobile bank is limited to operating on these two main routes and
one side roadwhich leads to a Mission settlement in Nkhoma. SeeAnnexes-Chapter
2 for the proposed schedule of mobile bank stops. FHgure 5 shows the locations of the
mobile bank stops and research activities with villagers. Box lindicates the distances
between the mobile bank stops.

The mobile bank will serve as a roving bank branch that can carry out transactions in
real time through the use of technology. ATM transactions are available through a
built -in ATM machine .12 If f or some reason the reattime link is down, daily
transactions can be uploaded to the OIBM system back in Lilongwe at the end of the
day. Loan products will be supported by loan officers who reside in the communities
where the bank stops, while loan approvals will be done at headquarters, in Lilongwe.

Note that it takes just over one hour to

drive from Lilongwe to Mchinji. From
Lilongwe to Dedza takes a bit longer,

about an hour and fifteen minutes.

Nsundwe is about halfway between

Lilongwe and Mchinji while Ka ~ mwendo is
about 15 kilometers or 10 minutes from
Mchinji. Nkhomo is a thirty to forty

minute drive from Lilongwe. Although
distant from the main Lilongwe to Dedza
route, Nkhomo , a mission settlement, is
distinguished by being accessible by a
paved road. Chimbiya is about fifteen to
twenty minutes outside of Dedza or about

an hour from Lilongwe. OIBM has

projected that they will attract customers

for the mobile bank from areas within a

Key: The bank stops are indicated by the mobile bank icons, while the 15 kilometer radius of each bank stop.
research sites are indicated by the blue dots.

12 7 Ex t e rridanaiagServices to the Rural PoorA Sust ai nabl e Banking Model for
and Melinda Gates Foundation, October 3, 2005 states that ATMs will allow for deposits and withdrawals.
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RESEARCH DESIGN

The Financial Landscape study is designedto address the question of household
access to financial services within the market targeted by OIBM. Through the use of
Baseline and Endline studies conducted with a two-year interval, the study can assess
changes in access after the innovation is introduced. This Baseline study was
undertaken before the implementation of the OIBM innovation in early August 2007.
The Endline survey will be at the same time asthe Endline Impact Assessmentin

approximately 2-3 years.

KEY RESEARCH QUESTIONS
The study was guidedby several key research

guestions that explored available financial
servicesand clientsd knowl ed
and perceptions of those services. Emphasis was
placed on access for poor households. The

ultimate aim wasto understand any competiti ve
advantage OIBM has and provide insight into the
potential value proposition of the OIBM mobile

bank service. The key research questions are
shown in Box 2.

RESEARCH TEAM

A team comprised of two MFO staff and local
researchers from Kadale Consultants(a Malawian
firm based in Blantyre) carried out the research.

LOCATION OF STUDY

The Financial Landscape study was carried out in
sites expected to experience impact from the
OIBM mobile bank. Research focused on the
Lilongwe, Dedza and Mchiniji Districts in the
Central Region (see figure 2), where the bank will
conduct business. Collectively, these three
Districts encompass approximately 31 Traditional
Authorities (TAs).13

Ol BM6s mobile bank rout g
catchment areas with epicenters consisting of

trading centers where the mobile bank will stop.

All are located along the main road, the tarred

road in Nkoma, or in the towns of Mchinji and
Dedza. The catchment areas radiate out an
estimated 15 km in all directions from the stops

(an estimation made by OIBM in planning the

e us e experience
gBoX 2. KEY RESEARCI& QUE STIONS
1. What financial service providers (both
formal and informal) offer credit, savings
insurance, or remittance pro ducts to clients
targeted by OIBM ? What client segments
are target ed by these providers  ?

2. How have these financial service options
changed overthelast3 -5 years?

3. What do clients know and understand
about these financial service providers and
the availability/accessibility of these
products and services? Are they correct?

4. What product attributes ( e.g. proximity,
security, service, fees ) are most and least
important to the target client base? How

does this vary across different client market
segments?

most and
? Why?

5. What market segments are
least served by existing services

6. What factors govern norms of access
(e.g. gender, ethnicit y, income level ,
education level, occupation, cooperative

in)?. .
msv”lbﬁfsl"p)w nclude si x
7. What are the transaction costs (in terms
of both time and money) involved in

accessing financial services currently
available?

routes). Table 1 showghe Districts and TAs (or

sub-chiefs (S.C.s)) that are included in each of the catchment areas.

13 A TAis an administrative unit, generally smaller than a district, which is overseen by a traditional chief, who may

also be referred to as a TA.
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TABLE 1: DESCRI PTI ON OS85 MQBILB BKNK CATCHM  ENT AREAS 4

Lilongwe to Mchinji Route Lilongwe to Dedza Route:

Bank Stops District TA s within Bank Stops District TA s within
15 km of 15 km of
stop stop

Nsundwe (TC)  Lilongwe Kalolo, Malili, Mazengera,
Kabudula, Tambala,
Chiseka Kalumbu,

Kaphuka

Kamwendo Mchiniji Mlonyeni, Chimbiya (TO) Kaphuka,

(TO Zulu, Tambala,
Mavwere (SC), Kalumbu,
Mkanda Mazengera,

Pemba,
Chilikumwend
0 (SC)

Mchinji Boma*  Mchinji Mlonyeni, Kasumbu,
Zulu, Mduwa Kamenya
(SC) Gwaza (SC),

Pemba,
Masasa,
Kaphuka

Source: Kadale ConsultantsResearch; *Boma is the name for a Government administrative centre; S.C.s are SubChiefs; TC is Trading Center.
Data also comes from maps of the mobile bank catchment areas produced by Geospatial Information Systems and Manageme, Lilongwe,
Malawi.

14 The TAs areof an irregular shape and size. They can overlap into two catchment areas or not. There is no set
relationship between the TAs and the catchment areas. We selected the TAs that covered the sites of the actual bank
stops. This does not mean that theseTAs covered the entire or even the majority of the catchment area for that stop.
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DATA COLLECTION TOOLS

The researchers used qualitative tools
including Participatory Rapid Appraisal

(PRA) exercises (aspecializedform of Focus
Group Discussion or FGD) and in-depth
individual interviews with clients

representing the geographic markets

targeted by OIBM. Four PRA tools adapted
from MicroSaveds Mark
Microfinance Toolkit were used (see box3).

Further information on the financial
landscape was collected through individual
interviews with key financial services
providers in the study area, as well as key
informants including political leaders, local
administrators, and/or informal financial
services providers. Structured interview
guides were used for these interviews. The
team also reviewed secondary sources on
the financial sector and the impact of

microcredit in Malawi.

SAMPLING PROCEDURE
The research aimed to have g diverse asampleas possiblef r om each bank stopéds

BOX 3: RESEARCH TOOLS

Financial Services Matrix (FSM): This tool
assesses the use of financial services by different
market segments in areas targeted by the grantee
innovations.

Financial Sector Trend Analysis (FSTA): This tool
ed?temw%s Qo&z gng v&h)ﬁflnapcgl ljnstltutlons,.

products, and Services have been used over time

in specific areas targeted for innovation.

Product Attribute Ranking (PAR) : This tool
assesses respondent perceptions o f the key
attributes or feature s of a financial service,
documenting the relative importance of those
components.

Financial Services Transactions Costs Mapping
(FSTC): Using a mapping exercise, this tool
assesses the costs in terms of time and

transportation when rural people access fi nancial
services.

catchment area. The sample of PRA participants was selected on a volunteer basis at
the village level with the assistance of TA chiefs. The sampling procedure was
conducted as follows. Theresearchteam identified the 6 TAs that have jurisdiction
over each ofmobile bank stops. For example, the Kamwendo T.C. falls within the TA
Mlonyeni (see table 2) A team representative met with each selectedTA Chief and
asked them to select eight Group Village Headmen (GVH) at randomand have each
of these GVH select four villages, one each from the north, east, south and west sides
of their cluster. The GVH were then to requesteach selected village tosend one
volunteer to a PRA session. The TA Chief wasaskedto only invite participants from
within the 15 kilometer radius areaof the bank stop. In this way, 32 volunteers were
recruited to attend 4 PRA sessions with 8 participants per session in each TA. Six
TAs were included in the study resulting in a total of 192 invitations extended to
villagers to attend a PRA session. This sampling method was intended to obtain a
geographic and gender diversified sample from within each TA.

TABLE 2: LOCATIONS OF BANK ST OPS AND RESPECTIVE TAS

Trading Centre/Bank Stop TA
KAMWENDO TA Mlonyeni
MCHINJI TA Zulu
MSUNDWE TA Kalolo
NKHOMA TA Mazengera
CHIMBIYA TA Kaphuka
DEDZA TA Kasumbu

Source: KadaleConsultants Research
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Sample : PRA Respondents

The PRA sessionswhich examined the demand side of the financial landscape,
reached a total of 145 respondents fromthe six TAs (see table 3) The shortfall
between the number of invitees and participa nts resulted from both scheduling
difficulties and poor organization in one TA. The shortfall was greater on the Dedza
route than on the Mchinji one. The research team requested that separate groups of
men and women beinvited for the sessionsinvolving th e Financial Sector Matrix tool
to see if there weregender differences in perceptions. However, in some casessingle
gender groups could not be organized. Beyond gender,no other conditions were
placed on the composition of the groups. PRA respondents within each TA came

from a number of different villages; however, there was no way to ascertain if the
teambdbs request f or par tthHe our paadimdl directioms viitein s el ect ed
each selectedGVH had been honored. The study was constrained in some respects by
the limited number of experienced users of financial services in some PRA sessiong?
This reflects the low level of outreach of financial services in rural areas.

TABLE 3: SAMPLE FOR PRA SESSI ONS

Trading KAMWENDO MCHINJI N SUNDWE NKHOMA CHIMBIYA DEDZA
Centre:
Tool Sample Groups
FSM (2) Mixed (1) Mixed (1) Women (1) Women (1) Mixed (1) Mixed
FSTA (1) Mixed (1) Men (1) Men (1) Mixed (1) Mixed
PAR (1) Mixed (1) Men (1) Mixed NA
FSTC (1) Mixed (1) Mixed NA NA NA
Number of 2 4 4 3 2 2
PRAs
Numbers of 13 29 40 29 17 18
Respondents
Sample: Individual Interview Respondents
In addition to the PRA sessions, key informants, knowledgeable about their
communityés financi al | . dntedriswees pdq wene seteetedi nt er vi ew

purposively using convenience sampling methods, included a moneylender, a TA
chief, two clerks to TA chiefs, the wife of a TA chief, a store owner, an agricultural
trader, and a ROSCA member. These respondents also shed jht on the demand side
of the financial landscape.

To explore the supply side of thefinancial landscape, the team interviewed key
informants at financial service providers active in the study locations. The list of
these interviews is provided in Table 4. In addition to the seinterviews, the
researchersobservedbranches of NBS Bank, National Bank, and the Malawi Savings
Bank in Mchinji , and visited branches of NBS Bank, National Bank and Malawi
Savings Bank in Lilongwe. These visits gave the teaman opportunity to observe
customers who were using the banks, how long the lines were the condition of the

15 The research design called for carrying outFinancial Landscape PRAs. This PRA has participants compare the
product attributes of one MFI to those of a similar product at competing MFIs. It provides detailed information
about client preferences on one product. It was determined that the Financial Landscape PRA was not suitable for
the OIBM study because (1) participants were not experienced enough with financial products to make the
comparisons and (2) OIBM will offer a range of products in the study area.
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facilities, how busy they were and whether ATM machines were available. In the
Lilongwe branches, interviews were held with bank staff.

TABLE 4: SAMPLE OF FINANCIAL  SERVICE PROVIDERS

Commercial Government MFls SACCOs Other

Banks Programs

NBS Bank MARDEF FINCA MUSCCO NASFAM

National Bank MRFC FITSE FINCOOP MAMN (Malawi Microfinance
MASAF (COMSIP) CUMO Network)
DEMAT DMSPrOject
SEDOM

LIMITATIONS OF STUDY

The PRA sessions reached a total of 145 respondents (one person participated in two
sessions) which was less thanthe planned 192 participants . Achievement of the
planned number of PRAs was limited primarily by a delay in or ganizing the sample.
One limitation of th e sampling method was that no single TA covers the entire 15
kilometer radius catchment area of a bank stop. This means that the sample was
selected through sub-sets of all villages within the 15 kilometer catchment areas. In
addition, the sample design proved too complicated to implement as planned due to
the necessityof working through TA Chiefs to sample the rural population. The plan
called for purposively selecting PRA participants to obtain representatives of different
occupational groups from geographically diverse locations within the study area to
ensure that more remote areas were represented.

The actual sampling method used, and described under Sampling Procedure above,
focused solely on selecting peple from diverse geographic areas within the selected
TAs. As the research team could not observe the selectioprocessused by the TA
Chiefs or the Group Village Headmen, we reviewed the list of villages represented by
the PRA participants instead. Nonetheless, the resulting sample was geographically
spread, with almost every participant representing a different village.

Another deviation from the planned sample design was the use of mixed gender
groups in the Financial Sector Matrix PRA sessions The research team requested
that separate groups of men and women be organized for these sessionsso that the
discussions on access to financial institutions could be analyzed by gender. Often
however, participants arrived at the meetings in mixed groups and it was impossible
to obtain the preferred single gender groups as planned.

This study relied on purposive sampling for the selection of financial service
providers. The plan was to sample all the financial service providers that offer
services inthe study area. While the team found that most financial service providers
were open to sharing information about their institution and its products and
services,two of financial service providers refused to be interviewed as they believed
the research team was working for OIBM. This limitation may be unavoidable in a
competitive business environment.
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FINDINGS: SOCIO -DEMOGRAPHIC
PROFILE OF SAMPLE

Characteristics  of the Sample

Altogether 145 people participated in the PRA sessions: 59 percent were men and 41
percent women. Socic-economic data were collected from each participant in the
PRA sessions (seaable 5). The dataindicate a low level of use of formal financial
services:

e 27 percent of participants had used a formal financial institution within the past
year;

e 6 percent had an outstanding loan;

e 22 percentreported having savings at a formal financial institution, while 75
percent had savings of some type;

e 7 percentof participants were members of a ROSCA; and,

e 1 percent had a formal insurance policy.

Characteristics  of the Population in the Study Area

To put our sample into some context, we compared the samplesocio-demographic
data to national level socio-economic statistics. In contrast to the socio-demographic
profile survey data, the Integrated Household Survey of 2004/2005 (IHS) found that
at the national level, 13 percent of households hadreceived loans inthe period 2003 -
2004. For the study area, the statistics were: Lilongwe Rural 15.8 percent, Mchiniji
5.2 percent and Dedza 18.7 percent.Thesepercentagesare significantly higher than
the share of study participants who reported having a loan outstanding (6 percent)
(see fgure 6).18 Other authors have noted that access to credit in rural areashas
declined in recent years?

The same national surveyfound average household size to be 4.5 peoplé8 Among
the 20 percent poorest households it was 5.9 people compared to 3.2people in the
richest 20 percent. The average household size of survey participant45.5 people)
corresponds to those of one of the lowest income quintile s of the population.

While the socio-demographic profile did not specifically ask participants about
farming activities , focus group participants reported that most people in their
communities earn their income from agricultural activities. National statistics show
that for 81.4 percent of the population of Malawi, farming is the main economic
activity .

16 This data resulted from the question: Do you have any outstanding loans? As a result, participants may have
interpreted that as: Do you have a loan at this time? The low level of positive responses could reflect an issue of
seasonality, i.e. the time of the year when the question was asked, which was between the harvest and the next
planting season. Loans are often taken out at planting time or during the dry season and paid back at harvest time.

17 Burritt, p. 58

18 The Integrated Household Survey of 2004/2005 (IHS)
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TABLE 5: PARTICIPANT SOCIO -DEMOGRAPHIC PROFILE ~ AND COMPARISION TO
NATIONAL STATISTICS

Indicator Survey Participants National Statistics
Total Participants 145 NA
Gender 41 percent Women 51 percent Women
59 percent Men 49 percent Men
Age (Average) 36 NA
Education Level (Average) Primary School Incomplete 56 percent completed primary
school
Size Of Household (Average) 5.5 persons 4.5 persons (5.9-3.2 in region)
Number In Household Earning Less than 2 NA
Income (Average)
Dependency Ratio 3.39 11
Participants Engaged In Wage 26 percent 8.8 percent
Employment
Participants Engaged In Self 37 percent 9.8 percent

Employment (Not Including Farming)

Participants Using Formal Financial 27 percent NA
Institutions In Past Year

FIGURE 6: PARTI CI PANT S 6 ERBIEQRHAINANCIAL SERVICES

Used Formal Financial Institutions in
Past Year

Have Any Savings

Have Formal Savings

Save At Home

Belong To ROSCA

Have Outstanding Loan

Have Formal Insurance

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

Percentage of Respondents
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RESPONDENTS PERCEPTIONS OF THE
SOCIO -ECONOMIC STATUS OF THEIR

COMMUNITY

Participants were askedto describe the people living in their communities and to
identify different socio -economic groups bytheir level of wealth. Most participants
described their communities asconsisting of three socio-economic groups:
Osaukitsitsa (Very Poor), Osauka (Poor) and Ochita Bwino (Rich or Well-to-Do).
Osaukitsitsa people find it very hard to provide for their basic needs. This group
includes the elderly, the disabled and orphans. Osauka, the poor, means those who
are lacking. These people find it difficult to get basics such as salt and soap, but are
able to work at casual labor to earn some income. Some participants noted that the
Ochita Bwino can be recognized by their cars which are in good running condition.
Between the Poor and Well-to-Do, some participants described another group, the
Opezako. This group is able to meet their basic needs by selling produce or engaging
in trad e. For our purposes they are combined with the Osauka (see table 6).

TABLE 6: SOCIO -ECONOMIC CAT EGORIES AS DEFINEDB Y THE COMMUNITY

Osaukitsitsa
Very Poor

Osauka
Poor

Ochita Bwino
Well -to -Do /Rich

Food

Agricultural
Activities

Diet

Assets

Housing

Financial Services

Basic Necessities

Businesses

Other

Cannot grow enough
food. Work asganyuin
order to earn cash or
maize.

Some receive food aid
during the hungry
season.

Have no granary

Grow maize

Not able to buy chicken
or meat.

No assets

Poor quality; no extra
rooms, no windows;
grass thatch roof.

Cannot afford bank
accounts

Have trouble affording
basics such as soap
No clothes

Do ganyu for the Rich

In Dedza, these
households send their
children away to earn
money.

Grow just enough food
for the whole year.
Some may run short for
one or two months.

Have a granary

Grow different crops
like maize, tobacco
and groundnuts
Cannot harvest more
than 5 bales of tobacco

Eat the same type of

vegetable relish. Not
able to buy chicken or
meat.

May have goats or
chickens Some have
bicycles.

Better quality, with
windows and grass
thatch roofs.

Very few have bank
accounts.

Canmore easily afford
soap

Run small businesses
like selling tomatoes.

Grow surplus food.
Can sell it for cash or
use it to pay for ganyu
labor.

Have a granary

Able to harvest more
than 5 bales of tobacco
Rely on money from
tobacco sales

Eat high quality food
such as eggs, chicken
and meat.

Have goats, chickens,
some cows.

Have ox carts and
bicycles.

Have corrugated iron
roofs

Some have bank
accounts

Able to buy soap
Have lots of clothes

NA

Notes: The staple food in Malawi is Nsima, a maize meal porridge, making maize the most important food crop.
Ganyu is the term for casual labor.
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Respondents described the characteristics of the three groups along several axes:
access to food (maize), agriculural activities, diet, ability to acquire basic household
items, assets, quality of housing, access to financial services, and businesses. There
were some marginal differences in the descriptions of the groups between PRA
sessions and particularly betweenthose on the Mchinji and Dedza routes. These may
reflect actual differences in wealth levels in different communities or may just reflect
variations in perception between survey participants.

The PRAresearch did not provide any information on the rela tive shares of the
communities represented by each socioceconomic group. National level data (from
the IHS) however, shows the proportions of households in the three districts that fell
under the official poverty lines in 2004. The data indicate that the Lilongwe Rural
district has lower than average poverty rates, while Mchinji and Dedza have higher
than average rates. Mchiniji, surprisingly, also has a much higher proportion of Ultra -
Poor than the other two districts ( see &ble 7).19

TABLE 7: POPULATION AND POVER  TY STATISTICS FOR DI  STRICTS WITHIN STUDY
AREA

District Number of Poverty Rate Ultra -Poverty
Households Rate
Lilongwe Rural 251,640 37.5 percent 11.7 percent
Mchiniji 86,092 59.6 percent 30.4 percent
Dedza 135,849 54.6 percent 20.9 percent
Malawi Total 2,731,346 52.4 percent 22.4 percent

Source: IHSS 2004/2005

Economic Activities in the Study Area

PRA participants reported that m ost households in the study area earn their living
from farming. The main staple crop is maize, while tobacco is the most significant
cash crop. Other crops include groundnuts (peanuts) and vegetables. A much
smaller number of households have businesses. These mostly operate during the
non-agricultural season. They include trading in produce or groceries, brewing and
selling beer, collecting and selling firewood, knitting, and baking donuts. Very few
people in the communities were reported to have full time salaried employment, and
most that did worked for the local government, schools, orhospitals.

Agricultural Cycle in Study Area
The agricultural cycle provides the foundation for the economic cycle in the study

area. Planting season starts when the rains

come in either November or December. fiAfter selling crops, we use the money for

Harvest for the main crops such as maize, running small businesses so that it can keep us
tobacco, andpeanuts arein April, May, or until the next harvest season when we will be

June. Minor crops are grown at other times. able to sell more produce

In some locations, maize can have multiple
plantings. This cycle results in people needing

PRA participant in TA Kalolo

cash for agricultural inputs in the months
leading up to November. From April through J une, people have cash that they can

19 Ultra-Poor is an official category used by the government to define those under the Food Poverty Line. Very Poor is
the English translation of the term that villagers gave to the lowest socio-economic group in their communities.
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save or invest. Some people save their cash by investing it in small enterprises.
Before planting season, these entrepreneurs will take their money out of the business
to buy seeds and fertilizer. This suggests that nany microenterprises are not carried
out for the entire year and that the main purpose of microenterprise may be to save
cash rather than to earn income. One of the arguments in support of microfinance is
that microentrepreneurs want to grow their busines ses but are unable to due to a
lack of capital. The findings in Malawi suggests that many rural microentrepreneurs
are not interested in growing their business, but are more interested in keeping their
cash relatively safe and working for them until plan ting season.

There were slight differences between the economic profiles of the Lilongwe -Mchinji
route and the Lilongwe-Dedza route. The locations that fell in the Mchinji and
Lilongwe Rural Districts were tobacco-growing areas. As one moves further saith
toward Dedza, tobacco becomes less important, while other crops including potatoes
(referred to as Irish potatoes), cassava, and vegetables become more important.
Additionally, while the Lilongwe -to-Mchinji area is very seasonal, in the Dedza area
farmers are able to grow crops yearround through the use of irrigation and dambo
farming. 20

20 Dambo farming occurs along the sides of rivers and streams. The damp soil and easy access to water allow year
round farming on these plots.
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Ill. The Supply Side

I NTRODUCTION

This chapter presents findings on the availability of financial services in the study
areas. After a brief introduction to the legal and ownership regulations that shape the
landscape of financial services in Malawi, we discuss the supply of financial sewices
in rural areas organized by product. Then,O| B Mdoslucts and services are
presented. The material for this chapter was obtained from both primary and
secondary sources including interviews with microfinance industry key informants,
financial service providers, focus group discussions with villagers and a literature
review.

RESEARCH QUESTIONS

The interviews with financial service providers were designed to inform us about the
products and services that are available to the rural market and to give an indication
of the existing level of outreach. The research sought to answer the following key
research questions for the available financial service providers:

e What products and services doesthe institution offer?
e What are the target client markets for these products and services?

e Where doesthe institution offer these products and services and through which
delivery channels?

e Whatist he i n s toutreaghtovemlhahdin the study area?
e Whatist he i ns tcompaiiton?o n 6 s

e Whatistheinsti t ut adwantégs or disadvantage in relation to the
competition?

One of the purposes behind these questions was talevelop an initial understanding
of the factors that influence accessibility to these institutions dproducts and services.

BACKGROUND: REG ULATION &
OWNERSHIP #

The financial landscape of the study area comprises formal, semiformal, and

informal financial institutions. 2 For each institution type, Mal awi 6s r e
framework determines the types of products that can be offered to the market. At the

same time, the structure and governance within the institution is determined by its

ownership. The combination of the regulatory framework and ownership options

results in the range of players available in the Malawian financial services market.

21 This section draws substantially upon two reviews of the Malawi microfinance sector: Luboyeski, Victor, Debjani
Bagchi and Muwuso Chawinga. (2004) Microfinance Sector Assessment in the Republic of Malawi. Washington,
DC: USAID. Burritt Kiendel, (2005) Expanding Access to Financial Services in Malawi. (New York City: UNCDH.

22 This follows the typology of financial institutions presented in Luboyeski (2004) p. 13 -14. Formal institutions are
those that are prudentially regulated by the Reserve Bark of Malawi.
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Formal financial institutions are regulated and licensed by the Reserve Bank of
Malawi (RBM) and are subject to the 1989 Banking Act. Formal financial institutions
are categorized by the RBM into commercial banks and nonbank financial
institutions .22 There are9 commercial banks in Malawi, only a handful of which,
including OIBM, were found to be active in the study area. 2 Commercial banks can
intermediate savings deposits mobilized from the public. Non -bank financial
institutions are not active in t he microfinance market so were less relevant to this
study.?s

The semi-formal financial institutions active in Malawi include NGOs, parastatals,
SACCOs, private companies and development projects. With the exception of
SACCOs, these institutions are neitier prudentially regulated nor permitted to
intermediate savings. As a result, most of them focus on microcredit. Informal
finance in Malawi includes moneylenders (called Katapila), ROSCAs and family and
friends.

The ownership forms available to institutions in the financial services arena include:
NGOs, trusts, for-profit companies limited by guarantee, for-profit companies limited
by shares, cooperatives and parastatal$6 (See box4.

Regulatory status and ownership status intersect and overlap to create several
different configurations. Parastatals, for example, are wholly -owned government
institutions that do not fit neatly into the available categories; they can adopt

different forms through registration. One parastatal, Malawi Rural Finance Company
(MRFC), is wholly owned by the Government of Malawi and registered under the
Companies Act. MRFC has been given a special exemption by the RBM to accept
deposits from the public, but it is prohibited from using th e deposits to fund its
lending activities. Another parastatal, Malawi Savings Bank (MSB), is also wholly-
owned by the government, but regulated under the Banking Act as a commercial
bank. Other government institutions have taken NGO form and are structu red under
the Trustees Incorporation Act in order to facilitate access to donor funds.2? For
example, SEDOM (Small Enterprise Development Organization of Malawi) and
DEMAT (Development of Malawian Enterprises Trust) are registered as Trusts.

In the next sections we review the supply side of financial services from the
perspective of the providers. The discussion is organized by the formal, semiformal
and informal sectors, beginning with formal sector institutions.

23 Non-banks include finance companies, leasing companies, discount houses, building societies, development finance
institutions, savings institutions and insurance companies and pension funds.

24  First Merchant Bank , Indebank Limited, Loita Investment Bank, Malawi Savings Bank, National Bank Of Malawi,
NBS Bank, Nedbank Malawi, Opportunity International Bank Of Malawi, and Standard Bank. (Seewww.rbm.mw .)

25 Burritt, p. 117.

26 Luboyeski, Victor, Debjani Bagchi and Muwuso Chawinga. (2004) Microfinance Sector Assessment in the Republic
of Malawi. Washington, DC: USAID. P. 16 and 17.

27 Luboyeski.
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BOX 4: OWNERSHIP AND REGISTRATION OPTIONS FOR REGULATED
AND NON -REGULATED M FI S

Banking Act : Banks are licensed to provide demand savings and time

deposits. They are also subject to various qualifying requirements and

prudential regulations. The Reserve Bank of Malawi regula tes and supervises
licensed banks and non  -bank financial institutions (NBFI).

Cooperative Societies Act : Cooperatives are member  -based organizations in
which people are linked by their work or community of residence. The Act

permits Savings and Credit Cooperatives (SACCOs) to mobilize savings and on -
lend them to its members. The Malawi Union of Savings and Credit

Cooperatives (MUSCCO) is a cooperative owned by 72 of the registered

SACCOs, and acts as a national apex for member cooperatives. There are

another 69 cooperatives that are not affiliated with MUSCCO.

The Registrar of Cooperatives in the Ministry of Trade and Private Sector
Development (formerly Ministry of Industry and Commerce) has oversight
responsibility for SACCOs and MUSCCO.

Companies Ac t: Companies can be limited by guarantee or shares. In
companies limited by guarantee there are no shareholder owners and

membersdéd I|liability is |Iimited by a nominal
companies.
Companies limited by shares include OIBM, MRFC an d MSB (government

owned). Institutions that want to be licensed under the Banking Act must be
shareholding companies.

The Reserve Bank of Malawi (RBM) provides regulatory and supervisory

oversight over companies that have bank licenses. The Ministry of Trade and
Private Sector Development (formerly Ministry of Industry and Commerce) has
oversight responsibility for companies that are not regulated by the RBM.

Trustees Incorporation Act Local NGOs, some government sponsored
projects and international NGO projects operate under this act. These
institutions fall under the supervision of the Ministry of Women, Gender and
Youth.

Source: Luboyeski, p. 17  -19, and Burritt, p. 117.

Ol B M COMPETITION AND THEI R
SERVICES

The financial landscape in rural Malawiand OIBM6s compet i ti on ¢
two groups: providers of formal savings services and providers of loans, particularly
microcredit. Other products, such as insurance, remittances and payment services,
are largely insignificant in this landscape.

The significant providers of savings accounts in the study area are commercial banks
and one parastatal, MSB. On the loan side, the significant suppliersinclude MFI
companies, NGGOs, SACCOs and parastatals. Only a few institutions straddle the
divide between savings and loans, including MRFC and SACCOs such as FINCOOP.
As we will show, OIBM is uniquely positioned as they enter this rural market by

virtue of the fact that they provide both savings and loan products.

Table 8 shows the most important formal, semi -formal, and informal financial
servicesproviders in the study area by institutional type and product. The outreach
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and volume of activity for all microfinance institutions found in the study area are
shown in table 9 below.

TABLE 8: FINANCIAL INSTITUTIO NS IN THE STUDY AREA  BY SECTOR, TYPE AND

PRODUCT
Type of Products Offered
Type of Savings Savings & Micro Micro Loans
Institution Loans
Formal Commercial Banks NBS Bank, National OIBM
Bank, Standard Bank
Semi - Parastatals MSB MRFC
Formal Co-ops MUSCCO, FINCOOP,
Ulimi
MFls FINCA, CUMO, PRIDE
NGOs CARE VSL Several
Informal ROSCAs Moneylenders,
Family & Friends

TABLE 9: MICROFINANCE INSTITU
MARCH 31, 2007)

TIONS PRESENT IN THE  STUDY AREA (AS OF

Loans Deposits  *
Type of Insti - No. of Value of As No. of Value of As
Institution ution Loans Loans percent Depositors Deposits percent
Outstand - Outstand - of (USD) of
ing ing (USD) Sector Sector
Value Value
Commercial OIBM 8,276 $5,541,121 18.3% 61,546 $6,766,414 38.4%
Banks
MSB 61 $108,762 0.4% 71 $19,101 0.1%
Parastatals MARDEF 103,000 $4,497,336 14.8% NA NA NA
MRFC 21,940 $6,737,267 22.2% 198,373 $2,560,522 14.5%
Co-ops MUSCCO 237,445 $5,651,784 18.6% 64,847 $6,508,335 37.0%
MFIs CUMO 15,800 $432,325 1.4% 1,309 $56,021 0.3%
FINCA 20,823 $1,703,081 5.6% 20,823 $923,338 5.2%
PRIDE 7,825 $1,125,938 3.7% 11,607 $313,778 1.8%
MALAWI
NGOs FITSE 9,171 $492,244 1.6% 10,460 $159,523 0.9%
NABW 310 $20,171 0.1% 600 $17,366 0.1%
Sub-Total 424,651 $26,310,029 86.8% 369,636 $17,324,398 98.4%
Total Sector 443,614 $30,321,183 100.0% 373,903 $17,604,925 100.0%
Source:Deepening Mal awi 6s Fwijectr of i nance Sector

MARDEF data were obtained from MARDEF and is current as of July 2007. Sector totals were adjusted to reflect addition of MARDEF
activity. Data were converted at the rate of 140 MWK: USD $1.00.
*ADepositso at MFI s
Exchange Rate as of 3/31/07 was 144.53
See Annexes Chapter lll, Table A3-1. for data on the entire microfinance sector.
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Geographically, the market is fragmented. The formal financial sector, represented

by the commercial banks, is only present in the large townsin the study area: Mchinji
and Dedza. Even then, the three commercial banks are not all present in both towns.
Parastatals, including MSB and MRFC, have a lage outreach in the rural areas, based
on many years of experience in rural finance and access to large networks. The
outreach of the semi-formal financial sector is more dispersed than the formal sector
or the parastatals. MFIs, co-ops, and especially NGDs often have limited operational
areas. Many NGOs operate at the village leve(see table 10)

TABLE 10: FINANCIAL INSTITUTIO NS BY LOCATION

Mchinji Trading Lilongwe Trading Dedza
Town Centers on City Centers on Town
Mchinji Dedza
Route Rou te
OIBM new new a new new
Institutions Provid ing Formal Savings *
MSB a a a
MRFC a a a a a
NBS Bank a a a
National Bank a a
Standard Bank a a
Post Office a a a a
MUSCCO a a a a
FINCOOP a a
Institutions Primarily Provid ing Microcredit
CuMO a a
FINCA a a a a
FITSE a a
MARDEF a a a a a
MRFC a a a a a
PRIDE Malawi a a

Notes:

* Theseare institutions which are legally permitted to intermediate savings.

MFIs may have a presence in a location without having abranch. Agencies of banks are included as well as branches.
fnewd me that GIBM will serve these locations with the mobile bank starting in August 2007.

SAVINGS PRODUCTS: FO  RMAL
FINANCIAL INSTITUTIO NS

Within the study area, five formal financial ins titutions offering savings products
were identified. These werethree commercial banks (National Bank of Malawi,
Standard Bank [formerly Stanbic Bank ], and NBS Bank) and two government-owned
institutions (MSB and MRFC).28 Of these, MSB was the most freqently identified
source of savings in the rural areas?®

28 Stanbic Bank changed its name to Standard Bankin June 2007.
29 During the demand side research, he Malawi Savings Bank (MSB) was citedin 6 PRA sessions the banks were cited
in 3 sessions and MRFC was only mentioned in one session.
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Commercial Banks

The three commercial banks each have a presence in some portion of the studwrea.
Only in Lilongwe town do they all co-exist. Standard Bank has a branch in Dedza
NBS Bank has a new branch in Mchinji (formerly it was an agency) and an agency in
Dedza. National Bank has an agency in Mchinji. All three banks provide savings,
loans, and payment services, with savings and payment services being the most
important p roducts in theseareas.(See figure 7.)

The savings products of interest are basic savings and fixed deposit accounts. All
three institutions provide at least two kinds of basic savings accounts and one fixed
deposit account. There is some evidence to sggest that the newest basic savings
products have been developed as the banks try to reach down market. For example,
National Bank found that many people could not afford their Ordinary Savings
account so they developed the Special Saver account with a lwer minimum opening
bal ance. I't is targeted at the fiwonSee ng cl ass.
table 11 for a comparison of the basic savings accounts available in rural areak.

Fixed deposit accounts require larger minimum balances and pay higher interest
rates. These accounts are popular with tobacco farmers, an important market

segment for the commercial banks (see
FIGURE 7: PERFORMANCE OF THE COMMERCIAL Annexes-Chapter Three).
BANKS (12/31/06)

All three banks provide savings accounts for
individuals or by groups (i.e., clubs), which

eases access for the poor. All three provide
w5 r ATM cards and machines, usually placed just
outside the branch. These networks are closed
(e.g., a customer of Standard Bank camot use
$100 | NBS B aATM mathines.

$200

B Deposits @ Loans Outstanding

Perhaps the most significant barrier to

$50 | accessing commercial banks is the
requirement for formal identification. This
presents a difficulty for many rural and low -
income people since Malawi does not have a
national ident ification card. At Standard

Millions of USD $

$0 + T T _—
National Bank NBS Bank Standard Bank OIBM

Commercial Banks

Bank, potential clients also need two letters of
recommendation from well -known Standard Bank customers.
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TABLE 11 COMPARISON OF SELECT ED SAVINGS PRODUCTS AT COMMERCIAL BANKS

AND MALAWI SAVINGS B  ANK
Institution OIBM National Bank NBS Bank Standard Malawi
of Malawi Bank Savings Bank
Savings Kasupe Special Saver EasySave Account| Savings Account Passbook Savings
Product
Minimum $3.57 $7.14 $3.57 $7.14 $3.57
Opening
Deposit
Interest 2.5%if monthly 2.5% 6% on balances 3% 5.5% (based on
Rate Paid balance >$7.14 over $7.14 min. monthly
balance) payable
annually
Fees (per no fees $0.68 0.29-0.36 $0.25 NA
month)
Debit Fees $0.36 or $0.12 No fee to use $0.21 for every $0.18 for ATM $0.12 when using
w/card ATM transaction card, $0.36 when
w/card using other ATMs
Cost of $7.14 MalSwitch | $5.71 ATM w/Pin | ATM card is free $3.57 Malswitch; Card
ATM Card but requires is free but
monthly income requires a
of $143 & good minimum $5
credit balance to
maintain

See Annex 2 for complete table.

Parastatals

Malawi Savings Bank (MSB) and Malawi Rural Finance Corporation ( MRFC) offer

savings accounts in the studyarea. Wi t h t he tagline, ATaaiayds
Savings Bank (MSB) has the largest bank network in Malawi and remains the most
significant savings institution in the study area. Although it started operations in

Peopl ebs B

1995, as the successor to the Post Office Savings Bar
With five MSB branches, including one in Lilongwe (Old Town) , and 35 agencies,
MSB has a presence in al/l but two remote districts.

supported through Malawi Post Corporation outlets (i.e., Post Offices) thus extending
i tnet@ork.30 MSB caters to all market segments and offers a variety of products
including savings, loans, transfer payments, foreign exchange services, bill payment
services (for utilities and rent), and salary payment services. They provide both
savings and fixed deposit accounts. The savings accounts consist of Passbook and
Premium Savings products. The Passbook account can be opened at MSB branches,
outlets or selected Post Offices. Deposits and withdrawals can be made at all
branches, outlets and any Post Offiee, making the account widely accessible.

Malawi Rural Finance Corporation (MRFC) is primarily a lending institution (see
page23), consequently much of the savings on deposit sere as security for loans (15
percent of the loan amount is required). Nevertheless, at the end of July 2007, MRFC
had 43,280 voluntary savings accounts with MWK 101,271,432 (USD$ 723,367) on

30 As aresult of this and the history of MSB, some rural residents tend to confuse the MSB andthe Post Office in
discussing financial services.
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deposit. In contrast, there are more than three times as many security deposit
accounts (159,769)worth more than twice (MWK 242,946,655 (U SD$ 1,735,333) the
value of the voluntary savings deposits3!

SAVINGS PRODUCTS: SEMI -FORMAL
FINANCIAL INSTITUTIO NS

Savings and credit cooperatives (SACCOs) are the only semformal institutions
offering voluntary savings products in the study area;two are relevant to this
research: Ulimi SACCOand FINCOOP. 32 Most SACCOs offer savings (shares,
demand deposits and term deposits), loans (short term, agricultural , and emergency
loans), and insurance (life/savings insurance and credit life) products to their
membership. Individuals become members through the purchase of shares in the
SACCO.

FINCOOP, established in 2004, has three branches including one in Lilongwe. It
serves rural locations with a mobile bank staff that travels by car to 10 centers in

Mchi nji District and nine in Lilongwe District. The outreach of FINCOOP is fairly
limited with about 8,000 members nationwide including 2,000 (mostly farmers) in

Mchinji District and 1,000 in Lilongwe District. 33

SAVINGS PRODUCTS: | NFORMAL
SOURCES

ROSCAs

The survey found limited evidence of traditional ROSCAs. In one community, a few
ROSCA groups were reported to be active. In the example given, 15 women
contribute about MWK 100 ($ USD 0.71) to the fund every 2 weeks. In two locations,
ROSCAs were descriled, but they had been introduced by external technical advisors.
We believe that both these programs are CARE Village Savings and Lending (VSL)
programs rather than traditional ROSCAs.

CARE Village Savings and Lending Program (VSL)

CARE directly implements VSL groups in Lilongwe District. They also support the
implementation of VSLs through consortium partners such as, CADECOM in Mchiniji
District and Save the Children in Dedza District. The two VSL programs that the
research team @ame across were in the Lilongwe District and probably CARE
programs. CARE estimates that there are about 23,000 VSL members throughout
Malawi.

31 Although not a commercial bank, MRFC is authorized to take deposits from the public but it cannot intermediate
those savings. MRFC is able to pay interest on the voluntary savings deposits because they have been able to invest
them in Treasury Bills to earn income.

32 Ulimi SACCO is very limited geographically and was not mentioned by any survey participants outside of MUSCCQ
Their membership includes employees of the agricultural extension office in Nsundwe as well as smallholder
farmers.

We visited the Malawi Union of Savings and Credit Cooperatives (MUSCCO) to learn more about the SACCOs in
the study area. MUSCCOis an apex organization that provides services to member Savings and Credit Cooperatives

( SACCOs) . They have four SACCO member s sinBbDedzalre Mshinjytdley | ocati on:

Ulimi Savings and Credit Cooperative and FINCOOP. MUSCCO functions as a financial intermediary for the member
SACCOs through the Central Finance Facility. Member institutions can deposit savings or borrow from the Facility.
MUSCCO provides guidance on financial products as well as a number of other servicesSee Luboyeski, 2004, for
more information on MUSCCO.

33 As of June 2007.
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Saving at Home

Saving at home is the most common method
feel secure saving at hSavingathomAis riskyn @hildreo ma n

or husbands can take the money or it can be stolen. If the money is in the bank, you
cannot access it so easily 0

SUMMARY OF SAVINGS SECTION

The review of the supply of savings institutions and products has hinted at some of
the dimensions of access that are important to rural population s. These are
identification (which impacts eligibility for savings accounts), physical accessibility or
location of the savings institution , price (in terms of the minimum opening balance

for savings accountg, and security. We will explore each ofthese aspects of access in
more detail in Chapter IV.

OIBM will be entering a market where the only significant suppliers of savings
products are Malawi Savings Bank and to a lesser extent, three commercial banks. As
a savingsled institution, the rural savings market will be of the most interest to

OIBM. They have two obvious advantages in this marketplace. First, they have
experience in serving low-income clients with their Trust Bank methodology and

their basic savings account34 Second they can bring their bank closer to the rural
population and therefore reach a wider geographic market through the mobile bank.
We will provide moredet ai | s about OI BM6s products
chapter. Next we discuss the supply of lending institutions in the study area.

LOAN PRODUCTS: FORMAL FIN  ANCIAL
INSTITUTIONS

The supply of loans in the rural study area is both more diverse andmore fragmented
than the savings market. Suppliers of loans include MFIs, NGOs, cooperatives,
parastatals, commercial banks, and informal sources such as moneylenders (se¢able
12). Currently, the most important loan sources in rural areas, in terms of numbers
of borrowers reached, are parastatals and MFls.

With the exception of OIBM, commercial banks do not provide loans to the low -
income market in the study area; they provide salary-backed loans and agricultural
loans only. Neither is targeted at the low-income market. Agricultural loans are
primarily for tobacco farmers. National Bank has reduced the volume of its
agricultural loan business and ended its collaboration with NASFAM to lend to
tobacco farmers, while NBS Bank stated that it does not provide agricultural loans.

34 OIBM defines Trust Banks as a group of 710 economically active poor (primarily women) who receive small business
loans to help their businesses grow. Source: www.oibm.mw/products.
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TABLE 12: LIST OF CREDIT PROVI DERS FOUND IN THE ST UDY AREA BY TYPE OF
INSTITUTION

Formal Semi -Formal Informal
Commercial Parastatals MFIs Co-ops NGOs Other
Banks
oiBM MARDEF CUMO FINCOOP NABW NASFAM Moneylenders
MRFC FINCA Self-Help Sasakawa TAMA Relatives
PRIDE Coop 2000 FARMERS
MALAWI World Vision ~ WORLD
CADECOM
Care

LOAN PRODUCTS: SEMI -FORMAL
FINANCIAL INSTITUTIO NS

Parastatals

Parastatals are the predominant lending institutions in the country. 35 MRFC and
MARDEF account for a large share of the loans provided to the rural population.
Both institutions have access to large networks allowing them significant outreach
throughout Malawi. They rely on other government institutions or parastatals to
support their activities. MARDEF works with MSB , which facilitates the operations
of the MARDEF credit program. MSB disburses MARDEF loan funds, holds the
savings deposits and does the accounting.MRFC works closely with Agricultural
Extension offices. In addition, the two organizations work with each other.
MARDEF relies on MRFC to review all loan applications and make funding
recommendations for them.

Malawi Rural Finance Company (MRFC)

The Malawi Rural Finance Company (MRFC), established in 1993, has a wide
outreach in Malawi with six branches, 20 supervisory satellite offices (co-located with
the Ministry of Agriculture and Irrigation offices) and 120 field offices. In the study
area, they have one branchin Lilongwe, two supervisory satellite offices in Mchinji
and Dedza, as well as severdiield offices.

Malawi Rural Finance Company had 127,449 loan accounts with a portfolio
outstanding of MWK 1,198,354,332 ($USD 8,152,070), at theend of July 2007.3¢
Products include agricultural and commercial loans. Agricultural products, mostly to
tobacco farmers, accounted for 42 percent of loans outstanding ($USD 3,410,123)
and 72 percent of loan accounts(see table 13) Commercial loans, including
microfinance group based credit, salary-backed , and partnership loans, are a smaller
portion of the accounts, but have a larger portfolio outstanding ($USD 4,741,947).

Malawi Rural Development Fund (MARDEF)

Malawi Rural Development Fund (MARDEF) is a government-funded program set up
as a special initiative of the President in 2005, to provide microcredit to the
economically active rural poor. To date the program has received MWK 1 billion ($

35 Burritt, p. 90.
36 Data provided by MRFC, August 2007.
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USD 7,142,857)from the government, which has been dlocated proportionately to
each of the 193 Constituent Areas of Malawi according to their population.

MARDEF provides loans to groups of 10 to 20 people for microenterprise activities.
Emphasis is placed on disadvantaged groups such as women, youth andte disabled.
The loans start small (MWK 10,000 ($ USD 71.43)) and the interest rate is capped at
15% which is lower than other programs. This is also lower than the RBM bank rate
which was 20% at the time of this research3’ Loans are accessible to vilagers who
form self-selected groups and deposit MWK 500 ($ USD 3.57) each in a group
savings account at MSB. Once the savings account is open, the group qualifies for a
loan application, which they also obtain from MSB. The application process is
managedthrough MSB. Access to MARDEF loans is mediated through TA Chiefs
who can help facilitate loan applications. If applications are accepted, loans are
disbursed to the group in the presence of the TA chief and repayments are verified at
group meetings in the presence of the chief.

TABLE 13: SUMMARY OF SELECTED AGRICULTURAL LOAN PR ODUCTS - MALAWI

Institution OIBM OIBM MRFC
Product Type Individual Group Group
Target group; Big farmers favored Farmers clubs under Smallholder certified tobacco farmers;
purpose by agribusiness agribusiness inputs for farming
organizations organizations
Group size NA NA 10-20
(No. of people)
Min/Max Loan $714 $35.70 per farmer Unknown
Size
Max Loan 12 months 12 months 3 years
Term
Collateral/ 10% of Loan as 10% of Loan as 15% cash security deposit before
Security Security Savings Security Savings disbursement. After disbursement, the
Deposit loan balance is reduced by deposit
amount. [ 1]

Must open a savings account of $1.43

Inter est Rate 29% flat 29% flat New Client: 33% flat
per year Prime Client: 30% flat;
Repeat Client: 32% flat

Processing Fee 2.5% of loan 2.5% of loan Unknown
Repayment Bullet (Once) and Bullet (Once) and Bullet payment (all at once) due Sept. 30
Frequency _BaIIoon (Monthly _BaIIoon (Monthly

interest payment) interest payment)

This is a new system this year.
See Annex 3 for more details.

MARDEF loans are hugely popular in rural areas. They had 103,000 borrowers in
7,000 groups nationwide and MWK 650 million ($USD 4,642,857) in portfolio

37 The Daily Times. August 2, 2007 p. 5. The newspaper reported that the RBM reduced the lank rate from 20 percent
to 17.5 percent as of that date. The bank rate is the rate at which commercial banks can borrow from the central bank.
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outstanding, as of July 2007.38 The demand for MARDEF loans far outstrips the
supply. Since the beginning of the program, 80,000 group applications were received
representing about 800,000 borrowers. Detractors claim that MARDEF practices
subsidized lending. MARDEF claims that operational costs are covered by earned
revenues therefore the lending is not subsidized. That said, by relying on MSB and
MRFC to carry out some of the lending operations, MARDEF has streamlined their
own activities and kept costs down.

As noted above, these parastatals have wide networks and a national presence. After
the parastatals, all the other groups providing loans within the study area were
geographically limited and/ or fragmented in their outreach. As a result, they are not
asaccessible.

Savings and Credit Cooperatives

Most SACCOs in Malawi offer short term, agricultural, and emergency loans to their
membership. FINCOOP, a SACCO active in the study area, provideagricultural and
business group loans,and business and personal individual loans. The importance of
SACCOsin the loan landscape in general appears to be limited due to their small size.

MUSCCO, the apex organization for SACCOs, caprovide loans directly in locations
where other credit unions do not exist. In addition, MUSCCO collaborates with
NASFAM to provide agricultural loans (see NASFAM section).

MFIs

There are three MFIs active within the study area: FINCA, CUMO, and PRIDE
Malawi. MFIs are important in this loan landscape to the extent that they effectively
target and reach poorer rural residents.

FINCA started operations in Malawi in 1994 and is now present in 24 of 26 districts.
It currently has 16 physical branches and several clusters (areas that are served by
mobile loan officers who work from their homes). Within the study area, FINCA has
a duster in Mchinji thatt hey pl an to upgrade to a Acash poin:
near future. FINCA offers two loan products: group and individual loan s. The latter
is new and available in limited locations. Of 23,000 clients, 1,000 are individua |
borrowers (Seetable 14).3° Mandatory savingsare held in group savings accounts at
MSB or another nearby commercial bank. Loan repayments are made at the same
institution. FINCA initially served only the very poor and women. They later relaxed
their eligibility criteria and now target everyone in rural areas. Women still make up
the majority of their clients , however.

CUMO, which started operations in 2000, is a microfinance institution located in

seven districts around Malawi including Lilongwe R ural and Dedza. It offers group

l oans to a client base that is 80 percent femal
popul ar product and targets the poorest segment
loan is offered to smaller groups and is intended for clients who graduate from the

Masika loan. The MFI appears to be growing rapidly, as they had 15,000 clients at the

end of 2006 and 21,000 in August 2007.40

38 Interview with official at MARDEF, July 2007.
39 Interview with official at FINCA, August 2007.
40 www.mixmarket.org
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Pride Malawi, which was established in 2000 to target the very insecure poor, now
has 12 branches thoughout Malawi. 41 Clients are predominantly urban women. It
offers three types of loans: group, consumer and premium. Client numbers have not
grown much from 2004 through 2006. 42

Each of these MFI programs is registeredunder the Companies Act and operates as a
for-profit institution. As a result, they cannot intermediate savings. FINCA and
CUMO reach 23,000 and 21,000 borrowers respectively (as of July 2007). PRIDE
Malawi is smaller with about 8,000 borrowers (as of December 2006). FINCA is
operating along both mobile bank routes while CUMO is operating along the Dedza
route only. Institution s that mobilize public deposits, such as commercial banks,
usually rely on advertizing and promotions to bring customersto them. In contrast,
MFIs that focus on microcredit provision, and specifically, in this cased FINCA and
CUMO, send loan officersin to communities to promote their programs and recruit
potential customers. As a result, we found that awareness andpresumably the
outreach of existing microfinance programs was not consistent or uniform within
their operational areas

41 Pride Malawi declined to be interviewed for this study.
42 www.mixmarket.org
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TABLE 14: COMPARISON OF SELECT ED MFI LOAN PRODUCTS TO OIBM
LOAN PRODUCTS

FINCA CUMO OIBM
Type of Loan Group Individual Group 1 Group 1 Group - Individual Individual
AMasi k| i Kasup| Premium "Mthunzi" (IMC)
Trust "Mzati"
Bank/
Maziko
Loan Size (Min. - MWK MWK 50,000 | MWK 5,000 | MWK 1* loan: MWK MWK15,000 | IMC I: MWK
Max.) 3,000 - -1.2 million and up 30,000 and | 5,000-20,000 to MWK 30,000
400,000 up ($35-$142.9) 70,000 MWK
Inrural areas: | ($107-$500) | 150,000
MWK2,800 ($214
($20) $1,071)
(USD$ (USDS$ 357- (USD$ 36 (USD$ 210 | Min: MWK IMC 1I: MWK
21- 8,571) and up) and up) 5,000- 151,000-
2,857) 40,000($35.71- MWK
$285) 300,000
(%$1,079-
$2,143)
Loan Term 3-6 3-12 4 NA 4 months 3-24 months | 3-12 months
(months)
Collateral/Security 10% of 125% of loan | No No Group Personal 25% cash
Deposit loan amount - Guarantee Guarantor; security
amount | collateral 10% of loan | deposit;
amount Movable and
Immovable
properties;
Personal
guarantors
FINCA | CUMO OIBM FINCA CUMO OIBM
Interest Rate (per 48% flat | 48% flat 72% flat 72% flat Maziko I: 4.3% per IMC I: 47.9%
year) 49.2% per year | month, flat per year flat
Maziko Il: 36% | 52.2% per IMC II: 28.2%
per year year per year flat
Insurance Credit- Credit-life: Credit Life Credit Life
life: 0.05% of the Insurance Insurance
0.05% of | loan amount premium: premium:
the loan 2.25% 2.25%
amount
Mandatory Savings | 20%of 20% of the No No
the loan | loan
amount, | amount,
during during the
the loan | loan cycle
cycle
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NGOs Offering Microfinance Services

There are two types of NGOs providing microfinance services in the studyarea: 1)
those that offer microfinance services only, and 2) those that offer a range of services
and programs. Most NGOs offer in-kind rather than cash loans. In general, the
NGOs that offer microfinance services work on a project basis. That is, theprograms
tend to be temporary and small-scale, operating in a limited number of selected
villages. Awareness of the existence of these programs was also limited and often
specific to certain locations. Thus, the importance of NGOs in the loan landscape
appears to be limited. (See table 15 below.)

TABLE 15: NGO PROJECTS *

Project

Description

CARE (VSL Project)

CADECOM

European Union
Project

FITSE

Sasakawa Global
2000

Self -Help
Cooperatives

World Vision

A CARE projectthat organizes savings groups is active in the Nkhoma
area. The groups lend their savings to each other at interest. At the end
of the year, surplus funds are distributed among the members as
dividends. This project is less than one year old.

CADECONk a project working in the Dedza area that provide s livestock to
poor women. The beneficiaries are expected to pay back two livestock at
the end of one year. The project is small -scale, but popular.

This project was mentioned , but no details were provided.

Originally a World Vision project, FITSE was registered as an independent
trust in 1999. It operates mostly in rural areas including the Mchinji and
Lilongwe Districts, but not the Dedza District. FITSE offers three loan
products: farm input, group business andindividual business loans.
Savings are mandatory. By June 2007, FITSE had about 2,000 clients in
the Lilongwe area.

This is a project that aimed to increase agricultural productivity
particularly of maize. They pr ovided in-kind loans until fertilizer
subsidiesbegan and then provided cashloans. Loan sizes were around
MWK 6,000 ($USD 42.85) andthe interest rate was reportedly low. The
project was active in the Mchinji -Lilongwe area. Locals refer to the

project a s 0 C hdithowegs ieis Japanese in origin . The website for
Sasakawa Global 2000 reports that the project ended operations in 2006.%

Started two years ago, the project makes cash loans that must be paid
back over nine months wit h a three-month grace period. Installments are
flexible within the nine month loan term. This was only mentioned in
Dedza.

World Vision started a project this year that makes in -kind loans of
agricultural inputs and requires in -kind repayments. They are active in
the Dedza-Lilongwe area.

43 Most of the information in this section comes from the PRA sessions with villagers.

44 www.saatokyo.org

FINANCIAL LANDSCAPE

BASELINE OIBM 33



OTHER:

BOX 5

Smallholders - farmers who
grow crops on customary land.

Estate Farmers i farmers who
own title to the land that they
farm.

BOX 6

NASFAM criteria for
membership is based on farm
size. This varies by region:

A South Region i Below 0.4 Ha
A Central Region 1 Upto4 Ha

A North Region i Upto 10 Ha

NASFAM (NATIONAL
SMALLHOLDER FARMERS

ASSOCIATION
OF MALAWI)

The mission of NASFAM is to improve the lives of smallholder
farmers (see box 5)by developing their commercial capacity
and providing program s to enhance their productivity. 45
NASFAM is of interest to this discussion because it is
sometimes incorrectly identified by villagers as a provider of
credit. In fact, NASFAM partner s with financial service
providers in order to link their farmer member s with credit
(See box 6) NASFAM currently has 100,000 member
households and is activein 16 of the 28 districts in Malawi . In
the study area, NASFAM is active in the Mchinji and Lilongwe
Districts , but not in the Dedza District. It provides a number
of services to its members including building the capacity of
farmer clubs, providing training and technical assistance, and
selling farm inputs to farmers.

NASFAM does not make loans directly to their members.
Commercial banks will not finance farmers directly because of
the risk involved. They find it ideal to partner with NASFAM
because this can lower the risk of lending for the banks. The
process workshy lenders providingl oans t o
NASFAM then provides technical support to the clubs to
ensure that the crops are grown properly. Farmers are

required to sell their produce to NASFAM , which allows NASFAM to obtain better
prices through bulk m arketing. NASFAM then pays the loans back to the bank(See

figure 8).

FIGURE 8: AGRICULTURAL CREDIT
NASFAM

THROUGH

FARMERS

I OANS

NASFAMO6és biggest fii
include MRFC, MUSCCO, National Bank,
and recently NBS Bank, which all finance
tobacco cultivation. In the study area,
MRFC is their main partner. NASFAM
has also worked with OIBM on the rainfall
index insurance pilot with groundnut
farmers in the Mchinji area.

45 Itis important to point out that NASFAM is not the only organization which assists farmers. Similar organizations to
NASFAM include: Farmers Union of Malawi, Tobacco Growers Association of Malawi and TAMA (Tobacco
Association of Malawi). Some of these organizations focus solely on tobacco.
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