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Background

FINM

FinMark Trust was established in March 2002 as an independent trust whose
purpose is ‘making financial markets work for the poor’

FinMark Trust promotes and supports institutional and organisational
development which will increase access to financial services for the unbanked and
under banked in South Africa

FinScope is the most comprehensive national survey of financial services needs
and usage amongst consumers. The aim is to establish credible benchmarks and
highlight opportunities for innovation in product and service delivery

FinScope has been tracking the changing landscape of access to financial services
since it's inception in 2003. The survey covers all areas of financial interest from
examining quality of life and poverty to attitudes towards and usage of
technology, as well as measuring levels of financial literacy

FinScope surveys have now been implemented in 16 African countries



FinScope Lesotho 2011 objectives FINM

* Todetermine levels of access to financial services

° Nationally
*  Urban/rural

° Ecological zones

To describe the current landscape of access

To identifies barriers to financial inclusion

To facilitate debate around the demand for financial services and barriers to access

To stimulate financial sector intervention:
* By policy makers and regulators to address barriers to access

° By financial services providers to develop innovative products and services to meet the

demand

° Toserve as a benchmark to assess the impact of interventions over time



Sampling and methodology FINM

° Sample by Lesotho Bureau of Statistics

° Geographical (200 enumerator areas)

Multistage random sampling procedure

* Household (10 Households selected)
° Individuals (28 years and older)
* Sample representative at:

®  National
*  Urban-rural

°  Ecological zone level

Total sample achieved of 2,000



FINM

Understanding people’s lives
financial inclusion in context
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Age and Gender PN

18-20yrs

21-25Yyrs

26-30Yyrs

61,9

31-35Yrs

36-40 yrs

41-45 Yrs

46-50 yrs

51-55yrs

56-60 yrs
H Male ® Female

61+ yrs

18,0 7



Geographical distribution FINM

10,0

H Lowlands ®Foothills ® Mountains ™ Senqu River Valley

B Urban N Rural 3



Source of Water -
Urban/Rural

Piped water on community stand: less than 200m away
Spring

Piped water on community stand: more than 20o0m away
Borehole

River/stream

Rain-water tank

Piped water inside yard 48,5

Dam/pool/stagnant water

Piped water in dwelling

Water vendor

m Rural m Urban



Access to Sanitation FINM
Rural vs. Urban

Flush toilet

0,3

Other toilet

None

35,6

H Urban ® Rural 10



Source of energy for cooking FINM

16,5%

12,2%

10,2%

10,5%
1,7%

Total Rural Urban

. 11
B Electricity ™ Gas Paraffin mWood m Coal/Animal dung



Connectivity — usage FINM
Urban/Rural

Mobile phone

Public phone

Landline phone

Internet

12

H Urban ® Rural



What would help improve the lives of

people in my community...

Rural vs. Urban

Better roads

Drinking Water

Electricity

Healthcare facilities / Local Clinics
Agricultural inputs (eg seed, fertilizer)
Schools

Reliable public transport

Sanitation

Housing

Cooperatives /| community projects
Markets / shops

Water for farming

Transportation of goods to markets

Government grants / support

3,5%

1,2%
2,2%
1,3%
1,1%
1,5%
0,4%

m Urban

m Rural

0,2%

45,1%

47,0%

68,6%

13



Income generation activities FINM
Rural vs. Urban

Farming activity
37,2%

34,0%
Salary or wages

Private pension

Money sent from family or friends

You have your own business

Government pension

Government grants

7,0%

B Urban H Rural 14



FINM

Defining financial inclusion
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FINM

Defining Financial Inclusion

The FinScope methodology uses financial product USAGE
to segment the adult population

Financially Excluded = adults
who do not have/use any
financial products and /or

services — if borrowing, they rely
only on friends/family; and if
saving, they save at home

Total Adult Population =
minimum age defined by

the age at which
individuals can enter into
a legal financial
transaction in their own
capacity Financially Included = adults
who have/use financial products
and/or services - formal and/or
informal

16



Defining Financial Inclusion

FINM

Financially Included =
adults who have/use

financial products
and/or services - formal
and/or informal

Formally served = adults who
have/use financial products
and/or services provided by a
regulated financial institution
(bank and/or non-bank)

Informally served = adults who
have/use financial products and/or
services which are not regulated,
e.g. cooperatives, farmers
associations, savings
clubs/groups, private
moneylenders



Defining Financial Inclusion

FINM

Formally
served

Banked = adults who have/use
financial products and/or
services provided by a

commercial bank regulated by
the central bank

Served by Other Formal financial
institutions = adults who have/use
financial products and/or services
provided by regulated non-bank formal
financial institutions (e.g. regulated
microfinance institutions, insurance
companies, retail credit providers,
remittance service providers)



Defining Financial Inclusion

FINM

Formally

served :
Informally

served

Financial Inclusion

Have/use
only bank Have/use bank Have/use only
products AND non-bank non-bank
formal formal
products

products

Have/use bank 4y e/use bank AND
products AND non-bank formal
informal products AND
products informal products

Have/use non-

Have/use bank formal
only products AND
informal informal products

products




FINM

Financial inclusion in Lesotho
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Inclusion overview FINM

Formally served (total - bank and/or non-bank) 659 000 58,1

Have/use bank product/service 435 000 38,4

Have/use non-bank formal product/service 519 000 45,8

Use informal mechanisms 707 000 62,4

Financially excluded 19,1




Inclusion overview
Rural vs. Urban

FINM

254 000

205 000 57,9%

Urban 199 000 56,3%

71,9%

189 000

57 700 16,3%

53,5%

404 000 51,8%

230 200 29,5%

320 000

Rural 41,0%

519 000 66,5%

159 000

20,4%

Formally served (total - bank and/or non-bank) ®m Have/use bank product/service
Have/use non-bank formal product/service Use informal mechanisms

® Financially excluded



What drives banking? FINM

Banked population

Transactional products 86,6%

Savings products

85,6%

Credit products

Remittance




What drives banking?

Banked population
Rural vs. Urban

FINM

87,9%
Transactional products
85,5%

85,9%
Savings products
85,3%

Credit products

Remittance

B Urban H Rural



What drives non-bank formal product
usage?

FINM

Savings 18,2%

Credit 31,1%

Insurance 81,2%

Remittance 3,1%




What drives non-bank formal product
usage?
Rural vs. Urban

FINM

Savings

Credit

87,2%

Insurance

Remittance

B Urban H Rural



What drives informal activities? FINM

Savings 46,6%

Credit 52,3%

Burial societies

59,8%

Remittance 17,6%




What drives informal activities? CINM
Rural vs. Urban

Savings

51,0%
Credit
52,7%

Burial societies
66,0%

Remittance

B Urban H Rural



Financial Inclusion —
Overlaps

Formal other

8.6 5.2

17.4
2.6 14.6

7

22.8

Excluded Informal
19.1




Access Strand Lesotho 2011 FINM

Total 22,8%
Rural 27,8%
Urban 14,0% 11,8%
B Have/use bank products/services Have/use non-bank products/services (no bank products)

Use only informal mechanisms B Have & use no financial products/services



Access Strand Lesotho 2011
Income generating activities

FINM

Salary or wages (17%) 11,5% @ 8,4% BRI

You have your own business (11%) 31,8% 27,7% 27,5% 13,0%

Farming crops 35,5% 18,2% 7,1%

i

S
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o
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S Farming livestock 32,3%
©
()]
£
£
©
(T
Livestock byproducts n 23,5% 23,9%
B Have/use bank products/services Have/use non-bank products/services (no bank products)

Use only informal mechanisms B Have & use no financial products/services



Access Strand Lesotho 2011 FINM
Gender

- - - -

o - -

- o -
B Have/use bank products/services Have/use non-bank products/services (no bank products)

Use only informal mechanisms B Have & use no financial products/services



Comparing Access across countries

Ranked on Formal Inclusion

FINM
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Comparing Access across countries

Ranked on Banked

FINM

—

RSA '10
Namibia 'o7
Swaziland '10
Botswana 'og
Lesotho 11
Ghana'10
Kenya 'og
Nigeria 'o8
Uganda 'og
Malawi '08
Zambia 'og
Rwanda 'o8
Mozambique 'og

Tanzania 'og
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Y
(]

N
()]

(0, ]
(o]

N

o)
N

N
N

Informal only

%Y
w
o
N
w
-+
-
w
H |

N
N
(9, ]
N

B Financially excluded



Comparing Access across countries

Ranked on Excluded

FINM

—
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Lesotho '11
RSA '10
Uganda 'og
Kenya 'og
Botswana 'o9
Swaziland '10
Ghana'10
Namibia 'o7
Nigeria 'o8
Rwanda 'o8
Malawi '0o8
Tanzania 'og
Zambia 'og

Mozambique 'og
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23

34
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Landscape of Access Lesotho 2011 all

Transactional

Remittance Savings

Insurance - Credit

" Total ® Formal



Landscape of Access Lesotho 2011 ——
Rural vs. Urban

Transactional

Remittance Savings

emsrban essRural



Product usage
% of the financially included

2

16.4

Insurance



Product usage FINM
% of the formal/informal served

Formal Informal

Savings a Credit
19.6 8.1

21.6 18.1

Insurance Insurance
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Banking in Lesotho
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Barriers to banking FINM
Rural vs. Urban

Income coming in, but insufficient balance after expenses 8 0%
39,37

. . TP 0,0%
Insufficient or no money coming it to justify it 4O

Banks are too far away or transport too difficult

Does not understand how banks work

Cannot maintain the minimum balance

Does not know how to apply

Bank service charges are too high

Does not have the documentation required

Does not trust banks

B Urban H Rural



Geographical access to banks
: 68% the adult

lives within 20km of a
bank branch or ATM

* 200 adults
® Bank branch/ATM



FINM

Saving
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Savings overview FINM

Total

50,7 Rural

Urban

B Have/use formal savings products/services (bank or non-bank)
Use only informal savings mechanisms

B Save in HH or at home only

B Claimed savings ™ No claimed savings

B Have & use no savings products/services



FINM

Reasons for savings

Living expenses when you do not have money at that time

Funeral expenses when needed

Education or school fees

An emergency other than medical

Medical expenses either planned or emergency

Buying or building a dwelling to live in

Buying household appliances, goods or furniture

Retirement or old age

Starting or expanding my business

Providing something for my family after | die




FINM

Where you would keep a large amount of money safe...

84,1%

Put it in the bank

90,0%

Hide in a safe place at home

Give it to someone for safe keeping

Carry it with you always

Lend it out to someone to get interest

Put it into a savings club

m Rural m Urban



FINM

Borrowing
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Credit overview

H Have borrowed

B Have not borrowed

FINM

8%
Total 12,8% 21,9% 25,9%
Rural 13,8% 23,1% 26,7%
2,2%
Urban 10,7% 19,3% 24,2%

B Have/use bank credit products
Have/use non-bank formal credit products (no bank products)
Use only informal credit mechanisms
Borrow only from family & friends

B Have no debt & use no credit products/services



Reasons for borrowing FINM

Living expenses when you did not have money

65,3%

Education or school fees (self or others)

Medical expenses/medical emergencies

An emergency other than medical

Funeral expenses

Paying off another debt

For another person to use

Starting or expanding your business

B Urban H Rural



If you could borrow a large amount of

money...
Rural vs. Urban

FINM

%
House / Building materials 43,7

Cattle / Livestock

Household furniture

Start / expand own business

Car

Household appliances

Food / groceries

Pay school / education fees

B Urban H Rural



Attitudes regarding borrowing FINM

You avoid borrowing money if you can 4,4%

When buying on credit you find it usually ends up being more

0
expensive than you thought it was 74,9%

You have a good idea of the amount of interest you pay when you
Cy 74,8%

borrow money that you have to pay back with interest
It is embarrassing to borrow money or buy on credit 48,4%

You would consider using a money lender in the community in an

0
emergency 48,4%

Being able to borrow money when you need it is more important

0,
than the amount of money you have to pay back 33,6%
It is better to remain with debt than to sell something to pay it 28,7%

Without credit / taking a loan, you would not be able to feed your 0

. 20,9%

family

It is okay to borrow money to pay back outstanding debt 20,2%

It is better to keep savings than to use it to pay a debt 19,3%

If you borrow money it is okay to pay it a bit later than agreed 17,9%




Barriers to borrowing FINM
Rural vs. Urban

68,7%
64,1%

Fear of debts

Worried would not be able to pay back the money

Can pay living expenses with what have / don't need to

Do not believe in borrowing money

Do not want to borrow from moneylenders

Do not know where to borrow money

Interest charged on borrowed money is too high

Do not want to become a defaulter or be known as a defaulter

B Urban H Rural



FINM

Insurance
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Insurance overview FINM

Total 24,4%
60,5% b4
Have insurance
62,2%
49,1% Rural 30,2% 38,0%
Have formal insurance
Have informal insurance Urban 11,4% -

B Urban mRural . .
B Have/use formal insurance products/services

Use only informal insurance mechanisms

B Have & use no insurance products/services



Understanding of insurance FINM

Having insurance protects you when you have a problem 89,3%

Insurance is a way of saving on a long term basis 83,1%

Being insured stops you worrying about losing things

There are other ways to protect yourself against future problems
than insurance

Insurance is for rich people




Barriers to insurance —
Rural vs. Urban

71,5%

C t afford it
annot afford i 73,8%

Have never thought about it

Does not know how it works

Have not heard about it

They don’t want to pay out

Does not need it

Protects self in other ways

Does not know where to get it

Someone else in the family / household has it

Does not know how to get it

Does not trust it or the companies

B Urban H Rural



Geographical access

56% of the adult
population of Lesotho
lives within 30km of an
insurance service point

e 200 adults

vy Fixed insurance
point



FINM

Remittance

FINSB/QPE




Remittance overview FINM

Sent within Lesotho

Sent outside Lesotho

Received from within Lesotho

Received from outside Lesotho 17,7




Remittance - channels FINM

Bank 28,2%

Non-bank formal 2,5%

Informal

19,2%

Friends/family 60,1%




Remittance — channels —
Rural vs. Urban

Bank

Non-bank formal

Informal

67,9%
Friends/family

m Rural m Urban



Key take-outs

FINM

The population of Lesotho is faced with the reality of having to rely on low levels of
income - often from sources that provide an irregular or inconsistent flow of money.
° 1in3adults rely on salaries/wages or a private pension;

° 1in1o0is dependent on the Government for an income (in the form of government
pension or social grants);

° More than half of the adult population rely either on farming, their own businesses or
remittances as a source of income.

In spite of income situation, levels of financial inclusion in Lesotho are high
° 19.1% of the adult population being financially excluded.

The main reasons for high levels of inclusion

°  62.4% of the adult population use informal financial mechanisms

° High uptake of funeral cover

*  60% of those who use informal mechanisms use he informal sector for funeral cover
(burial societies)

°  45.8% of the adult population have/use non-bank formal products/services. Once
again this is significantly higher when compared to other countries where FinScope
surveys have been conducted;. 81% of these individuals have funeral insurance.

* Although the usage of funeral cover is a significant driver — not only driver— without
funeral cover, the level of inclusion will still be 66%.



Key take-outs T

Credit

Although usage of non-bank formal products/services and informal mechanisms
is mostly driven by funeral cover a significant proportion of those who use these,
do so to gain access to credit facilities offered by non-bank formal institutions and
by the informal sector.

*  31% of those who use non-bank formal products, use credit products (i.e.
microfinance);

* more than half (52%) of those who use informal mechanisms use informal sources of
credit.

One could easily attribute the high levels of financial inclusion in Lesotho to the
fact that in terms of land size and population, Lesotho is a relatively small country
with just more than one million adults to serve financially. Providing access to
financial services might therefore be relatively less problematic than in most
other countries. However, an assessment of the type of services and products
used by formally served individuals seems to indicate that non-bank formal
service providers, in particular, are doing something right in terms of reach;
certainly as far as addressing a need for insurance provision and microfinance is
concerned.



