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FOREWORD

Increasing access to financial services by rural housebolds in Zambia is
cardinal to reducing poverty, creation of employment and wealth and attracting
meaningful industrial development in rural areas that can lead to sustainable
economic growth for the country at large.

Rural financial services in Zarnbia are underdeveloped. There are few
rural financial service providers. Most microfinance institutions operate in
vrban or peri-urban settings only, while cooperatives ceased to play their
erstwhile predominant role in rural financing and commercial banks have closed
many rural branch offices claiming they were costly to operate. Financial
services in rural areas are mostly provided by a variety of private sector
organisations such as: non-bank financial institutions which include few
microfinance institutions, out-grower schemes and marketing companies,
savings and credit cooperatives, village savings and loan associations, payment
service providers, and small informal operators. Different parts of the
Government steer, regnlate, monitor and support these organisations. Although
several commercial banks have started returning to larger provincial centres,
the services provided are limited, both in scope and in the number of clients
that can access them.

The Government of the Republic of Zambia {(GRZ) recognizes that the
lack of access te financial services in rural areas severely restricis the
development potential of Zambia's rural areas and population, its agricultural
sector and ifs economy at farge. GRZ is committed to reducing poverty in
rural areas and achieving the national ambitions articulated in the Vision 2030.
The majority of rural residents are currently poor and most of the individuals
and businesses lack access to even basic financial services.

The Poverty Reduction Strategy Paper (PRSP) first identified this aspect
as one of the constraints to economic growth and poverty reduction and the
government included provision of rural financial services as an aspect under
the Fifth National Development Plan (FNDP) and the Sixth National
Development Plan (SNDP). Other policy statements are spelt out in different
sectoral policy papers. Besides the Financial Sector Development Plan (FSDP)
2004-2009, there are five major existing policies that make reference to rural
finance. These are the Fifth National Development Plan (FNDP) 2006-2010
and the current Sixth National Development Plan (SNDP) 20112015, the
National Agriculture and Cooperatives Policy (NACP) 2003-2015, Poverty
Reduction Strategy Paper (PRSP} 2002-2004, and the Agriculture
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Commercialisation Programme (ACP) 2002-2005. Tt is against this background
that the Rural Finance Policy and Strategy has been formulated to revitalize
the rural finance sector.

To reduce vulnerability and promote prosperity in rural areas, it is vitally
important to ensure that the GRZ works with various providers with a clear
Policy and Strategy that is commonly understood, widely accepted and applied
across all Government agencies. Through the Policy and Strategy, the
Government will seek to ensure that access to financial services for rural
individuals and businesses is rapidly expanded white furthering the long ters
interests and sustainability of both the providers and users of financial services.
Without a clear Policy and strategy on rural finance, the rural areas will remain
under developed.

The successful implementation ofthis policy will require concerted efforts
and commitment of stakeholders at all levels.
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WORKING DEFINITIONS

Agricultural finance; Financial services that focus on on-farm activities and
agricultural businesses, without necessarily targeting poor people. Fresh
thinking has identified some of the key features of successful agricultural
microfinance, replacing the heavily subsidized, unsustainable and unsuceessfit
approaches of the past.

Financial Service

Providers (FSPs): Institutions and community groups that offer financial
services, including commercial and development banks, non-bank financial
institutions, cooperatives, savings and credit cooperative organizations
(SACCOs), postal savings banks, self-help groups (SHGs), vitlage savings
and loan associations (VSLAs), financial service associations (FSAs), and
even telecommunications providers {particularly in providing remittance
services). Input suppliers, traders and agro processing companies can also
provide financial services, such as credit for inputs and insurance o farmers
through the value chain.

Macro Level

Considerations: Considerations that focus on the National level, Large Scale
or the overal! picture of the country for example, the enabling environment of
taws, regulations, policies and norms in a country.

Meso Level

Considerations: Considerations that focus on large corporations or
institutions and their interactions for example, the development of the
infrastructure of the financial sector with a view to broadening outreach in
rural areas including a focus on, inter alia, the creation of effective payment
systems, credit reference bureau(s), warehouse receipts and collateral
management, weather index insurance to mention a few.

Microfinanee: Financial services that focus on low-income households and
small-scale businesses in both rural and urban areas. (Growing beyond
microcredit, microfinance has blossomed since the early 2000s to include a
range of financial services targeted to low-income clients, including savings,
money transtfer and insurance products.

Micre Leve}

Considerations: Considerations that focus on smail groups or individuat
institutions and their interactions for example, the core of the financial services
sector, where suppliers and consumers meet.

Policy: Refers to a statement of goals, objectives and courses of action by
the Government to provide to provide guidance for its actions.
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Rural finance: Financial services that focus on households and businesses in
rural areas, encompassing both agricultural and non-agricultural activities, and
targeting poor and non-poor women and men. Rural finance encompasses
the full range of financial services that farmers and rural households require.

Rural microfinance: Financial services that focus on relatively smali-scale
products and services targeted to poor clients in rural areas.

Strategy: Refers to the course of action taken in order to achieve the
desired objective.

Value chaia finance: Financial products and services that fiow to or through
any point in a value chain in order fo increase the returns on investment,
growth and competitiveness of that value chain. Value chain finance has a
leng history in many rural areas (often referred to more specifically as
‘agricultural value chain finance™), given that food processors, input suppliers
and large commercial farms may be the only source of credit available to
their clients and suppliers.






1.0 INTRODUCTION

The 2003 financial sector assessment undertaken by the World Bank and
the International Monetary Fund through the Financial Sector Assessment
Programme (FSAP) indentified a number of weaknesses in the Zambian
financial sector. The study revealed access to financial services is very limited
particularly for low-income groups despite there being a few mcro finance
mstitutions that are expected to fill in the gap in the provision of financial
services. According to the FinMark 2007 supply — side study of the
inclusiveness of Zambia’s Financial System, the situation was glaringly more
50 In rural areas. Taking into account that 66% of the Zambian population
reside in the rural areas, the need to address this matter becomes more
paramount.

In its attempt to address the above problem, the Government of the Republic
of Zambia (GRZ) and the International Fund for Agricultural Development
(IFAD) jointly designed and established a Rural Finance Programme (RFP)
in September 2007, that is managed by the Ministry of Finance {MoF) and
works within the country’s framework of the Financial Sector Development
Plan (FSDP). The objective of RFP is to increase the use of sustainable
financial services in rural areas. One of the components of the Programme is
policy, institational and management support. The component has two sub-
components: (a) support to rural finance and (b} programme managemernt,
The focus of the first sub-component is to develop a strategic and operational
framework for rural finance and to promote policy dialogue and institutional
strengthening. A well-founded rural finance policy and strategy will support
GRZ’s efforts to promote greater financial inclusion and deeper access ta
financial services by rural customers. It is recognised that an enabling policy
environment is essential for the achievement of these aims. A weil-tailored
legal and reguiatory framework can support the strategy that needs to be
crafed to operationalise the policy.

Itis in recognition of the above and recognising the problem of constrained
financial access especially in rural areas of Zambia, that Ministry of Finance
contracted several stakeholders to undertake a strategic review of the state
of rural finance in the couniry and recommend strategies and policies for
improving the situation. In light of the above, the objective of the studies was
twofold, namely, (a) to develop an effective and coherent strategic framework
to enhance the provision of both broader and deeper financial services across
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all parts of the country; and (b) to develop a nationa! pelicy and strategy on
rura] finance that will create a conducive environment for accommodating
formal banks, microfinance institutions, out-grower schemes and marketing
companies, savings and credit cooperatives, and smafl informal operators.

Government recognised the fact that there were several ad hoc,
uncoordinated pelicies on rural finance hence the need for a well-founded
stand-alone rural finance Policy and Strategy in Zambia.

In view of the above Section (1.1) of this document shades some light on
the Sitation Analysis, Section (1.2) outlines the Vision and Rationale, Section
(1.3) covers the Policy Focus Areas and Strategy, while Section (1.4) explains
the Rural Finance Strategies and Section {1.5) describes the Implementation
Framework.

1.1  SITUATION ANALYSIS

In recent years Zambia has recorded economtic growth on average of 6%
per annum. However, this achievement has not resulted in significant poverty
reduction and job creation especially in rural areas. It is estimated that about
83% of the rural population are poor, 71% of whom are classified as extremely
poot. The iural population faces a number of bottlenecks that constrain their
fuller, more positive integration into the productive sector. The majority of
rural dwellers are small scale farmers who depend on land for their tivelihoods.
Small-scale farmers face specific constraints that hinder their productivity,
thus perpetuating low incomes and contributing to persistent rural poverty.
One of the short comings in the development of the rural sector is the lack of
access to roral financial services. According to the FinScope of (2009}
estimates that about 80% of adults in rural areas are unbanked or have no
access to financial services. Most microfinance institutions operate in urban
or peri-urban settings only, while cooperatives ceased to play their erstwhile
ptedominant role in rural financing and commercial banks have closed many
rural branch offices claiming they were costly to operate. Financial services
in rural areas are mostly provided by a variety of private sector organisations
such as: non-bank financial institutions which include microfinance institutions,
out-grower schemes and marketing companies, savings and credit
cooperatives, village savings and loan associations, payment service providers
and small informal operators. Different parts of the Government steer, regulate,
monitor and support these organisations. Although several cornmercial banks
have started returning to larger provincial centres, the services provided are
limited, both in scope and in the munber of clients that can access them.,
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The Gavernment of the Republic of Zambia (GRZ) recognizes that the
lack of access to financial services in rural areas severely restricts the
development potential of Zambia’s tural areas and population, its agricultural
sector and its economy at large.

One of the issues in addressing the weaknesses in the financial sector is
the need for Government to provide a conducive environment for all
stakeholders. There is currently no focussed rural finance policy in Zambia.
In general, Government highlights the importance of rural finance through a
number of policy statements. The policy statements are spelt out in different
sectoral policy papers.

The Poverty Reduction Strategy Paper (PRSP) 2002-2004 first identified
this aspect as one of the constraints to economic growth and poverty reduction
and the government included provision of rura} financial serviees as an aspect
under the Fifth National Development Plan (FNDP} and the cusrent Sixth
National Development Plan (SNDP). The focus of both the FNDP and SNDP
is on pro-poor growth oriented sectors that create employment and income
opportunities of the poor. These poficies include rural development, agriculture
and manufacturing, which provide a greater opportunity for creating wealth
and jobs with the aim of rapidly reducing poverty. Besides the Financial Sector
Development Plan (FSDP) 2004-2009, there are other existing policies that
make reference 1o rural finance. These are the National Agriculture and
Cooperatives Policy (NACP) 2003-2015, Poverty Reduction Strategy Paper
{PRSP) 2002-2604, and the Agriculture Commercialisation Programme (ACP)
2002-2005.

While the above policy interventions have been made by Government,
financial inclusion for the rural areas remains a challenge. Access to basic
financial services by the rural households still possesses a challenge to
Government. Very limited progress has been made to operationalise the various
existing ad hoc and uncoordinated policies and strategies and transiate them
into an action plan that would define the mechanism, institutional arrangements
and support interventions required to improve the rural finance service delivery.

The various policy documents on rural finance that have been highlighted
above are uncoordinated and have had limited impact on rural development
and poverty reduction in Zambia. As long as the various existin g policies and
strategies remain uncoordinated and there is no comprehensive stand alone
policy and strategy on rurai finance rural areas in Zambia will continue to be
undeveloped and the significant reduetion of rural poverty will continue to be
a pipe dream.



Itis against this background that the Rural Finance Policy and Strategy has
been formulated to revitalize the development of rural areas by facilitating the
provision of adequate rural financial services, It is envisaged that once the
Policy and Strategy have become operational, mechanisms and institutional
arrangements are in place, the rural financial service provision in Zambia
shall improve and contribute to the socio-economic development of the country.

1.2 VISION

The vision of the Policy and Strategy is to have vibrant and well-resourced
rural communities that enjoy prospects of sustained socio-economic
development,

1.3 RATIONALE

The Government of Zambia (GRZ) is committed to reducing poverty in
rural areas and achieving the national ambitions articulated in the Vision 2030.
The majority of rura! residents are currently poor and most of the individuals
and businesses lack access to even basic financial services.

Financial services are mostly provided by a variety of private sector
organisations operating in rural areas, such as: commercial banks, non-bank
financial institutions/microfinance institutions, out-grower schemes and
marketing companies, savings and credit.cooperatives, viliage savings and
loan associations, payment service providers, and small informal operators.
Different parts of the government steer, regulate, monitor and support these
organisations. To reduce vulnerability and promote prosperity in rural areas, it
is vitally important to ensure that the GRZ works with various providers with
a clear strategy that is commonly understood, widely accepted and applied
across all Government agencies, Through this strategy, the Government will
seek to ensure that access to financial services for rural individnals and
businesses is rapidly expanded while furthering the long term interests and
sustainiability of both the providers and users of financial services.



1.4 GUIDING PRINCIPLES

The following shall constitute the primary frame of reference regarding Rural
Finance in Zambia;

{a) Encourage market-based approaches: The Government’s main role
inrural finance is to facilitate the provision of financial services by
the private sector, rather than providing them directly. 1t will do
this through a Making Markets Work for the Poor approach that
creates a favourable environment for private sector financial
services by helping to tackle market constraints at the nicro, meso
and, especially, macro leve).!

{b) Support access to a variety of financial services: Rural households
and businesses need access not only to various types of credit but
also to a range of other financial services including savings,
transaction services and insurance. As recent research has
demonstrated, this need for a variety of financial services to support
their financial portfolies applies at least as much to poor men and
women as it does to higher income people and enterprises.

{¢) Promote a wide range of financial organisations, models and delivery
channels, including those relevant to the needs of poor women and
men: The variety of financial setvices needed by rural households
and businesses requires a range of institutions and channels to
deliver those services in the rural economy, including commercial
banks, microfinance institutions (MFIs), informal financiat
institutions and market institutions that are not primarily financial
service providers, such as agricultural traders and other participants
in agricultural value chains. These organisations, and linkages
between/ amongst them, will be promoted through the Making
Markets Work for the Poor approach. Promote these financial
services in a context that takes full account of cross cutting issues
such as gender and climate change.

! This approach (M4P) aims to stimulate pro-poor prowth by making markets function better
and, especially, in a way that is more inclusive of the poor. The approach’s primary focus is
to bring about sysiemic change — changing the incentives thal the market system provides to
participants so that markets grow and work Better and fairly for the poor. To this extent M4P
plays primarily the role of n catalyst for change, and prioritises facilitation over dircct infer-
vention and subsidising unsustainable practices. See www.mdphub.org/mdp-in-practice/.
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{d) Promote consumer protection: The Government will develop policies,
inittatives and mechanisms to offer consumer protection, and 1o
build the financial capacity of the consnmers as well as the capacity
of financial service providers and relevant ¢ivil society
organigations. In consultation with stakeholders, government wili
improve mechanisms for redressal of grievances of financial
services consumers.

(e} Support demand-driven and innovative approaches of the private
sector; The Government will adopt a nimble and flexible strategy,
responding quickly and appropriately to the demand for Government
action created by private sector innovations in products and services
or in ways of scaling up the delivery of products and services,
Government efforts to run ahiead of the private sector by anticipating
innovation, or by attempting to force it, generally lead to perverse
incentives and negative unanticipated consequences.

(#) Develop and support long-term strategies focusing on the sustainability
of financial service providers: The primary aim of market
development strategies such as subsidies and guarantees is to lower
the risk that financial service providers incur in experimenting with
new services and/or delivery mechanisms. Such strategies can,
however, also produce perverse incentives unless they are carefully
designed to create a long term change in the financial service
providers that will enable the subsidies and guarantees fo be phased
out over time, without having adverse effect on the continued
provision of financial services.

(g Improve policy certainty and financial sector infrastructure to reduce
risks and costs for financial service providers: The Government
will avoid sudden and arbitrary initiatives and changes of policy
that create uncertainty for financial service providers, and wilt work
to create a stable and reliable financial sector infrastructure. Greater
certainty means lower risk and, in the financial sector, there is an
inseparable link between risks and costs.

(1} Encourage evidence based policy making: The Government will draw
upon the lessons from local, regional and international experience
to ensure that rural financial service policies and strategies are
based on sound evidence. The Government will also ensure that



its policies and strategies are fully informed by the available
evidence of surveys and research in Zambia, and will commission
appropriate studies where there is insufficient evidence for sound
policy formulation. A lot of useful evidence is availabie for what
works and what does not work ia financial sector development in
Zambia, in other SADC countries and throughout the world.

(1) Foster effective policy dialogue mechanisms ic develop, monitor and
improve government policies: Policy dialogue ensures a strong signal
to the privaie sector that rural finance is a policy priority that
Government will drive forward in an appropriate and predictable
manner. [f also allows the private sector, which tends to be closer
to their customers and potential customers, to offer advice for on-
going and planned policies and strategies. Finally, it provides a forum
for the Government to promote its own interests, such as new
financial sector codes under the Citizens Economic Empowerment
Cemmission agenda.

1.4.1 DevELOPMENTAL OBIECTIVES

The foliowing are the Government’s key objectives for facilitating Rurai
Finance:

—To develop and maintain an enabling, predictable and coherent policy,
legislative and regulatory environment for rural finance that supports
nafional developmentai priorities.

~—To ensure a soundly based regulatory and supervisory system for all
financial services.

—To facilitate the provision of affordable and easily accessible rural
finance products and services.

-—To ensure policy coherence with regard to rural finance across the
Government.

—To facilitate effective and sustainable partnership with the private
sector and other non-state actors in the provision of rural finance.

—To ensure that there is equity in access to rural finance focusing on
bridging existing geographical, social and gender gaps in access to
resources.



1.5 POLICY FOCUS AREAS AND STRATEGIES

In the context of the principles and objectives stated above, the following
specific policies shall guide both Government and services providers in rural
finance at the macro, meso and micro levels:

1.5.1 Macro LeveL

{1) Encouragement of matket-based approaches to rural finance provigion:
Working in partnership with the private sector and other non-staie
actors, GRZ shall encourage market-based approaches to rural
finance provision. This shall entail extension of support towards the
strengthening of rural financial markets.

(ii) A suppertive institutional environment that promotes mral financial
services: GRZ shall put in place enhanced financial oversight and
accountability systems and structures that will secure the confidence
of all rural financial services providers. This shall include the
strengthening of the supervisory function of the Bank of Zambia over
rural finance aperators with a view to protecting the interests of both
the suppliers and consumers of the financial services offered.

(ii) Appropriate regulatory and legislative framework: GRZ shall promote
the creation of a supportive institutional environment that promotes
the provision of a variety of rural financial services that are tailored
to meet the peculiar requirements of rural people.

1.5.2 Mzuso LEvEL

(i) Development of financial sector infrastructure; GRZ shail facilitate
the development of financial sector infrastructure with a view to
broadening outreach in rural areas including, focusing on, inter alia,
the creation of effective payment systems, credit reference bureau(s),
warehouse receipts and collateral management, weather index
insurance, etc.

(i1} Dissemination of demand and supply side market information: In
partnership with the private sector, GRZ shall support the coliection
and dissemination in rural areas of both demand and supply side market
information.



(iti) Enhancement of market driven skills development: GRZ shall support,
through capacity building and in partnership with the private sector,
the enhancement of demand-driven skills development targeting mainly
financial organisations and support organisations that operate in rural
areas.

1.5.3 Micro LeveL

(1) Expansion of financial services providers into rural areas: GRZ shall
promote the expansion of financial service providers into rural areas,
targeting commercial banks, non-bank financial institutions (NBFIs),
SACCOs, insurarice companies and community-based organizations,

(ii) Hospitable environment that fosters market-driven linkages and
partnerships: GRZ shall ensure 2 hospitable environment that fosters
market-driven linkages and partnerships among and between diverse
financial service providers and relevant support institutions.

(iil) Support product innevation and detivery of new financial products in
rural areas: GRZ shall encourage the provision of a variety of financial
products and services in rural areas e.z. warchouse receipts, leasing
and micro-insurance,

(iv} Support implementation of market-driven financial education strategy:
GRZ shall support the implementation of the financial education
strategy that is driven by market signals and demand.

1.6 RURAL FINANCE STRATEGIES

1.6.1 STRATEGIES AT THE MACRO LEVEL

Working in partnership with the private sector and other non-state actors,
GRZ shail encourage market-based approaches to rural finance provision.

(i) Undertake a review of the financial landscape {including the legal
and regulatory framework), to determine whether there is a need to
introduce new tiers / types of regulated financial institutions to operate
inrural areas (¢.g. lower-tier banks such as rural or community banks).

(it) Undertake a review of the financial cooperatives / savings and credit
cooperatives (SACCOs) sector to

(iif) Gather information on registered cooperatives,
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{iv) Analyse sector data to support; (i) the development of an effective
framework for regulating and sepervising financial cooperatives/
SACCOs; and {ii) the design and implementation of the capacity
building programme for financial cooperatives.

(v) Develop clarity around the role of the Development Bank of Zambia
and the National Savings and Credit Bank — including the road map
for better governance and management.

{vi) Develop and implement strategies to improve the targeting and
sustainability of public sector credit programmes.

(vii) Undertake areview of the incentive system in place for existing as
well as emerging financiai service providers (e.g. in terms of taxation,
reguiations on setting up branches, eic.), focusing on the following;

(vi1i) Support the review of regulations governing the setting up of bank
branches; '

(ix) Review the current tax regime for financial services, including the
incentives and disincentives for financial sector outreach;

{x) Review credit reference bureau regulations —including the need for
bursau fee structure to reflect the small size of microfinance loans;

(xi} Support efforts to enable inter-operability under the proposed national
payment switch; '

{xi1) Undertake lesson-learning/ greater analysis and dissemination of
findings on the costs and possible constraints with the nse of alternative
delivety mechanisms, including appreciation of the extent to which
mobile payments can effectively facilitate better access to the
unbanked in rural areas; and

(xiii) Support efforts to fully establish unified collateral registry regulations
(as started under FSDPII)}, including the use of mevable property
(especially by non-banks).

(xiv) Create channiels for private sector to provide input to rural finance
policy, focusing on the follewing:

{xv) Establish long-term institutional arrangements for public-private
dialogue and monitoring and evaluation of interventions;

{xvi) Facilitate information sharing amongst differént financial service
providers (e.g. an innovative approaches / pilot operations) via the
proposed Rural Finance Forum / Working Group; and

(xvii) Conduet regular Rural Finance Forum meetings to review and
publicise progress and establish priorities for foliow up action,
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1.6.1.1 GRZ shall put in place an enhanced financial oversight and
accountability systems and structures that will secure the confidence of
all rural financial services providers.

(i) Establish a Rural Finance Department in the Ministry of Finance
{MoF).

(i) Establish an intra-governmental rural finance working group that
meets quarterly with membership that includes MoF, BOZ, Ministry
of Agriculture and Livestock, Ministry of Comimunity Development,
Mother and Child Health, Ministry of Commerce and Ministry of
Energy and Water Development to ensure policy coherence.

(iii) Establish, steer and support public-private working group(s) to
promote and review rural finance policies;

(iv) Annually convene, through the Rural Finance Department, the Rural
Finance Forum, which will review and publicise progress and establish
priorities for follow-up action.

{v) Engage development partners in the establishment of new
programmes and review of programmes under implementation.

1.6.1.2 GRZ shall promote the creation of a supportive institutional
environment that promotes the provision of a variety of rural Sfinancial
services that are tailored to meet the peculiar requirements of rural people.

(1) Continued implementation of Financial Sector Development Plan II
(FSDPII), implemeritation of the Bank of Zambia Strategic Plan and
continued engagement to finalise follow up plans;

(i) Review regulatory requirements to increase flexibility and reduce
costs where appropriate, e.g. branching and other conditions;

(iii) Ensure that customer identification and verification requirements do
notunnecessarily fimit access to finance for low-income rura! clients;

(iv) Issue regulations and directives on agent banking and electronic
money to increase certainty and encourage market entry;

(v) Build capacity for the direct or delegated regulation of SACCOs by
the Bank of Zambia and ensure that any large SACCOs are regulated
and supervised directly by the Bank of Zambia;

(vi) Rather than establishing new tiers for rural financial intermediaries,
consult with current and potential providers to better understand
perceived barriers to the profitable provision of rurat financial services,
including human resource constraints;
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(vii) Consider whether the Association of Microfinance Institutions of
Zambia (AMIZ) can develop the capacity to play arole in supervising
the activities of Tier 11l MFIs, and, if so, enhance its capacity to do
50,

(viti) Improve MFTI efficiency through capacity building and overali efforts
to improve the enabling environment for ryral financial services:

{ix} Periodically assess which categories of financial services users (e.g.
women, landless, residents in distant locations) are continually
demonstrating very high levels of exclusion and what more can be
done by government and service providers to make the financial
products and distribution systems more usable by them;

(x) Support consumer protection by requiring, particularly, the
microfinance sector to adopt transparent and responsible pricing
practices that promote queting prices using the annual percentage
rate (APR) as opposed to the nominal rate. The Government will
also encourage the use of interest rate disclosure on declining balance
basts and discourage the use of flat interest rate computation method.

1.6.2 STRATEGIES AT THE MESG LEVEL

1.6.2.1GRZ shall facilitate the development of financial sector
infrastructure with a view to broadening outreach in rural areas inclhuding
a focus on, inter alia, the creation of effective pavment systems,
credit reference bureau(s), warehouse receipts and collatreral
management, weather index insurance, ete,

(1) Support development of retail infrastructure for access to rural financial
services by lowering costs and increasing transaction volumes in rural
areas:

(ii) Reduce start-upand operating costs by creating more flexibility, for
example with respect to branching requirements;

(i) Create an enabling environment for technology-enabled financial
service delivery models such as agent banking, mobile phone-based
financial services, and use of ATMs and Point of Sale facilities:

{iv) Increase the attractiveness of electronic financial infrastructure by
GRZ making payments through appropriate electronic channels for
social programmes such as social transfers, FISP etc.
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{v) Ensure the establishment of a national switch to encourage investment
in rural financial infrastructure by ensuring interoperability of retail
payment systems.

(vi) Expand access to acceptable collateral by facilitating registration of
real property and encouraging the use of movable assets:

(vii} Simplify real property registration and lower registration cosis;
(viii) Develop a unified database to link muitiple collateral registries;

(ix) Consult with financial institutions on barriers to greater acceptance
of warehouse receipt systems and movable assets as collateral.

{x) Support the development of the credit information system to enable
it to be used by the providers of microcredit.

1.6.2.2 In partnership with the private sector, GRZ shall support the
collection and dissemination in rural areas of both demand and supply
side market information.

(1) Increase access to information on creditworthiness of fural clients by
mandating the submission and sharing of credit information, expanding
sources of credit information, and exploring alternative techniques
for assessing creditworthiness:

(ii) Require all banks and NBFIs to regularly submit both positive and
negative credit information, including low-value obligations;

(i1i) Encourage ali banks and NBFIs to use credit reports prior to extending
loans. To avoid imposing high costs on MFIs, work with credit bureay
and MFIs to develop a cost-effective business model for low-value
loans;

{iv) Include data on payment of other monthly ebligations, such as utility
and telecommunications bills;

(v) Consider the use of psychometric analysis for clients with little or no
formal credit history.

(vi) Encourage MFT efficiency and transparency by developing
standardized loan documentation for microcredit that effectively
discloses loan terms to clients;



{vii) Support periedic conduct of demand side surveys (e.g. FinScope)
and release of easily accessible supply side data on financial
infrastructure, outreach, products and prices;

(viii} Monitor financial sector human resource capacity, to a) identify
and address demand for capacity building; and b) strengthen national
institutional capacity to offer relevant training and certification.

1.6.2.3 GRZ shall support, through capacity building and in parmership
with the private sector, the enhancement of demand-driven skills
development targeting mainly financial organisations and support
organisations that operate in rural areas.

(1) Develop appropriate training programmes that will equip financial
services providers in rural areas with the appropriate skills.

(ii) Support the institutionalisation of capacity building throughout the
financial sector (see Policy 3.2).

(tit) Support the pairing of micro financing institutions with large-scale
financial institutions for the purpose of transferring knowledge and
skills to the former.

1.6.3 STrATEGIES AT THE Micro LEVEL

1.6.3.1 GRZ shall promote the expansion of financial service providers
info rural areas, targeting commercial banks, NBFIs, SACCOs,
insurance companies and coinmunity-based organizations.

(1) Develop options for medium and long term finance in rural areas
{apex funding)

(i1} Undertake a review of the coverage and effectiveness of existing
apex funds to inform actions for extending existing funds or starting
new furids;

(ii1) Undertake a market assessment to explore opportunities for setting
up an Agriculttural / Rural Finance Investment / Market Development
Fund that could serve as an independent entity (invelving private and
public sector stakeholders), and that could be used to:

(iv) establish a Challenge Fund for banks and other regnlated financial
institutions to move to rural areas {(similar to the Rural Finance
Programme ‘innovative facility’);

{v) provide ‘smart subsidies’ to co-finance investments; such as small
community and market infrastructure (e.g. group irrigation, village-
based warehouses and other post-production infrastructure), linked
to strategic value / supply chains;
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{vi) support institutional capacity building among non-banks and support
institutions;

(vii) re-finance rura / agricultural lending by financial institutions.

(viii) Develop appropriate monitoring and evaluation (M&E) frameworks
for determining whether the use of subsidies lead to market
development (i.e. that subsidies are ‘crowding-in’ other private actors,
teading to better functioning marksts); the M&E framework might
include monitoring the how and to what extent different private sector
actors participate, the proportion of rural finance that is provided by
the private sector as compared to the public sector, etc.

1.6.3.2 GRZ shall ensure a hospitable environment that fosters market-
driven linkages and partnerships among and between diverse Jinancial
service providers and relevant support institutions.

(1) Support capacity building of financial service providers:

—Undertake a review of key areas where capacity building support is
needed the most (i.e. target institutions and their needs, covering
skills and overaif institutiona) capacity gaps) and mechanisms
currently in use to supply capacity building needs;

—Identify needs and establish mechanisms to fund capacity building
support for some institutions (e.g. those deemed to have ‘high
potential’} as a part of the proposed investment fund and other
refevant development programrues;

—Support the development of accreditation / certificat] on processes for
key skills needed in the delivery of financial services in rural/
agricultural areas;

—Develop capacity among potential suppliers of capacity-building support
services to financial instifutions, including industry associations (eg
AMIZ) and organisations engaged in the promotion of VSLAs;

—Develop capacity building SUpport programmes that respond to
institution-specific needs (e. g. for MFls, SACCOs);

—Develop market information and promote successful and innovative
business models (including opportunities to demonstrate and
disseminate information on successfil ‘business models);

—Continue to suppart study tours for relevant policymakers and
practitioners in the financial sector”.



(i) Support efforts to establish an adequate supply of institutions providing
technical assistance to existing and potential users of financial services
in rural areas:

—Develop a roster of institutions (both private and public) currently
providing agricultural extension services {(technical advice), aceess
to inputs and markets, technical assistance to manage post-harvest
activities, etc.; the aim should be to agsess current capacity and
explore options for expanding services to other geographical areas;

—Establish effective mechanisms to fund (or co-finance) the provision
of support services through the proposed investment fund and other
relevant development programmes;

—Develop market information and promote suceessful and innovative
business models (including opportunities to demonstrate and
disseminate information on successful business models)

~—-Promote the provigion of appropriate research and training by
Universities and research institutions in Zambia

(ii1) Seek to ensure an adequate physical infrastructure avaiiable to all
agricultural preducers, to reduce risks and costs of financing
agribusiness

1.6.3.3 GRZ shall encourage the provision of a variety of financial
products and services in rural areas e.g. warehouse receipts, leasing
and micro-insurance.

(i} Support the design and implementation of warehouse receipt and
coilateral management sysiems:

—Support the appointment of the authorized agency to perform the:
functions of the Warehouse Licensing Authority, as specified in the
Agricuitural Credits Act of 2010;

—Support efforts to establish adequate capacity within the authorized
agency, especially in the early phase of operations;

—Track private sector investruent in infrastructure to ensure that
adequate infrastructure/ warehouse are set up considering market
potential and physical spread;
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—Incorporate training and sensitization of farmers and financial
organisations on the principles of the warehouse receipt system in
planned financial education initiatives:

—Maintain open dialogue with private sector / market participants to
encourage greater participation among banks and private warehouse
operators in the warehouse receipts and collateral management
system,

(i1) Support the design and implementaiion of leasin g products

—Undertake a review of laws and regulations governing the pravision
offeasing products, including an assessment of praposed regulations
to improve the capital adequacy base and the taxation treatment
for leasing and finance companies;

—Undertake a review of the capacity of leasing companies — and more
particularly, their capacity to provide leasing services to target
consumers {e.g, emergent farmers, groups of smal l-holders) in rural
areas;

—Support the preparation of a strategy to develop the leasing sector (to
inctude a diverse range of financial services that covers factoring
and trade finance, term lending, and investment advisory services,
as well as traditional leasing activities), taking note of lessons learned
in earlier pilot projects.

(iii) Support the design and implementation of micro-insurance products
—Complete the review and formulation of insurance regulations;

~—Support efforts to create greater awareness of business opportunities
among insurance service providers — especiatly the development
of insurance products most relevant to rural-based households and
producers (e.g. crop insurance);

—Support capacity building/ training and provision of technical assistance
to Insurers and potential distributots — especially with respect to
market research, product design, and marketing (i.e. to ensure
product uptake);

—Incorporate principles of insurance sesvices in planned financial
education activities.
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1.6.3.4 GRZ shall support the implementation of the financial education
strategy that is driven by market signals and demand.

(i) Support the implementation of the proposed financial education
programmes for smali-scale farmers

—Review programmes for delivering financial education to rural farmers
(e.g. ZANACO’s in pastnership with the Zambia National Farmers
Union (ZNFL)) and apply lessons learned to the new programme;

—Ensureall conduits relevant to farmers/rural households —e.g. use of
radios and other media in various formats such as talk shows;
company led initiatives, * —are involved in/ consulted on the new
programme.

—Ensure the use of appropriate media {such as mobile phones and
radic) to deliver financial education.

—Support capacity building of relevant stakeholders to deliver financial
education programmes {e.g. large dgribusinesses, ZNFU,
Coeperatives and other institutions providing extension services)

{if) Support the impleinentation of the proposed financial education
programmes for micro, small and medium enterprises (MSMEs) and
for vouth

—Review existing financial education programme for MSMEs, such as

ZANACQO’s, and apply lessons learned to the new programme

—Review existing financial education programme for rural young
women, such as Camfed’s, and apply lessons learned to the new
programme

—Ensure use of appropriate media {such as mobile phones and radio)
1o deliver financial educatinn

~Ensure that the new programmes offer financial education to rural as
well as urban MSMEs and young people

—Support capacity building of NGOs/organisations working with MSMESs
in the design and delivery of financial education training and
materials to MSMESs and youth,

(iii) Support the implementation of the proposed ‘financial education
through appropriate media’ programmes
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—Review existing ‘edutainment’ initiatives airmed at financial education
both in Zambia and elsewhere in order to draw ont lessons learnied
and best practices.

—Ensure that radio and TV programmes are developed as there is
greater penetration of radio than TV in rural areas.

—Ensure that key messages are relevant to both rural and urban
audiences, as well as to female audiences.

1.7 IMPLEMENTATION FRAMEWORK
171 INSTITUTIONAL ARRANGEMENT

A number of Government ministries (covering areas of economics, finance,
agriculture, cooperatives, community development, commerce, trade, industrial
development) have a stzke in the rural finance agenda. It is important to
ensure that the institutional home has adequate human and financial resources
as well as sufficient supervisory influence to champion and drive the rural
finance agenda across Government. Since rural finance extends beyond
agriculture; has direct relevance to key national priorities {e.g. enhancing
prosperity, creating jobs and reducing poverty); and requires linkages with the
Bank of Zambia, other regulators and financial sector associations, the Ministry
of Finance is the appropriate institutional base for this function. To achieve
this, a Department for Rural Finance shall be established within the Ministry.
As part of its coordinating role, the Department will assume the monitoring
and evaluation (M&E) function to ensure that the actions GRZ has committed
itself under this Policy and Strategy are fulfilled.

1.7.2 LEGAL FRAMEWORK

As a part of the Financial Sector Development Plan and implementation of
BoZ strategic plan and Rural Finance Policy and Strategy, GRZ wili carefully
consider a number of changes to the lega! and regulatory framework to ensure
that the risks and costs for the financial services providers and users can be
recluced on a sustainable basis. Some of the changes being considered are:

*E.g. ZNFU and companies providing extension services to farmers, such-as Agribusiness in
Sustainable Natural African Plant Products {ASNAPP), Zambia Agribusiness Technical As-

sistance Centre (ZATAC) and Development Aid from People to People (DAPP}
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—Requirements for establishment of bank branches and agents;

—Requirements for identification and verification of customers under
K.Y/ anti money laundering requirements;

—Regulatory framework to encourage nse of agents and electronic
money;

—LEffeclive support and supervision of SACCOs
1.7.3 MONITORING AND EVALUATION

The Department for Rural Financeto be established within the Ministry of
Finance will ensure the Monitoring and Evaluation (M&¥E) function for the
Rural Finance Policy and Sirategy. Many of the indicators to be used in the
M&E system will be directly taken, or adapted, from indicators that are already
used in monitoring and evaluating the programmes of relevant Ministries and
agencies, inciuding the Bank of Zambia. Other indicators will need to be
specially established for key specific policies and strategies. The Department
will work with members of the proposed intra-governmental rural finance
working group, and in consultation with members of the Rura! Finance Forum,
to agree a set of indicators for the Policy and Strategy. The Department will
set up and operate the monitoring system; will undertake periodic evaluation
of specific strategies; and will undertake or commission overall evaluations of
the Policy and Strategy.

1.7.4 TNFORMATION DISSEMINATION

A key constraint fo the operation and development of rural financial services
is asymmetry of information — for exampie between the sappliers of financial
services and their users; between regulators and the reguiated; and between
pelicy institutions and those affected by their policies. As a key contribution
to tackling this problem, the Government will develop a communications
strategy:

—io disseminate information about this Rural Finance Policy and Strategy;

—tg ensure the dissemination of information about each initiative and
facility related to the Policy and Strategy; and

—to eliminate the information gap between policy makers, regulators
and people at the grass root level in the rural areas.
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The implementation of the communications strategy will be coordinated by
the Department of Rural Finance in cooperation with the intra-governmental
rural finance working group.

1.7.5 RESOURCE MOBILISATION

As a part of the Medium Term Expenditure and annual budget, GRZ will
atlocate resources for the establishment and operation of the rural finance
department. GRZ will also mebilise specific support for rural finance from
interested development partners

*E.g. Government of Finland has been providing suppert to FSDPIL IFAD have provided
$13.8 million support to a six year Rural Finance Pregramme implemented by Ministry of
Finance. The current IFAD programime is due for compiction in September 2013 and a follow
up programme is being discussed with GRZ. DFID is also about to finalise its support for an
accessto finance programme in Zambia which wiil especially larget financial services in rural
areas.
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