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Executive Summary

Key Findings

Demand for microfinance

The Sri Lankan financial market is essentially a micro-
finance market with over 80% of households having
total borrowings below Rs. 100,000. Disparities do ex-
ist across sectors, regions and income groups. In the
urban sector, 67.9% of households have total borrow-
ings less than Rs. 100,000 compared to 100% in the
estate sector.

Outreach of financial services

Outreach is fairly extensive with 82.5% of households
having accessed financial institutions for their savings
and credit needs. The estate sector has fairly low out-

reach compared to the rural and urban sectors.

There is a strong savings culture in Sri Lanka with near-
ly 75% of households having saved in a financial insti-

tution. However, the estate sector lags behind, with a

Institutional preferences

State banks are generally more popular for savings with
over 75% of households saving in these banks (espe-
cially the People’s Bank and Bank of Ceylon). This is
mainly due to the fact that these banks are seen as reli-

able and safe.

Accessibility is a prime factor influencing the choice
of institution for borrowing. Here too, state banks are
comparatively more popular than other financial in-

stitutions.

Informal credit

There is a fairly active market for informal credit in
the country with nearly 20% of households having
accessed informal sources of finance. The percentage
of households using informal credit is highest in the

estate sector.

Only about a fifth of the total value of informal loans

Microfinance institutions (RDBs, CRBs, Sanasa,
Samurdhi Banks, NGOs and CBOs) play an impor-
tant role in the country with over 60% of houscholds
having accessed these institutions. Institutions such as
the Samurdhi Banks are particularly important for the

lower income groups.

figure of 68.5% and provinces such as the Northern,
Eastern and North Western have a savings rate of ap-
proximately 65%.

82% of savings accounts are found to be earning inter-
est rates of less than 10.0% p.a.. With official inflation
rates in double digits since 2005, savers are earning

negative returns on their accounts.

Domestic private banks (such as HNB, Seylan Bank
and Commercial Bank of Sri Lanka) play a fairly sig-
nificant role especially in the case of savings.

In the case of the lower income groups Samurdhi Banks
seem to be the main source of finance with over 50%
accessing these institutions for their credit needs and

approximately 38%for their savings needs.

is taken from money lenders. This is in contrast to the
common perception that money lenders play a very

significant role in the informal sector.

Easy access, ability to obtain funds speedily and the
absence of collateral requirements play a key role in

motivating households to use informal sources.
g




Barriers to access and suggestions for service improvement

There is still an unmet demand for financial servic-
es, particularly credit, with over 50% of houscholds
claiming to be in need of a loan, indicating that there

is scope for expansion in outreach.

Collateral requirements, excessive documentation, rig-
id terms and conditions and long processing periods
are key barriers faced by households when accessing

formal institutions for credit. For savings, the key bar-

Insurance services
Over 31% of households in the country have obtained
some form of insurance. However, there is a large dis-

parity between income groups. There are no house-

Impact of financial services

A considerable proportion of households feel that their
utilisation of financial services has a positive impact
on factors such as household income, housing condi-
tions, employment opportunities, overall standard of
living and the ability to cope with vulnerability and
risks. Low income groups derive fewer benefits from

utilising financial services compared to higher income

Conclusions and Outlook

The survey provides evidence of a mismatch between
supply and demand. Customers complain of high
transaction costs and the fact that providers lack the
flexibility they need. Despite financial institutions hav-
ing a rather extensive coverage, there is still a large un-

met demand for credit.

Another striking finding of this study is the clear pref-
erence of customers for government financial institu-
tions. The large outreach of state-owned financial in-
stitutions is an added justification for the introduction
of market-oriented reforms which would boost the ef-
ficiency of these institutions and the financial sector as
a whole.

Regulating and supervising microfinance providers
would go a long way in improving public and inves-
tor confidence in these institutions. The data indicates
that microfinance providers are accessed by a fair num-

ber of households therefore, licensing large MFIs and

riers cited are long transaction times, low rates of in-
terest, lack of knowledge of services on offer, excessive

documentation and distance to institution.

Simple and quick loan procedures, reduced documen-
tation, greater information dissemination and a cus-
tomer friendly environment are the key suggestions for

service improvement in financial institutions.

holds in the 1st quintile who have insurance compared
to over 40% in the top quintile.

groups. A much larger proportion of households (over
one fourth) in the poorest quintile utilise their loans
for consumption and various emergency purposes
(medical treatment, deaths, births etc.) compared to
the richest quintile where a larger proportion of loans
are used for productive purposes or for purposes where

benefits can be derived over a period of time.

authorizing them to mobilise deposits would enable
them to expand operations and increase outreach to
lower income groups and free them from the limita-

tions of dependence on donor funding.

Despite the fact that Sri Lanka’s financial market is
mostly a microfinance market, the advances in terms
of poverty alleviation seem to be rather modest. The
development in terms of quantity and quality of ‘cred-
it plus’ services tailored especially to the needs of the
poor could prove useful in enhancing the benefits they

derive from access to financial services.

The study finds a relatively low utilisation of insur-
ance services. Increasing outreach of insurance services
is important, particularly to low income households
which can be dragged into poverty by sudden sickness
or death. However, a greater acceptance of insurance
services among the general population is required be-

fore micro insurance can be developed and expanded.
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1. Background, Methodology and Sample Profile

1.1 Background

Access to financial services has long been accepted as an
important means of improving income generating op-
portunities and overall living conditions among house-
holds. A wide range of financial institutions (FIs) have
been involved in providing various financial services to
households in Sri Lanka over many decades. However,
it was only in the last quarter of the 20th century that
consideration was given to the need for lower income
groups to have access to financial services. During this
period, an increasing number of new institutions en-
tered the financial sector as providers of microfinance,
while some existing institutions re-positioned them-
selves to offer services to the active poor thus comple-
menting the service offering of the formal financial
sector which had hitherto focused on the higher in-
come groups. Although the microfinance movement
in Sri Lanka dates as far back as 1906 with the estab-
lishment of the Thrift and Credit Cooperative Societ-
ies (TCCSs), the movement was really activated by the
revival of the cooperative movement (SANASA) and
the establishment of new types of institutions (NGOs,
government programs, specialised banks) a couple of
decades ago. Specialised microfinance providers in Sri
Lanka today include the co-operatives, Non-Govern-
mental Organisations (NGOs), Community-Based
Organisations (CBOs) and the Government’s Samur-
dhi Savings and Credit Programme. Sri Lanka has at
present one of the most diversified microfinance sec-
tors in the region. A study of the supply of microfi-
nance which was commissioned by GTZ ProMiS and
which is due to be published in early 2008 indicates
around 9,000 access points throughout the country
whilst the World Bank’s CGAP, in a study conducted
in 2006, indicates 14,000 access points'.

Despite the large number of Fls in Sri Lanka, the pop-
ular perception is that a large number of poor house-
holds have low access to financial services, particularly
in rural and estate areas. The truth is hard to establish
as research on access to financial services in Sri Lanka
is very limited. Only a few studies have been carried
out which cover the entire financial sector. CGAP'
assessed the effectiveness and accountability of aid in
building financial systems for the poor, pointing out
that despite the fact that Sri Lanka has a diversified mi-

1 CGAP (2006) Country-Level Effectiveness and Accountability Re-
view.

crofinance sector with over 14,000 access points there
are numerous challenges in developing an inclusive
financial system in the country. The link between mi-
crofinance and poverty reduction is also explored in a
study by Tilakaratna et al. (2005), in a household-level
analysis of microfinance. The study shows that even
though microfinance institutions have reached the
poor, the ultimate users of microfinance services are
mainly households in the middle quintiles. The study
also finds that informal providers of finance continue
to have widespread operations in Sri Lanka. The extent
of availability of services in Sri Lanka from a supply-
side perspective has been explored by Durrant et al.
(2004) for the North and East and Gant et al. (2002)
island-wide. Both studies report a broad coverage, with
high levels of microfinance supply in all regions except
the North and East.

In light of the limited research available on the question
of access to financial services in Sri Lanka, the Promo-
tion of Microfinance Sector (ProMiS) Programme, im-
plemented by the Ministry of Finance in collaboration
with the German Technical Cooperation (GTZ) on
behalf of the German government, commissioned two
nation-wide studies, (1) a household level (demand-
side) study and (2) an institutional level (supply-side)
study?, to obtain a comprehensive picture on the out-
reach of financial services in Sri Lanka. The objective
of the household level (demand-side) study is to anal-
yse the extent to which households have utilised finan-
cial services, specifically loans, savings and insurance
and explore any disparities across sectors, geographical
regions and income groups. In addition, the study ex-
plores the volume of loans and savings at household
level, expectations from, and preferences among, fi-
nancial institutions, barriers to access and the extent
to which households use informal sources of finance.
The study does not focus on microfinance exclusively,
but a fairly accurate picture of the microfinance sec-
tor can be drawn using the information provided. The
advantage of this approach is that microfinance is thus

integrated into the overall financial sector.

The study was conducted by the Institute of Policy
Studies of Sri Lanka (IPS).
2 To be published in early 2008.
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1.2 Methodology

The study is based on a survey conducted in 2,945
households covering all districts of the country except
Kilinochchi, Mannar and Mullaittivu which could
not be covered due to security reasons. Data collec-
tion took place during the period October 2006 to
February 2007. The sample selection uses a stratified
sampling approach, i.e., each district is stratified into
rural, urban and estate sectors based on the sectoral
distribution of population. The number of households
selected from each district is proportionate to the dis-
trict population with a minimum sample of 30 house-

holds selected from each district.

The ‘Census Blocks’ identified by the Department of
Census and Statistics (DCS) for the Census of Popula-
tion and Housing of 2001 are the Primary Sampling
Units (PSU) of this survey. These Blocks are specific
geographical areas demarcated by the DCS to facilitate
its surveys. Accordingly, each Grama Niladhari (GN)
division is divided into several Census Blocks, each
covering around 60-80 households. The survey uses
a sample of about 10 households from each selected
Census Block. In the districts of Jaffna and Vavuniya,
for which Census Blocks are not available, GN divi-
sions are the sampling unit and households are ran-

domly selected from these GN divisions.

Census Blocks (instead of GN divisions) are used as the
PSU in this survey mainly due to three reasons. First,
the Census Blocks are located explicitly either in a ru-

ral, urban or estate sector, whereas some GN divisions

comprise more than one sector. As such, GN divisions
are not appropriate for sectoral level analysis. Second,
GN divisions generally cover large geographical areas
consisting of a large number of households, making it
difficult to select a small representative sample. Third,
it is a common practice adopted by the DCS as well as
the Central Bank of Sri Lanka to use Census Blocks for

their household surveys.

Sample selection comprises two stages: (1) In the first
stage, Census Blocks from rural, urban and estate sec-
tors are selected randomly from each district based on
the sectoral share of population with a minimum of 2
Blocks from the relevant sector in each district. (2) In
the second stage, a random sample of about 10 house-
holds is chosen from each selected Census Block.

For example, the district of Colombo accounts for ap-
proximately 12% of the total population (of which
55% live in the urban sector and 45% in the rural
sector). In the first stage, a sample of 357 households
from Colombo is selected, accounting for 12% of the
total sample, with 196 households from the urban sec-
tor and 162 households from the rural sector, based
on the sectoral proportions. Accordingly, 20 and 16
Census Blocks are selected randomly from the urban
and rural sectors within the Colombo District. Using
the respective household name lists of DCS, around 10
households are selected randomly from each selected
Census Block, forming a total sample of 357 house-
holds from the Colombo District.
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1.3 Nature and Distribution of the Household Sample

The total sample for the survey comprises:
e 2,945 households
* 12,918 individuals

Sectoral, provincial and district level distribution of

households in the sample are shown in Tables 1.1, 1.2
and 1.3 respectively.

Table 1.1 - Distribution of Households by Sector

His

%
Rural 78.2

Urban 17.4
Estate 4.4
100.0

Table 1.2 - Distribution of Households by Province

His %

Western 858 29.1
Central 389 13.2
Southern 365 12.4
North Western 347 11.8
North Central 176 6.0
Uva 187 6.4
Sabaragamuwa 286 9.7
Northern 110 3.7
Eastern 227 1.1
2,945 100.0

Table 1.3 - Distribution of Households by District

His %

Colombo 357 12.1
Gampaha 331 11.2
Kalutara 170 5.8
Kandy 206 7.0
Matale 71 2.4
Nuwara Eliya 112 38
Galle 159 5.4
Matara 122 41
Hambantota 84 29
Jaffna 80 217
Vavuniya 30 1.0
Batticaloa 78 217
Ampara 93 32
Trincomalee 56 19
Kurunegala 233 79
Puttalam 114 39
Anuradhapura 118 4.0
Polonnaruwa 58 2.0
Badulla 126 4.3
Moneragala 61 2.1
Ratnapura 161 5.5
Kegalle 125 4.2

2,945 1000

It is important to note that the proportion for the
Northern Province is under-represented here as 3 of its
5 districts, namely, Kilinochchi, Mannar and Mullait-
tivu, are not included in the sample. In this study, data
for the Northern Province represents only the districts
of Jaffna and Vavuniya.
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2. Outreach of Financial Services

This section analyses the extent of outreach of financial
services in Sri Lanka and examines disparities across
sectors, regions and income groups in terms of utilisa-
tion of financial services by households. In addition,
it looks at borrowers and savers by gender in order to
ascertain whether there are any gender disparities in
access to financial services.

It is important to understand that in this context “fi-

nancial services” refer to credit and/or savings facili-

ties from formal or semi-formal financial institutions
including private and state owned commercial banks,
development banks, finance and leasing companies,
co-operatives, NGOs, CBOs and programmes such as
the Samurdhi Savings and Credit Programme (imple-
mented through Samurdhi Banks). Credit facilities
refer to all loans in the formal sense of the word and
take into account pawning and leasing but exclude hire

purchase and credit card transactions.

2.1 Outreach by Sector, Province, District and Income Group

Outreach of financial services is analysed in terms of

utilisation of credit and/or savings facilities by house-

holds. This analysis excludes insurance which has been

Table 2.1a - Outreach of Financial Services: Sector

considered separately later in this report. However, in-
cluding insurance would have only a marginal impact

on the overall picture.

Utilisation of Financial Services

Loans and/or SaVIngs
of HHs

1,898 825 1,140 495
434 846 206 402

97 74 39 300

2,429 825 1,385 470

1,708 74.2 17.5 2,302
401 78.2 79 15.4 513
89 68.5 39 25.4 130
2,198 74.6 516 17.5 2,945

Percentages are calculated out of the total sample population of the respective sector.

82.5% of households in the country have utilised fi-
nancial services from Financial Institutions (FIs), indi-
cating a considerably high outreach of financial services
at the national level. In comparing savings and credit,
it is seen that nearly 75% of households have saved as
compared to only 47% that have borrowed from Fls.
However, considerable disparities are observed across

sectors and regions as shown in Tables 2.1a- 2.1c.

Lowest outreach is in the estate sector compared to the
urban and rural sectors. Approximately 75% of house-
holds have utilised financial services in this sector com-
pared to around 82-85% in the other two sectors. This
is particularly noticeable with regard to the utilisation
of credit which is considerably lower in the estate sec-
tor. Further, it is noteworthy that 25% of households

in the estate sector have neither loans nor savings.

No substantial difference exists between urban and rural
sectors with regard to overall outreach of financial services
from Fls. However, with regard to credit, the difference is
relatively high. Households that have taken loans in the
urban sector are about 40% compared to about 50% in
the rural sector. It is noted that hire purchase and credit
card transactions have not been included in this study
and might be a factor accounting for the apparently lower
utilisation of credit in the urban sector compared to the
rural sector.

Disparities in outreach are very apparent across dis-
tricts. For example, the percentage of households util-
ising financial services varies from 60.7% in Trincoma-
lee to over 95% in the Matara and Matale Districts and
98% in the Polonnaruwa District. Nevertheless, in a
majority of districts, over 75% of households report

utilising financial services from Fls.

1 Expenditure quintiles are based on the per capita expenditure of

households.



Trincomalee records the lowest utilisation of credit while
Vavuniya is the lowest for savings. In the Trincomalee Dis-
trict around 18% of households have obtained loans from
Fls, which is less than half the percentages of the other
two districts in the Eastern Province (i.e., Ampara and
Batticaloa) and the national average. In Vavuniya, only
one-third of households have saved with Fls compared to
around 79% in Jaffna and 75% at the national level.

(Information on the utilisation of financial services at the

provincial level is available in Annex 2).

In looking at the extent of outreach of financial services
to different income groups, (i.., the extent to which the
households of different income strata have utilised finan-
cial services), expenditure quintiles' are used as a proxy
for income groups, as expenditure data is considered to

be more reliable than income data (income figures are
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usually under-reported). In the analysis, the 1st quintile
refers to the lowest income group (consisting of the poor-
est 20% of the households in the sample) while the 5th
quintile refers to the highest income group (richest 20%

of the households).

In all the income groups, over 70% of households have
utilised financial services. As expected, outreach is greater
among higher income groups compared to lower income
groups. For example, in the 5th quintile, nearly 90%
of households have utilised financial services compared
to about 73% in the Ist quintile. Similar trends can be
observed with regard to credit and savings facilities sepa-
rately. The difference is more visible in the case of credit
where almost 20% more households in the 5th quintile
have obtained loans compared to the 1st quintile (see
Figure 2.1).

Table 2.1b - Outreach Of Financial Services: District

Utilisation of Financial Services

Loans and/or Savings IELS Savings No loans or savings | Total no.
HHs % HHs % HHs % HHs % o ik
308 291 357

Colombo 86.3 133 37.3 81.5 49 13.7

Gampaha 268 81.0 143 43.2 229 69.2 63 19.0 331
Kalutara 144 84.7 47 27.6 142 83.5 26 153 170
Kandy 180 87.4 130 63.1 169 82.0 26 126 206
Matale 68 95.8 52 73.2 65 915 8 4.2 71
Nuwara Eliya 84 75.0 39 34.8 75 67.0 28 25.0 112
Galle 108 67.9 T4 46.5 89 56.0 51 321 159
Matara 119 97.5 81 66.4 118 96.7 3 2.5 122
Hambantota 68 81.0 54 64.3 59 70.2 16 19.0 84
Kurunegala 184 79.0 121 51.9 141 60.5 49 21.0 233
Puttalam 77 67.5 35 30.7 73 64.0 37 32.5 114
Anuradhapura 101 85.6 76 64.4 94 79.7 17 14.4 118
Polonnaruwa 57 98.3 b4 75.9 57 98.3 1 1.7 58
Badulla 98 77.8 49 38.9 98 77.8 28 22.2 126
Moneragala 45 73.8 22 36.1 43 70.5 16 26.2 61
Ratnapura 147 91.3 92 57.1 134 83.2 14 8.7 161
Kegalle 107 85.6 40 32.0 105 84.0 18 14.4 125
Jaffna 73 91.3 40 50.0 63 78.8 7 8.8 80
Vavuniya 20 66.7 17 56.7 10 333 10 333 30
Ampara 80 86.0 51 54.8 67 72.0 13 14.0 93
Trincomalee 34 60.7 10 17.9 31 55.4 22 39.3 56
Batticaloa 59 75.6 35 449 45 57.7 19 244 78

Percentages are calculated out of the total sample population of the respective district.

District
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Figure 2.1 - Outreach of Financial Services: Income Group
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2.2 Number of Financial Institutions Accessed

The use of multiple institutions to obtain financial ser-

vices indicates both the extent of outreach of financial

Table 2.2a - Number of Institutions Accessed: Sector

Sector Loans and/or Savings (i)
1 2 More
L

Rura 82%  322%  196%  77.0%
Urban 530%  272%  198%  85.0%
Estate 66.0%  26.7% 93%  795%
498%  31.0% 192%  78.3%

Q1 Q2 a3 Q4 Q5

[ utilisation of Loans and/or Savings

[ utilisation of Loans M Utilisation of Savings

services and also the choices available to households in

meeting their financial needs.

Number of Institutions Accessed

Loans (ii) Savings (iii)
More More
18.6% 4.4% 57.6% 29.7% 12.7%
12.6% 2.4% 56.9% 26.9% 16.2%
17.9% 2.6% 69.7% 25.8% 4.5%
17.7% 4.0% 57.9% 29.1% 13.0%

Percentages are calculated out of the total households in the respective sector (i) that have borrowed and/or saved, (ii) that have borrowed and (iii) that

have saved.

Of those households that have utilised financial servic-
es from Fls, about 50% have accessed multiple institu-
tions, with about 19% accessing more than two Fls.
A higher percentage of households have accessed mul-
tiple institutions for savings compared to credit facili-
ties. Overall, only about 22% of households have tak-
en loans from multiple institutions compared to over

40% who have savings with multiple institutions.

Sectoral level disparities exist, with the estate sector
having the lowest percentage of households accessing
multiple institutions. While approximately 50% of ru-

ral and urban households have accessed multiple FIs,
the comparable figure is only 34% in the estate sector.
Moreover, nearly 20% of rural and urban households
have accessed more than two Fls while the respective

figure for the estate sector is less than 10%.

With regard to credit facilities, only 15% of house-
holds in the urban sector have approached multiple Fls
whereas the figure is over 20% in both the rural and
estate sectors. One reason for this is that particularly
in the rural sector, a considerable proportion of house-

holds borrow from Samurdhi Banks, Co-operatives



and RDBs where loan amounts are relatively small and
are often given using a progressive lending method?’.
Therefore these households have to access many insti-
tutions to meet their credit needs. The types of in-
stitutions accessed and their average loan amounts are

looked at in detail in Chapter 3.

Table 2.2b - Number of Institutions Accessed: Province

OUTREACH OF FINANCIAL SERVICES}
IN SRI' LANKA

The percentage of households accessing multiple Fls
varies between 30-74% across provinces. In the Cen-
tral and North Central Provinces nearly 75% of house-
holds have accessed multiple Fls, whilst this is around
one-third of households in the Eastern and Uva Prov-
inces (see Table 2.2b).

Number of Institutions Accessed

Province Loans and/or Savings (i)
More

53.8% 18.7%

27.5%

Western 82.1%

Central 36.4% 38.3% 25.3% 67.0%
Southern 49.8% 28.5% 21.7% 80.9%
North Western 53.6% 32.2% 14.2% 86.5%
North Central 26.0% 36.7% 37.3% 64.2%
Uva 66.4% 26.6% 7.0% 84.5%
REGELELEINNEY 39.8% 37.6% 22.8% 13.3%
Northern 58.0% 32.3% 9.7% 91.2%
Eastern 70.5% 23.1% 6.4% 85.3%

Loans (ii) Savmgs (iii)
More More

14.5% 3.4% 57.4% 27.0% 15.6%
26.2% 6.8% 49.5% 36.6% 13.9%
14.8% 4.3% 56.8% 27.4% 15.8%

9.7% 3.8% 61.2% 27.6% 11.2%
28.3% 7.5% 39.7% 39.7% 20.6%
14.1% 1.6% 70.9% 27.7% 1.4%
23.6% 3.1% 52.3% 34.7% 13.0%

8.8% 0.0% 80.8% 11.0% 8.2%
14.7% 0.0% 80.4% 17.5% 2.1%

Percentages are calculated out of the total number of households in the respective province (i) that have borrowed and/or saved, (ii) that have borrowed

and (iii) that have saved.

Table 2.2¢ - Number of Institutions Accessed: Income Group

Number of Institutions Accessed

Quintile Loans and/or Savings (i)
1 2 More 1

59.2% 30.3% 10.5% 86.1%

51.6% 31.0% 17.4% 79.0%
52.1% 29.6% 18.3% 79.9%
46.5% 31.1% 22.4% 78.4%
41.4% 32.9% 25.7% 71.1%

Loans (ii)
2 More 1 yi

Savings (iii)

More

11.0% 2.9% 65.1% 28.6% 6.3%
19.9% 1.1% 60.1% 28.9% 10.9%
16.7% 3.4% 59.8% 26.4% 13.8%
18.1% 3.4% 55.0% 30.1% 14.8%
20.6% 8.3% 51.3% 31.0% 17.7%

Percentages are calculated out of the total households in the respective income group (i) that have borrowed and/or saved, (ii) that have borrowed and
(iii) that have saved. As mentioned previously expenditure quintiles have been used as a proxy for income groups.

Access to multiple Fls is greater among higher in-
come households. Almost 60% of households in the
5th quintile have accessed multiple FIs compared to
around 40% in the Ist quintile. The disparity across
quintiles is particularly high when looking at the per-

centage of households that have accessed more than

2 This is a method used by many microfinance institutions to achieve
high loan repayment rates. According to this method, Fls begin by
lending small loan amounts to their clients and gradually increase
the loan size upon satisfactory repayments.

2 FIs for credit and /or savings facilities (25.7% in
the 5th quintile as against 10.5% in the 1st quintile).
However, when comparing loans and savings, a greater
number of households remain with one institution for
their credit needs. This is apparent across all income

groups. In the higher income groups it could be at-
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tributed to Fls rewarding their existing loan custom-
ers with various incentives such as preferential rates on
additional loans, larger future loans and customised
loan products. In the lower income groups it may be

due to limited access to institutions such as large banks

which impose stringent conditions (such as collateral
requirements, request for guarantors and minimum
income levels) for obtaining a loan, thus restricting
households to a few institutions which can meet their

credit needs.

2.3 Outreach of Financial Services: Individual Borrowers/ Savers

Further analysis of the sample aims to determine
whether households have multiple borrowers and sav-
ers. Furthermore, the gender of the borrowers/savers
and any disparities across sectors/provinces are also fac-
tors which are considered. Within the household sam-
ple are 1,606 individual borrowers and 3,584 savers.

Table 2.3a - Borrowers/ Savers per Household

%

Borrowers/ Savers

per HH

Borrowers
1 85.2

yi 13.8 17.5
3 0.9 9.5
4 & above 0.1 7.8

Approximately 15% of households have multiple bor-
rowers while 35% have multiple savers. Moreover, nearly
8% of households have 4 or more savers, reflecting Sri

Lanka’s strong savings culture.

Disaggregating data by gender shows a higher percent-
age of males among borrowers and savers. This pattern is
common for all three sectors, though in the estate sector
as much as two-thirds of borrowers and savers are male —

12% to 15% higher than in the urban and rural sectors.

Provincial level data also shows a relatively higher share
of male borrowers for the majority of provinces except
the Southern and Northern Provinces where females
account for a marginally higher share. Furthermore, in
the Southern and North Western Provinces, there are a

greater percentage of female savers compared to males.

Table 2.3b - Borrowers and Savers by Gender

Borrowers Savers
Male

53.3%

Sector/

Province Male

51.1%

Female
48.9%

Female
46.7%

Rural

Urban 52.7% 47.3% 52.2% 47.8%
Estate 65.9% 341% 66.4% 33.6%
Western 52.1% 47.9% 51.5% 48.5%
Central 53.6% 46.4% 55.2% 44.8%
Southern 49.8% 50.2% 42.7% 57.3%
North Western JEEGERR 44.46% 45.1% 54.9%
North Central 58.9% 41.1% 55.6% 44.4%
Uva 59.8% 40.2% 67.4% 32.6%
RELEIELEWINTEN  50.7% 49.3% 52.6% 47.4%
Northern 46.8% 53.2% 61.6% 38.4%
Eastern 59.8% 40.2% 54.5% 45.5%

53.6% 46.4% 51.8% 48.2%
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3. Financial Institutions Accessed

Sri Lanka’s financial sector consists of a wide range of
institutions including commercial banks (both state
owned and private), development banks, finance and

leasing companies, co-operatives, NGOs, CBOs and

Samurdhi Banks which are a part of the state run Sam-
urdhi Programme. This section provides a detailed pic-
ture of the types of financial institutions accessed by
households to fulfil their financial needs.

3.1 Financial Institutions Accessed by Sector, Province and Income Group

State banks play a leading role in providing financial
services. Of the households that have utilised finan-
cial services from FIs, 72% have accessed state banks.
75% of households with savings have saved with state

Table 3.1a - Financial Institutions Accessed: Overall

State Banks* 72.0%
People’s Bank 47.2%
Bank of Ceylon 34.5%
National Savings Bank 13.3%
SME Bank 0.2%

Domestic private banks 30.1%

Foreign banks 0.1%

Regional Development Banks (RDBs) 13.8%

Co-operative Rural Banks (CRBs) 6.9%

Samurdhi Banks 24.9%

Sanasa (both SDB & TCCSs) 9.4%

NGOs/CBOs/ Co-ops'/other MFls 8.9%

Finance and leasing companies 1.7%

Other 1.7%

banks. This is also evident across all three sectors (see
Table 3.1b) where over 70% of those with savings have
saved with the state banks.

Type of Institution Loans and/or Savings (i) Savings (iii)

30.9% 75.3%
21.0% 48.4%
8.3% 36.3%
26% 14.1%
0.4% 0.0%
9.7% 30.4%
0.1% 0.1%
13.4% 1.7%
5.2% 6.1%
26.1% 21.1%
11.3% 7.9%
13.0% 4.7%
2.6% 0.4%
11.4% 2.4%

Percentages in the three columns are calculated out of the total households (i) that have borrowed and/or saved, (ii) that have borrowed and (iii) that
have saved. Percentages do not add to 100% vertically as some houscholds have accessed multiple Fls.

*

households could have accessed more than one state bank.

Among the state banks, People’s Bank plays a domi-
nant role with regard to both credit and savings. Do-
mestic private banks are important with regard to sav-
ings but their importance as lenders is relatively low;
less than 10% of borrowing households have obtained
loans from these banks.

1 These refer to Co-operatives such as Farmers Co-operatives \ Fish-
ermen’s Co-operatives etc. These are separate to the Co-operative
Rural Banks which are the banking arm of the Multi Purpose Co-
operative Societies.

The breakdown of individual state banks is specified but it should be noted that the sum of these numbers will not equal the state bank sum as

Samurdhi Banks also have high outreach and are par-
ticularly important for credit facilities. Around 25% of
the households that have utilised FIs have been served
by Samurdhi Banks. With regard to credit, even though
state banks as a group have been accessed by a higher
percentage of households, Samurdhi is still the single in-

stitution that has been accessed by the highest share of
households (26%), followed by People’s Bank (21%).
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Over 60% of households that have utilised financial
services, have accessed institutions such as Samurdhi,

RDBs, CRBs, Sanasa, NGOs and CBOs underlining

the important role played by MFIs in the financial sec-
tor in Sri Lanka. This is more visible in the case of

credit.

Table 3.1b - Financial Institutions Accessed: Sector

Chapter 3

Loans and/or Savings (i) Loans (ii) Savings (iii)
Type of Institution

Rural Urban Estate Rural Urban Estate Rural Urban Estate
State Banks 58.4% 76.7% 72.2% 30.0% 34.0% 41.0% 74.2% 80.3% 74.2%
People’s Bank 47.3% 49.1% 37.1% 20.4% 21.8% 33.3% 48.3% 51.4% 36.0%
Bank of Ceylon 33.8% 35.5% 44.3% 8.2% 8.7% 1.7% 35.4% 37.4% 47.2%
National Savings Bank 11.9% 21.4% 41% 2.3% 4.9% 0.0% 12.6% 22.4% 4.5%
SME Bank 0.3% 0.0% 0.0% 0.5% 0.0% 0.0% 0.1% 0.0% 0.0%
Domestic private banks 21.8% 47.2% 24.7% 8.9% 15.5% 2.6% 26.5% 47.9% 27.0%
Foreign banks 0.10% 0.2% 0.0% 0.1% 0.5% 0.0% 0.1% 0.2% 0.0%
Regional Development Banks 12.5% 5.8% 22.7% 14.0% 6.8% 28.2% 12.6% 5.5% 21.3%
Co-operative Rural Banks (CRBs) 6.8% 2.5% 1.0% 5.6% 3.9% 0.0% 1.3% 2.2% 1.1%
Samurdhi Banks 24.0% 8.3% 15.5% 29.3% 10.7% 15.4% 249% 6.5% 13.5%
Sanasa (both SDB & TCCSs) 7.9% 10.4% 1.0% 1.1% 15.0% 0.0% 8.4% 1.2% 1.1%
NGOs/CBOs/Co-ops/other MFls 7.5% 8.1% 8.2% 13.0% 14.6% 5.1% 4.6% 5.0% 9.0%
Finance and leasing companies 1.3% 2.3% 1.0% 2.4% 3.9% 2.6% 0.2% 1.0% 0.0%
Other 6.6% 5.3% 12.4% 11.2% 9.2% 28.2% 2.3% 1.7% 5.6%

Percentages in each sector are calculated out of the total households: (i) that have borrowed and/or saved (ii) that have borrowed and (iii) that have
saved. Percentages do not add to 100% vertically as some households have accessed multiple Fls.

Domestic private banks are more important among
urban households while Samurdhi Banks are more
important among rural households. While domestic
private banks have a strong presence in all three sectors
with regard to savings, these banks have been accessed
to a much higher level by urban households. Nearly
48% of those with savings in the urban sector have

saved in these banks, compared to around 27% in the

rural and estate sectors. On the other hand, Samurdhi
Banks are accessed to a higher level by rural households
- almost equally for savings and credit. They are also an
important source of credit among estate households,
though less important compared to state banks and
RDBs. The relative importance of RDBs in the estate
sector could be due to the low coverage of this sector by

other institutions.
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Financial Institutions Accessed: Province?

Type of Institution

North Nort REGELEY

72.2%

State Banks 82.8% 50.2%

People's Bank 41.8% 61.4% 31.5%
Bank of Ceylon 36.1% 40.1% 20.3%
National Savings Bank 19.9% 12.0% 10.8%
SME Bank 0.3% 0.0% 0.0%
Domestic private banks 38.6% 34.3% 21.4%
Foreign banks 0.4% 0.0% 0.0%
Regional Development Banks 8.9% 21.4% 19.7%
Co-operative Rural Banks (CRBs) 5.6% 3.6% 21.7%
Samurdhi Banks 14.0% 22.0% 29.5%
Sanasa (both SDB & TCCSs) 12.9% 3.6% 12.2%
NGOs, CBOs, Co-ops/other MFls 5.8% 7.5% 12.5%
Finance and leasing companies 1.8% 3.3% 2.7%
Other 6.0% 13.0% 5.1%

66.7% 84.8% 93.0% 63.0% 73.1% 78.6%
42.9% 52.5% 50.3% 44.9% 49.5% 70.5%
29.9% 49.4% 67.1% 22.4% 36.6% 24.3%
11.1% 11.4% 0.7% 11.8% 18.3% 6.9%
0.8% 1.3% 0.0% 0.0% 0.0% 0.0%
16.5% 26.6% 14.0% 20.5% 54.8% 39.3%
0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
23.4% 13.9% 1.7% 17.7% 0.0% 1.7%
4.2% 5.7% 1.4% 11.4% 0.0% 0.6%
31.8% 33.5% 28.0% 48.4% 11.8% 19.1%
13.8% 9.5% 4.2% 8.3% 6.5% 1.7%
5.0% 16.5% 9.1% 7.5% 17.2% 14.5%
0.0% 0.0% 1.4% 1.2% 0.0% 1.7%
6.5% 15.8% 2.1% 8.7% 5.4% 7.5%

Percentages are calculated out of the number of households in the province that have saved and/or borrowed.

State banks dominate even at the provincial level but
there are some regional variations. In the Uva Prov-
ince, 93% of those who have utilised financial services
have accessed state banks compared to only 50% in the
Southern Province where various microfinance provid-
ers such as RDBs, CRBs, Samurdhi, Sanasa, NGOs
and CBOs, have jointly played a bigger role (see Table
3.1c).

Relative importance of domestic private banks is much
higher in the Northern Province (followed by the East-
ern Province) compared to other regions. Hatton Na-
tional Bank, Seylan Bank and the Commercial Bank
of Sri Lanka are the key private players (see Annex 4).
Limited outreach of many other institutions such as

CRBs, RDBs, Sanasa and finance companies in these

2 See Annex 3 for a break up of loans and savings.

two provinces can partly explain this situation. More-
over, outreach of Samurdhi is also relatively low in

both the Northern and Eastern Provinces.

In the Sabaragamuwa Province, Samurdhi Banks have
been accessed by almost half the households that have
utilised financial services. Compared to other prov-
inces, the relative importance of Samurdhi is notably
higher in this province, both in terms of credit and

savings.’

The type of institution accessed for financial needs,
also varies across income groups. Table 3.1d below
shows the institutions accessed by households of differ-
ent income groups® for their credit and savings needs

separately.

3 For details on the types of institutions accessed by households for
credit and savings needs separately by province, refer to Annex 3.

4 As mentioned previously expenditure quintiles are used a proxy for
income groups.
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Table 3.1d - Financial Institutions Accessed for Loans and Savings: Income Group

Loans (i)

Type of Institution 1st 2nd 3Ird
quintile quintile quintile

State Banks 30.3%

People’s Bank 16.7% 172%  22.0%
Bank of Ceylon 5.7% 6.4% 6.8%
National Savings Bank 0.0% 2.2% 1.9%
SME Bank 0.5% 1.1% 0.4%
Domestic private banks 2.9% 3.7% 6.4%
Foreign banks 0.5% 0.0% 0.0%
Regional Development Banks 148% 131% 15.5%
Co-operative Rural Banks (CRBs) [EBIE 4.5% 6.4%
Samurdhi Banks 545% 37.8%  25.4%
Sanasa (both SDB & TCCSs) 57% 116% 12.1%
NGOs,/CB0s/Co-ops/ other MFIs 91% 139% 13.6%
Finance and leasing companies 0.0% 1.1% 1.1%
Other 5.7% 90% 11.4%

quintile

Savings (ii)

4th 5th 1st 2nd 3rd 4th 5th
quintile | quintile quintile quintile quintile quintile

31.3%

213% 258%  46.1%  442%  497% 533%  48.1%
84% 126% 328% 35.1% 366% 347% 41.4%
2.2% 5.5% 7.3% 96% 11.7% 179% 224%
0.3% 0.0% 0.0% 0.0% 0.0% 0.2% 0.0%

119% 197% 158% 23.0% 29.6% 358%  445%
0.0% 0.3% 0.3% 0.0% 0.0% 0.0% 0.4%

128% 11.4% 11.7% 123% 144% 100% 10.1%
6.3% 6.5% 5.2% 9.3% 6.5% 5.2% 4.4%

19.1% 58% 385% 312% 228% 13.1% 3.6%

125% 12.9% 6.8% 8.4% 1.2% 8.7% 8.0%

153%  12.0% 3.6% 5.2% 5.0% 6.3% 4.0%
2.2% 1.1% 0.0% 0.0% 0.0% 0.7% 1.1%

134%  15.1% 1.8% 2.7% 2.7% 2.4% 2.1%

Percentages are calculated out of the number of households in the respective quintile that have: (i) borrowed or (ii) saved. Percentages do not add to

100% vertically as some households have accessed multiple FIs.

State banks are utilised by households in all income
groups but are more important in higher income
groups. As can be seen from Table 3.1d, the state banks
are the most utilised by all income groups when it
comes to savings. Nevertheless, for credit, state banks
are more important among the richer quintiles. Do-
mestic private banks also have been accessed to a great-
er extent by households in higher income groups and

this is common for both credit and loans.

Credit for the poorest groups is dominated by Samur-
dhi. Over half of the households that have borrowed
in the lowest quintile have accessed Samurdhi for their
credit needs. Further, it is interesting to note that these
banks have also been accessed by households in richer
groups (4™ and 5% quintiles) for their credit needs sug-
gesting the need to improve targeting of these institu-
tions/programs. Samurdhi Banks are also important for
savings among low income groups. About one-third of
households with savings in the first two quintiles have
saved in Samurdhi Banks.
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3.2 Share of Loans and Savings by Financial Institutions

This section examines the importance of each of the institutions accessed by households.

Table 3.2 - Share of Loans and Savings

Loans

Type of Institution

Value (%) loans (%)

State Banks 34.1 26.7
People’'s Bank 20.9 17.9
Bank of Ceylon 8.8 6.7
National Savings Bank 44 1.7
SME Bank 0.0 0.3

Domestic private banks 26.6 9.0

Foreign banks 2.1 0.1

Regional Development Banks 6.6 10.2

Co-operative Rural Banks (CRBs) 2.2 4.2

Samurdhi Banks 37 191

Sanasa (both SDB & TCCSs) 5.6 9.1

NGOs/ CBOs/Co-ops/ other MFls 28 10.1

Finance and leasing companies 7.5 1.7

Other 8.8 9.6

I oo 1000

Number of

Savings

Average size

Number of

Value (%) deposits (%)

Loan (Rs.) Deposit (Rs.)

55.1 52.4 107,332 22,774
246 28.9 97,931 18,502
15.6 14.3 110,207 23,731
14.8 9.2 209,343 34,682
0.0 0.0 10,000 3,600
29.2 16.2 248,373 39,151
1.0 0.1 1,760,000 262,500
30 76 54,129 8,624
1.3 40 43,470 7,253
1.7 111 16,385 3,375
30 46 51,249 13,852
1.0 24 23,195 8,679
3.2 0.1 361,214 485,929
15 1.4 77,315 22,430
100.0 100.0

Average loan size in a household is calculated as (average total value of loans per household)/(average total number of loans per household).
Average deposit size in a houschold is calculated as (average total value of deposits per houschold)/(average total number of deposits per household).

State banks account for 34% of the total value of bor-
rowings and 55% of the value of savings of house-
holds. People’s Bank, in particular, plays an important
role with regard to both loans and savings. However,
compared to Table 3.1a which shows a high access of
People’s Bank in regard to savings (over 48% of house-
holds), its share of value is not proportionate, reflect-

ing smaller average deposit size (Rs. 18,502).

Domestic private banks account for over one-fourth
of the total value of borrowings and savings of house-
holds. However, in terms of the number of loans ob-
tained, these banks account for less than 10% which
is explained by the larger average loan sizes obtained

from these banks (Rs. 248,373).

Importance of Samurdhi Banks, though high in terms
of the number of loans, is much lower in terms of
value. Samurdhi Banks account for about 19% of the
total number of loans taken from FlIs. Nevertheless, in
terms of the total value of loans, their share is only
3.7% indicating relatively small sized loans. In terms
of savings, the share of Samurdhi Banks in the total
value of savings is only 1.7% despite 11% of the total
number of deposits being with these banks. This is also
a reflection of the notably small size of an average de-

posit (Rs. 3,375).

NGOs, CBOs, Co-ops and other MFIs account for
10.1% of the total number of loans but only 2.4% of
deposits. This could be attributed to the fact that many
of the institutions in this category are not legally per-

mitted to mobilise savings from their members.
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3.3 Financial Institutions Accessed by Gender

The analysis of outreach by institutional type was extend-  variation in the type of institution accessed by individuals

ed to the gender factor to determine whether there isany  according to the gender of the borrower/saver.

Table 3.3 - Type of Institution Accessed by Gender

Borrowers Savers
Institution
Overall (i) Male Female Overall (ii) Male Female

State Banks 29.3% 63.5% 36.5% 55.7% 54.2% 45.8%
People’s Bank 20.0% 62.4% 37.6% 30.7% 55.5% 44.5%
Bank of Ceylon 1.7% 67.5% 32.5% 15.6% 55.9% 461%
National Savings Bank 2.3% 61.1% 38.9% 9.4% 47.0% 53.0%
SME Bank 0.3% 20.0% 80.0% 0.0% 0.0% 0.0%

Domestic private banks 9.0% 70.1% 29.9% 16.6% 59.6% 40.4%

Foreign private banks 0.1% 50.0% 50.0% 0.1% 66.7% 33.3%

Regional Development Banks 12.1% 62.9% 37.1% 7.9% 53.6% 46.4%

Co-operative Rural Banks (CRBs) 4.6% 56.2% 43.8% 5.1% 45.3% 54.7%

Samurdhi Banks 22.9% 33.3% 66.7% 12.6% 39.8% 60.2%

Sanasa (both SDB & TCCSs) 10.6% 41.6% 58.4% 5.2% 34.2% 65.8%

NGOs/ CBOs/ Co-ops/other MFls 11.6% 35.1% 64.9% 2.4% 33.7% 66.3%

Finance and leasing companies 2.3% 66.7% 33.3% 0.2% 100.0% 0.0%

Other 10.3% 66.7% 33.3% 1.5% 44.2% 55.8%

Not specified 0.3% 40.0% 60.0% 0.1% 100.0% 0.0%

Overall figures are calculated as a percentage of the total number of (i)borrowers and (ii)savers.

Formal banks, including state and private banks, RDBs ~ Microfinance providers such as Samurdhi, Sanasa,
and finance and leasing companies are largely accessed ~ NGOs and CBOs serve a predominantly female clien-
by males. Around two-thirds of the borrowers of these  tele. Females account for nearly two-thirds of the bor-
banks are male (a notable exception is the SME Bank  rowers/savers of these institutions.

which, although small in overall terms, reports 80%

female borrowers). Savers of these institutions are also

largely male though the shares are somewhat lower than

the comparable shares for borrowers in many cases.
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4. Borrowings and Savings of Households

In this chapter the average borrowings and savings of
households are examined in order to get a more repre-
sentative picture of borrowing and savings patterns. In
this section “borrowings” refer to loans taken over the

last three years. However, due to the difficulty of ob-

taining accurate information on savings volumes, “sav-
ings” here refer to the total savings of households (total
outstanding savings balance) at the time of conducting

the survey.

4.1 Borrowings and Savings by Sector, Province and Income Group

Table 4.1 - Average Household Borrowings and Savings: Sector and Province

Average Borrowings

Sector/ Province Loans per HH

Value (Rs.) (Number)

121,631

Loan size (Rs.)

84,145

Average Savings

Deposits per HH
(Number)

Deposit size

Value (Rs.) (Rs.)

Rural 102,316 1.5 69,511 40,023 22 18,192
Urban 247,044 1.3 189,892 89,251 22 40,569
Estate 23,782 1.4 16,562 21,029 20 10,515
Western 226,396 1.4 161,783 74,663 22 33,938
Central 90,683 1.6 55,515 49,252 26 18,943
Southern 128,634 1.4 91,444 50,125 2.4 20,885
North Western 92,907 1.3 70,700 28,734 2.1 13,683
North Central 50,568 19 27,090 22,466 26 8,641
Uva 59,908 1.2 48,890 20,733 1.7 12,196
Sabaragamuwa 60,214 15 39,941 28,867 2.3 12,551
Northern 117,719 1.2 100,149 85,173 1.8 47,318
Eastern 93,057 12 79,057 17,200 1.7 10,118

Average borrowings and savings are calculated on only those houscholds that have borrowed and saved respectively.
Loan size is calculated as (average total borrowings per HH)/(average number of loans per HH)
Deposit size is calculated as (average savings per HH)/(average number of deposits per HH)

Considerable disparities exist with regard to household
borrowings across sectors and provinces, with much
higher amounts in the urban sector and Western Prov-
ince. The average borrowings of an urban household
over the past three years are more than twice that of
a rural household and more than 10 times that of an
estate household. In addition, average household bor-
rowings in the Western Province are 2-3 times higher
than most provinces and more than four times that of

the North Central Province.

Average savings of an urban household are also no-
tably higher than that of a rural or estate household,
though disparities are relatively low compared to bor-
rowings. Moreover, provincial level data shows that av-

erage household savings for the Western and Northern

Provinces are 4-5 times higher than that of the Eastern
Province and about 3—4 times as high as that of the
Uva, North Central, North Western and Sabaragamu-

wa Provinces.

Average borrowings and savings per household in the
Northern Province are high; in fact, this is highest
among the provinces for savings while it is the third
highest for borrowings. However, it should be noted
that these figures include data for Jaffna and Vavuniya
Districts only and are clearly more representative of
Jaffna. The figures for Jaffna are remarkably high com-
pared to those for Vavuniya. This is particularly signifi-
cant for household savings where the figure for Jaffna
is nearly 10 times that for Vavuniya.'

1 For district-wise data, refer to Annex 5.
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Figure 4.1 - Household Borrowings and Savings: Income Group
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As expected there is an increasing trend in the aver-
age borrowings and savings per household when mov-
ing from poorer to richer groups. A household in the
lowest income group (1* quintile) has borrowed Rs.

22,589 on average while the corresponding amount for
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a houschold in the highest income group (5" quintile)

is more than fifteen times higher. A somewhat similar
pattern can be observed with regard to average savings
per household, though the disparity is not as high.

4.2 Value of Household Borrowings and Savings

Table 4.2a - Value of Borrowings: Sector and Province

Sector
<=10,000

10,000-50,000

19.8% 44.5%

19.8% 46.8%

15.0% 32.0%

43.6% 43.6%
Western 14.2% 37.8%
Central 19.0% 41.6%
Southern 16.3% 48.8%
North Western 24.4% 44.2%
North Central 25.0% 44.2%
Uva 21.1% 52.1%
Sabaragamuwa 37.9% 40.9%
Northern 14.0% 56.1%
Eastern 11.5% 58.3%

Borrowings refer to cumulative loans over 3 years.

Almost 20% of total household borrowings are less
than Rs. 10,000, while almost two thirds are below
Rs. 50,000. However, the picture varies across sectors
and provinces. Households with borrowings less than
Rs. 50,000 in total are almost 90% in the estate sector

compared to less than 50% in the urban sector. The

HH borrowings (Rs)

Total in %
»100,000

50,000-100,000

16.6% 19.1% 100.0
16.0% 17.4% 100.0
20.9% 32.1% 100.0
12.8% 0.0% 100.0
14.9% 33.1% 100.0
22.7% 16.7% 100.0
16.3% 18.6% 100.0
17.3% 14.1% 100.0
19.2% 11.6% 100.0
16.9% 9.9% 100.0
14.6% 6.8% 100.0
1.1% 22.8% 100.0
13.5% 16.7% 100.0

rural sector is more representative of the national aver-
age. Another interesting observation is that there are
no borrowings above Rs. 100,000 in the estate sector,
while this is nearly one-third in the urban sector. At the
provincial level, about one-third of households in the

Western Province have borrowings over Rs.100,000



compared to less than 10% in the Uva and Sabaraga-
muwa Provinces. It is noteworthy that in the Sabaraga-
muwa Province nearly 40% of houscholds have bor-
rowings less than Rs. 10,000 and close to 80% have
less than Rs. 50,000.
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Not surprisingly, households in the higher income
groups tend to borrow larger amounts. Almost half the
households with borrowings in the 5% quintile have
total borrowings in excess of Rs. 100,000 compared to
only 1% in the 1* quintile. (See Figure 4.2a).

Figure 4.2a - Value of Borrowings (in Rs.) - Income Group

Percentage of households

Quintile Q1

As can be seen from Table 4.2b, there are sectoral and
provincial level variations in savings amount per house-
hold. 74.2% of households in the estate sector have
savings below Rs. 10,000 while this is around 50% for

Table 4.2b - Value of Savings: Sector and Province

Sector/ Province

<=10000 10,000- 50,000

Total 52.8% 30.0%
Rural 52.0% 31.9%
Urban 51.1% 25.4%
Estate 74.2% 15.7%
Western 49.7% 28.2%
Central 49.5% 35.9%
Southern 48.9% 39.1%
North Western 56.1% 31.8%
North Central 57.0% 32.4%
Uva 70.9% 21.3%
Sabaragamuwa 52.3% 32.6%
Northern 28.8% 28.8%
Eastern 69.2% 21.0%

HH Savings(Rs)

®>100,000

¥ 50,000-100,000

¥10,000-50,000

Q5

the urban and rural sectors. In general, the urban and
rural sectors have somewhat similar savings patterns
though the urban sector shows a much higher percent-
age of households with savings above Rs. 100,000.

Total in %

50,000-100,000 Above 100,000

8.2% 9.0% 100.0
8.1% 8.0% 100.0
9.5% 14.0% 100.0
£.5% 5.6% 100.0
8.8% 13.3% 100.0
9.4% 5.2% 100.0
6.4% 5.6% 100.0
7.5% 4.6% 1000
6.0% 4.6% 1000
7.8% 0.0% 100.0
8.4% 6.7% 1000
20.5% 21.9% 100.0
6.3% 3.5% 100.0
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Provincial level figures show that in the Uva and East-
ern Provinces, approximately 70% of households have
savings below Rs, 10,000 and over 90% below Rs,
50,000. In the Uva Province, there are no households
with savings over Rs. 100,000. In comparison, in the
Northern Province around 22% of households have
savings in excess of Rs. 100,000 — considerably higher
compared to other provinces but probably overstated
due to the relatively higher level of savings among

households in Jaffna and the exclusion of 3 districts.

Figure 4.2b - Value of Savings (in Rs.) - Income Group

In the Jaffna District, about 25% of household savings
are above Rs. 100,000 (see Annex 6 for more details).
The value of savings per household increases with
household income. Over 70% of households in the 1+
quintile have total savings below Rs. 10,000 whereas
the corresponding figure for the 5* quintile is 34.2%.
In contrast, in the 5% quintile, nearly 34% of house-
holds have savings above Rs. 50,000 compared to less
than 10% for households in the 1* quintile.

Percentage of households

Quintile

®>100,000

®50,000-100,000

®>10,000 & <=50,000

4.3 Borrowings and Savings Patterns by Gender

This section analyses the borrowings and savings of indi-
viduals to determine whether the amount of borrowings/
savings varies by gender and whether further differences

exist across sectors/provinces in relation to gender.

It is interesting to find that the average amount bor-
rowed by a male is almost 2.5 times higher than that

of a female borrower. Borrowings of males are higher

than that of females in all sectors and provinces; how-
ever, the extent of disparity varies. As can be seen from
Table 4.3a, gender disparities in borrowings are highest
in the urban sector and in the Western Province where
the average amount borrowed by a male is 4.8 times
higher than that of a female borrower. Gender differ-
ences in terms of borrowings are lowest in the North

Central and Eastern Provinces.
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Table 4.3a - Average Borrowings by Gender, Sector and Province

Sector/Province Per borrower (Rs.) Per maEEsb)orrower Per femez'l?es?orrower

Male/ Female
borrowings
25

104,894 145,439 59,074
88,031 120,591 51,798 23
214,730 312,704 105,384 30
21,080 25,983 11,600 22
Western 200,345 322,638 67,570 48
Central 71,832 92,255 48,702 1.9
Southern 112,960 142,936 84,185 1.7
North Western 83,296 102,753 61,763 1.7
North Central 40,101 44,615 33,621 13
Uva 51,872 66,837 29,652 2.3
Sabaragamuwa 52,384 73,526 31,680 2.3
Northern 108,226 144,483 76,364 1.9
Eastern 86,733 95,033 75,280 1.3

Average borrowings among males are higher than that
of females in all income groups. However, the disparity

is greater in the higher income groups. In the 4" and 5®

quintiles, the average amount borrowed by a male bor-
rower is more than twice that of a female borrower, whilst
this is 1.3 times in the 1* quintile (see Table 4.3b).

Table 4.3b - Average Borrowings by Gender and Income Group

Quintile Per borrower Per male borrower Per female borrower
(Rs.) (Rs.) (Rs.)
1

20,983 23,895

32,281 36,099
48,899 62,614
68,227 91,107
282,883 353,522

In addition, as shown in Table 4.3c below, the aver-
age amount saved by a male is about 1.3 times higher
than that of a female. However, unlike in the case of
borrowings, differences between male and female sav-
ings show a somewhat mixed picture across sectors
and provinces. In both the urban and rural sectors,

the amount of savings for males is higher than that for

Male / Female borrowings
1.3

18,434

29,271 1.2
33,664 1.9
41,675 2.2
167,973 2.1

females. In contrast, in the estate sector, the average
amount of savings for a male is only half the amount
for a female. Moreover, provincial level figures show
that the amount of savings among females is higher
than that of males in the North Western, North Cen-

tral, Uva and Sabaragamuwa Provinces.
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Table 4.3c - Average Savings by Gender, Sector and Province

Sector/Province

Per saver (Rs

Per male saver (Rs

Per female saver (Rs.)

Male / Female savings
13

Total 25,468 28,934 21,916

Rural 21,245 23,682 18,835 1.3
Urban 46,274 55,734 36,189 1.5
Estate 9,972 7,653 14,554 0.5
Western 41,938 48,847 34,790 1.4
Central 19,314 23,742 13,994 1.7
Southern 25,182 31,486 20,549 1.5
North Western 16,403 14,950 17,883 0.8
North Central 10,500 9,896 11,254 0.9
Uva 12,110 11,722 12,912 09
Sabaragamuwa 14,043 12,918 15,314 0.8
Northern 65,979 80,242 45,466 1.8
Eastern 11,919 14,333 9,024 1.6

Table 4.3d shows gender disaggregated data on savings
for different income groups. An interesting observa-
tion here is that in the lower income groups (1* and

2™ quintiles), females save more than males while in
higher income groups (4™ and 5 quintiles) males tend
to have higher savings.

Table 4.3d - Average Savings by Gender and Income Group

Per saver (Rs)

1

4.4 Purpose of Borrowing

Construction/housing is the main purpose of borrowing
by households, both in terms of the value and number
of loans. These loans account for about 41% of the total
value and about 29% of the number of loans taken by
households. Construction/housing loans are equally im-

portant in all three sectors, i.e., urban, rural and estate.

Furthermore, nearly 30% of the total loan amounts
have been taken for some form of livelihood or income
generation activity such as a business enterprise or ag-
riculture, livestock and fisheries. Nevertheless, it is in-

teresting to note that loans for agriculture and related

Per male saver (Rs) Per female saver (Rs) | Male / Female savings
0.9

8,115 7,646 8,621

10,919 8,512 13,276 0.6
17,350 17,645 17,166 1.0
21,598 22,870 20,318 11
62,224 76,134 47,145 1.6

activities, even though they account for about 19%
of the total number of loans taken by households, are
only about 6% in terms of value. This is explained by

the relatively small size of loans taken for these activi-

ties (see Table 4.4a).

It is interesting to find that loans for consumption,
emergencies and loan resettlement purposes account
for less than 10% of borrowings in terms of value while
almost 85% of the borrowings have been for income
generation or investment purposes, i.e., housing and

purchasing assets.



Table 4.4a - Purpose of Borrowing

Agriculture, livestock & fisheries 18.8
Business/enterprise 16.7
Construction/housing 28.8
Assets/durables 8.0
Consumption 33
Emergencies * 16.7
Settlement of loans 41
Other ™ 36

] 1000

*

ok

Considerable disparities can be observed across sectors
with regard to purpose of borrowings (see Table 4.4b).
In the estate sector, 46% of the loans taken (amount-
ing to about one-third of the loan value) have been
obtained for emergency purposes. A further 10% of
loans have been taken for settling existing loans. How-
ever, borrowing for emergencies and repaying loans is
much lower in the rural and urban sectors. As expect-
ed, in the estate sector, where most individuals in the

household are employed on the plantations, business/

Table 4.4b - Purpose of Borrowing: Sector

Rural

Purpose of Loans Number of

loans (%) (%)

7.7
Business/enterprise 16.3 234
Construction/housing 28.4 38.0
Assets/durables 7.9 17.5
Consumption 33 1.2

Agriculture, livestock & fisheries 21.0

Emergencies* 15.7 6.3
Settlement of loans 4.1 2.0
Other ** 3.4 39

I oo 1000

*

ok

Number of loans (%) Value of loans (%)

Includes medicinal, ceremonial and ritual and other emergency purposes.
Includes any other category and also a very small number of loans where a purpose was not stated.

Value of loans

Includes medicinal, ceremonial and ritual and other emergency purposes.
Includes any other category and also a very small number of loans where a purpose was not stated.
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Average loan size (Rs.)

25,995

22.6 113,973
406 118,392
16.4 173,163
1.5 39,054
6.3 31,768
1.6 32,416
52 120,049

100.0

enterprise related loans are rare, accounting for only
1% of the loan value in the estate sector, while this is
over 23.4% and 21.2% in the rural and urban sectors

respectively.

Purpose of borrowing shows somewhat similar pat-
terns between urban and rural sectors, both in terms
of value and number of loans. The exception is agri-
culture related loans that are, not surprisingly, much

lower in the urban sector.

Urban Estate

Number of  Value of loans
loans (%) (%)

Number of  Value of loans
loans (%) (%)

7.1 1.5 10.7 1.4
22.0 21.2 1.8 1.0
33.6 46.4 17.9 371
10.1 14.2 0.0 0.0

3.0 22 7.1 2.3
16.8 6.0 46.4 32.7

26 0.5 10.7 3.0

49 8.0 5.4 125

100.0 100.0 100.0 1000
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The importance of agricultural and emergency loans is
clearly higher among lower income groups while loans
for purchasing assets/durables become more important
as household income increases. Nevertheless, housing/

construction loans are the most important in terms of

Table 4.4c - Purpose of Borrowing: Income Group

1st Quintile 2nd Quintile

Number
of loans
(%)

Value
of loans
(%)

Number
of loans

(%)

Purpose of Loans

(%)

Agriculture, livestock &

fisheries 251

221 16.7

116

Business/enterprise 14.6 19.8 14.8 15.8
Construction/

housing 225 27.8 28.7 42.0
Assets/durables 2.2 2.7 7.0 1.1
Consumption 5.2 3.0 4.2 1.1
Emergencies* 21.0 17.6 228 12.8
Settlement of loans 7.5 38 3.3 24
Other** 1.9 33 2.5 32
B 00 000 1000 1000

*

ok

Value of
loans

Includes medicinal, ceremonial and ritual and other emergency purposes.
Includes any other category and also a very small number of loans where a purpose was not stated.

value among all the quintiles. This is to be expected
as construction usually involves a larger value require-
ment. Further, borrowings for business/enterprise are
high across the quintiles, though highest in the 5%
quintile.

3rd Quintile 4th Quintile 5th Quintile

Value of
loans
(%)

Number
of loans
(%)

Value of
loans
(%)

Number
of loans
(%)

Value of
loans
(%)

Number
of loans
(%)

16.8 8.0 222

176 11.9 15.4 15.0 19.3 26.4
30.9 42.6 27.9 45.0 314 39.7
6.5 123 8.0 134 125 18.7
3.0 1.1 29 1.7 25 1.5
18.7 17.0 15.2 7.0 103 3.8
2.7 1.8 5.3 3.2 25 1.0
3.8 5.4 3.1 35 6.1 5.8

100.0 100.0 100.0 100.0 100.0 100.0

4.5 Terms and Conditions on Loans and Savings.

This section looks briefly at the terms/conditions attached to credit and savings facilities obtained by households

in this sample.

4.5.1 Collateral Requirements

As shown in Table 4.5a, the most common forms of
collateral used in obtaining loans are personal and
group guarantees that have been used respectively for
about 30% and 26% of the total loans obtained. Fur-
thermore, nearly 20% of loans have been obtained by

using jewellery as collateral (pawning), while approxi-

mately 12% have been obtained using other assets
such as land, buildings, vehicles and other durables.
However, it should be noted that due to the social
stigma associated with pawning (mainly collateral of
jewellery), the figure given for jewellery could well be
under reported.
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Table 4.5a - Collateral Requirements for Loans: Income Group

No collateral 6.05% 2.6%
Land 7.7% 1.5%
Building/property 1.8% 0.0%
Jewellery 18.6% 20.6%
Vehicle/other durables 1.6% 0.5%
Personal guarantee 29.9% 21.3%
Group guarantee 26.3% 47.9%
Savings 4.3% 3.7%
Other 1.7% 0.8%
No Response 2.1% 1.1%
B o 100.0%

An interesting observation is that types of collateral
vary across income groups. Group guarantees play an
important role among the lower income groups; nearly
one-half of the loans obtained by individuals in the

lowest income group are based on group guarantee.

4.5.2 Interest Rates

An interesting observation in this study is that bor-
rowers and savers have a poor knowledge of the appli-
cable interest rates on their loans/savings accounts. In
the case of about 42% of loans taken, and about 67%
of savings/deposit accounts, the exact rates of interest
were not known by the households. One reason for
this, particularly with regard to loans, is that the details
of all loans taken over the past three years are included
in this study, and many households are not able to re-
call the interest rate details of past loans. For savings,
the knowledge/awareness on interest rates is also poor,

particularly with regard to compulsory savings.

Table 4.5b shows details of interest rates on loans and
savings/deposits of households for which information

is available.

Approximately 31% of the loans have been obtained at

an annual interest rate of 10% or less. As current market

Collateral Type Of total loans | 1st quintile 2nd quintile 3rd quintile 4th quintile 5th quintile

4.5% 5.2% 8.8% 6.7%
3.6% 4.3% 7.0% 16.7%
0.3% 0.8% 2.7% 3.8%
22.6% 20.4% 18.7% 12.6%
1.8% 1.6% 1.1% 2.8%
25.1% 32.9% 31.8% 33.5%
34.9% 26.6% 20.7% 14.2%
&.7% 4% 4.7% 4.0%
1.7% 2.2% 1.7% 1.9%
0.8% 1.9% 1.8% 3.8%
100.0% 100.0% 100.0% 100.0%

However, personal guarantees are used to a greater
extent in higher income groups. Usage of jewellery
as collateral is common to all, though more popular
in lower income groups. Other assets such as land are

used largely in the richer groups.

rates are much higher than 10%, it is likely that these are
concessionary rates provided for various reasons (e.g.,

loans given to tsunami affected households).

Table 4.5b - Interest Rates: Loans and Savings

o ,
% of loans h aocfczi\rlmltr;gs

Rate of Interest
(% P.A)

307 817
274 136

215 38

118 038

26 0.1

] 1000 100.0

However, over 55% of loans have an annual interest
rate between 10% and 20%. With regard to savings,
over 80% of the accounts receive an annual interest of

10% or less.
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4.5.3 Loan Processing, Frequency of Payments and Repayment Period
It is interesting to note that 17.5% of the loans have  Table 4.5d - Frequency of Payments

been obtained immediately/on request. However,

about 45% of loans taken involve a processing period o 1 SOl

Weekly 3.1
Fortnightly 0.3
Monthly 66.7
Quarterly 25

Twice a Year 16

of over 2 weeks. This is a fairly lengthy period of time
and as will be seen in the following sections, a long
processing period is seen by many as a barrier to ob-
taining loans and is one of the reasons for households

choosing to obtain credit from informal sources.
Once a Year 3.1

When Possible 0.7
Other 9.0

Table 4.5¢ - Loan Processing Period No response 12.8

] 1000

On request / immediately 17.5 Table 4.5e - Loan Repayment Period
Within 1 day 59

Less than 3 days 4.7 % of loans
Within one week 10.4 1 year or less 35.4
1-2 weeks 13.1 > 1¢=2 18.1
More than 2 weeks 45.4 »2¢=5 31.5
No response 3.0 >5 4.9

_ 100.0 No response 10.1
] 1000

Two-thirds of loans taken involve monthly payments.
35% of loans taken have a repayment period of one year

or less and 31.5% have a repayment period between 2

and 5 years.
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9. Informal Credit

Despite the widespread use of credit and savings fa-
cilities from FIs (i.e., formal financial sector), infor-
mal sources also play an important role in meeting the
credit needs of households. This section provides a de-
tailed picture of the informal credit market, i.e., vari-

ous sources of informal credit, the extent and purpose

5.1 Utilisation of Informal Credit

OUTREACH OF FINANCIAL SERVICES §
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for which informal credit is used by households and
the reasons for accessing the informal financial sec-
tor. Informal credit here refers to credit obtained from
non-institutional sources that include friends/relatives/
neighbours, money lenders, traders, landlords, and Ro-

tating Savings and Credit Associations (ROSCAS).

Table 5.1a - Utilisation of Informal Credit by Sector and Province

Total 18.3
Rural 18.5
Urban 16.6
Estate 208
Western 141
Central 26.0
Southern 14.0
North Western 18.7
North Central 2556
Uva 18.2
Sabaragamuwa 23.1
Northern 227
Eastern 13.7

Overall, 18.3% of households have utilised informal
credit and nearly half of them (8.6% of households)
have accessed only informal sources for their credit
needs. These figures provide some indication of the ex-
tent of credit demand by households that has not been
met by the formal financial sector.

Sectoral level disparities with regard to use of infor-
mal credit are not large. The estate sector has the high-
est percentage households that have utilised informal
credit (20.8%) while the urban sector has the lowest

HHs using only informal credit

Sector/Province HHs using informal credit (%)

HHs using both formal &

(%) informal credit (%)
8.6 9.7
8.2 10.3
9.2 7.4
12.3 8.5
8.2 5.9
7.5 18.5
5.0 9.0
11.8 6.9
5.7 19.9
139 4.3
10.5 12.6
9.1 136
8.0 5.7

(16.6%). However, at provincial level, the number of
households that have used informal credit varies from
about 14% in the Eastern, Southern and Western
Provinces to almost 26% in the Central and North
Central Provinces. When looking at households that
have used only informal sources, Uva Province has the
highest figure. This further supports the finding in ear-
lier sections that only 38% of households in Uva Prov-
ince have accessed the formal financial sector for their

credit needs - one of the lowest among the provinces.
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Table 5.1b - Utilisation of Informal Credit: Income Group

HHs using informal credit (%)
1

178
21.7
18.3
18.5
15.1

Utilisation of informal credit is highest in the 2nd to 4th
quintiles. However, it is interesting to note that the pro-
portion of households that have accessed only informal
sources of credit is higher among the lower quintiles.
For example, in the 1st quintile 17.8% of households
have utilised informal credit, of which over 60% have

9.2 Sources of Informal Credit

The principal sources of informal credit are: (a)non-
commercial sources such as friends, relatives and
neighbours and (b)commercial sources such as money
lenders,

traders/shopkeepers, landlords/employers.

In addition, Rotating Savings and Credit Associa-

Table 5.2a - Sources of Informal Credit

Relatives/friends/neighbours 62.0
Money Lender 26.4
Trader/shopkeeper 30
Landlord/employer 5.3
ROSCAS 22
Other 1.1
] 1000

Non-commercial sources such as friends, relatives and
neighbours play a dominant role in the informal credit
market, accounting for about 73% of the total value, and
62% of the number, of loans obtained from informal
sources. Money lenders are the second most important

source, accounting for 20.5% of the value and about

HHs using only informal
credit (%)

HHs using both
formal & informal credit(%)

108

11.0 10.7
9.2 9.1
5.9 126
5.8 9.3

used only informal sources, accounting for about 10.8%
of households in this income group. In the higher quin-
tiles, the percentage of households using only informal
credit is about 6% (accounting for 30-40% of those us-

ing informal credit in the higher income groups).

tions (ROSCAS), which are often known as “Seettu’
or ‘Cheettu’, are another source of informal finance.
Table 5.2 shows the relative importance of each of
these sources in terms of the value and number of loans

taken.

SOUTEE Number of loans Value of loans Average loan size
(%) (%) (Rs.)

72.9 37,252
20.5 24,649
1.5 15,563
32 19,064
1.6 22,752
03 8,429
1000 31,673

26% of the number of loans. An interesting finding is
that the average size of a loan obtained from the money
lender is about Rs. 25,000 and is smaller than an aver-
age loan from friends/relatives/neighbours (around Rs.
37,000). The importance of other sources such as trad-

ers, landlords/employers and ROSCAS is relatively low.



Non-commercial sources dominate in the higher in-
come groups. In the 3rd to 5th quintiles, around 70%
of the value, and over 60% of the number, of loans
are from non-commercial sources (see Table 5.2b). In
the 5th quintile, as much as 84% of informal credit
in terms of value is from these sources. Nevertheless,
among the lower income groups, commercial sources
(i.e., money lenders, traders, and employer/landlords)
are more important, particularly in terms of value of
loans. In the Ist quintile, these commercial sources
jointly account for nearly 60% of the value of informal
credit. However, in terms of the number of loans, non-
commercial sources such as friends and relatives still
account for almost 60% in the 1st quintile. Relatively
smaller size of loans obtained from these sources (c. Rs.
6,500) may be a reason for poorer households to rely

on commercial sources.

OUTREACH OF FINANCIAL SERVICES E
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The money lender is the most important of the com-
mercial sources in all income groups. Around 20%-
30% of the numbers of informal loans in all the
quintiles are obtained from money lenders. However,
borrowing from money lenders is notably higher in
the 2nd quintile, accounting for approximately 46%

of value and 32% of the number of loans.

It is observed that the average loan size from friends/
relatives/neighbours as well as from money lenders
is much larger in higher quintiles compared to low-
er quintiles. Average loan size from friends/relatives/
neighbours is about Rs. 6,500 in the 1st quintile while
it is over Rs. 100,000 in the 5th quintile. Similarly, the
average size of a loan obtained from a money lender is
around Rs. 11,810 in the 1st quintile and almost four
times higher in the 5th quintile.

Chapter 5
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5.3 Purpose of Borrowing

Households borrow from the informal credit market

for various purposes such as consumption, emergen-

Table 5.3 - Informal Credit by Purpose

Purpose Number of loans (%)
Agriculture, livestock & fisheries 8.9
Business/enterprise 9.5
Construction/housing 7.6
Assets/durables 4B
Consumption 10.8
Emergencies* 45.0
Settlement of loans 7.3
Other** 6.2
] 1000

*

ok

Approximately 58% of informal credit in terms of
value has been taken for income-generation (i.e. busi-
ness or agriculture related) or investment (i.e., housing
or purchasing assets) purposes. Nevertheless, in terms
of the number of loans these account only for about
30%, indicating relatively larger size loans are obtained
for these purposes. In particular, business and con-
struction/housing loans account for 25.6% and 20.6%
respectively, of the total value of informal borrowings.
Further, as can be seen from Table 5.3, the average size

of a loan taken for these purposes is about Rs 85,000.

45% of the total number of loans from informal sourc-
es has been taken for emergencies. However, these
loans account for only about 22% of the total value of

informal borrowings.

It is interesting to note that nearly one-third of loans

Includes medicinal, ceremonial and ritual and other emergency purposes.
Includes any other category and also a very small number of loans where a purpose was not stated.
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cies, investment, income generation/livelihoods and

settling past loans.

Value of loans (%) Average loan size (Rs.)

6.9 24,670
25.6 84,875
20.6 85,344

5.3 36,562

29 8,492
22.1 15,561

5.0 21,778
116 59,189

100.0

from the formal sector and nearly one fourth of loans
from informal financial sources have been taken for
income generation activities such as business and agri-
culture. Nevertheless, the average size of loans taken for
these purposes from the formal FIs is larger compared
to those from informal sources. In addition, there is
less reliance on the informal credit for purposes such
as construction. Loans from the formal sector for con-
struction/housing account for about 41% of the total
value of loans from FIs. This is about twice as high as
the share of construction loans from informal sources.
Similarly, loans taken for purchase of assets constitute
about 16% of the value of loans taken from the formal
sector but only around 5% of the value of loans taken
from informal sources. In contrast, emergency loans
account for a significantly higher share - both in terms
of value and number of loans - in the informal sector

as compared to the formal financial sector.
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5.4 Collateral Requirements

Nearly 70% of loans from informal sources require
no collateral. This can be justified by the earlier find-
ing that a larger share of informal credit (about 62%)
comes from non-commercial sources such as friends,

relatives and neighbours.

Only around 5% of loans from the informal sector
have been taken using various assets/durables as col-
lateral. Further, it should be noted that collateral re-
quirements for 17.6% of the loans obtained were not
mentioned; this may be partly due to unwillingness to

reveal such information.

9.9 Reasons for Accessing Informal Sector

There are a number of possible reasons which explain
why households borrow from informal sources despite
the considerable outreach of FIs in Sri Lanka.

Easy access/ ability to borrow quickly and absence of
collateral requirements are highlighted as key reasons
for using informal credit by a majority of households.
Flexibility in terms and conditions and simple loan
procedure are also important reasons identified by over
one-fourth of households that have utilised informal
credit. This supports the earlier finding that 45% of
the loans taken from the informal sector are for emer-
gency purposes. Not surprisingly, quick and easy ac-
cess, lack of collateral requirements and flexibility are

important factors in an emergency situation.

It is also important to point out that 20% of house-
holds state that they use informal sources of finance as

they are not able to access formal Fls.

Table 5.4 - Type of Collateral: Informal Credit

Collateral Number of loans (%)
No collateral 69.6
Land 35
Building/property 0.6
Jewellery 0.8
Household items 0.6
Personal guarantee 33
Group guarantee 0.5
Past loan record 0.5
Other 3.0
No response 17.6
] 1000

Table 5.5 -
Reasons for Accessing Informal Financial Sector

% of His

Can borrow quickly /easy access 75.0
Collateral is not required 67.0
Flexibility in terms and conditions 336
No need to fill loan application forms/ 26,5
loan procedure is simple

There are no restrictions on the loan use 21.0
Lack of access to formal institutions 20.0
Can borrow any amount/large amounts 18.0
No enforced savings 10.6
Low interest rate 8.0
Other 28

Multiple responses allowed per household. Percentages are calculated
out of those who took informal finance and therefore do not add to

100%.



6. Insurance Facilities

Insurance facilities are an important component of fi-
nancial services and are generally seen as the next step
after savings as they can be used as a buffer against
unforeseen risks and also as an investment. However,
for the purpose of this study insurance has been looked
at separately from other financial services such as credit
and savings facilities. The main reason for this is that
credit and savings facilities have been looked at in terms
of their utilisation from financial institutions and from
the informal sector, whereas in the case of insurance
this is not possible as insurance facilities are obtained
through many different channels, ranging from pro-
viders of insurance such as the specialised insurance
companies, to other financial institutions, employers,
the Government and various societies such as the Fu-

neral Aid Societies which are common in Sri Lanka.

The purpose of this chapter is to examine the extent to
which households in Sri Lanka have obtained insur-
ance facilities, the types of insurance obtained and the
institutions, both formal and informal, through which

such insurance facilities are obtained.

In Sri Lanka, the insurance sector is regulated and su-
pervised by the Insurance Board of Sri Lanka (IBSL)
and comes under the purview of the Regulation of In-
surance Industry Act No.43 of 2000. Currently there
are 14 companies licensed under this Act, 11 of which
are composite companies, i.e., providing both life and
general insurance '. However, there are various MFIs/
societies such as the Yasiru Mutual Provident Society,
SEEDS?, and Samurdhi that offer insurance services to
their clients who are largely from low-income groups.
Some of these MFIs/societies such as SEEDS act as re-
tailers of insurance selling the insurance policies of reg-

istered companies to the MFI clients. In addition, in-

1 CGAP (2006), ALMAO and Yasiru Sri Lanka, CGAP Working Group on
Micro insurance, Good and Bad Practices, Case Study 21.

2 Sarvodaya Economic Enterprise Development Services (Guarantee
Limited).
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surance services are also provided by the State through
the Agriculture and Agrarian Insurance Board and also
through the National Insurance Trust Fund.

There are also over 2,000 Funeral Aid Societies in Sri
Lanka and a large number of other community based
societies that deal with some aspect of social security.
Funeral Aid Societies, also known as Death Donation
Societies, provide assistance in the event of the death
of a member or a spouse or child of the member. This
is also a form of insurance though at a more informal
level and is a very important form of social security
in most communities (especially at the village level).
In fact, the Yasiru Mutual Provident Society was based
on this model and the Sanasa Insurance Company was
inspired by these societies. At present the SANASA
Insurance Company Limited® (SICL) has introduced
a Funeral Aid Insurance Scheme where the insurance
policy is issued to the (funeral aid) society. In the event
of death of a member or family member the claim is

settled by the society and then reimbursed by the com-
pany.

Furthermore, many houscholds obtain insurance
through their employer and in these cases the final in-
surer is a licensed insurance company. The policy is
issued in the company name and the claim paid to the

individual by the company.

In this manner, insurance facilities provided by/channelled
through MFIs, community level societies, the Government
and employers also form an important part of the total
insurance services provided to households in Sri Lanka.
Thus, in this section, the term insurance refers not only to
insurance services provided by the licensed companies but

also through all the sources described above.

3 Previously All Lanka Mutual Assurance Organisation (ALMAO).
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6.1 Utilisation of Insurance Facilities

Over 31% of households in the country have obtained
some form of insurance. However, the majority of these
households have also utilised other financial services such
as the credit and/or savings facilities offered by Fls.

95% of households with insurance have accessed a
financial institution for at least savings or credit fa-
cilities®. This is consistent with the generally accepted
principle that as a financial instrument, insurance is

generally the next step after savings and credit.

Table 6.1 - Utilisation of Financial Services by
Households with Insurance

Financial Service Obtained HHs with insurance (%)

Insurance, Credit and Savings 55.1
Insurance and Savings 348
Insurance and Credit 5.1

Insurance only 5.0

] 1000

6.2 Utilisation of Insurance Facilities by Sector, Province and Income Group

Nearly a third of households (32.2%) in the rural sec-
tor have obtained some form of insurance. This figure

is the highest with the other two sectors having a lower

Figure 6.2 -
Utilisation of Insurance Services: Income Group
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In most provinces, approximately a third of households
have obtained some form of insurance though this fig-
ure varies across provinces - from 13.4 % and 15.9 %
in the Uva and Eastern Provinces respectively, to 47.9
% in the Sabaragamuwa Province. However, it should
be noted that in Sabaragamuwa almost a third of the
households have obtained insurance from the Samur-

dhi Scheme’® and about 13.1% from the Government.

4 In fact only 1.6% of the entire sample of households had obtained
only insurance.

proportion of households who have obtained insur-
ance -28% in the urban sector and 22%in the estate

sector.

Table 6.2 -
Utilisation of Insurance Services: Sector and Province

31

Rural 322
Urban 28.3
Estate 223
Western 328
Central 37.0
Southern 299
North Western 28.5
North Central 31.8
Uva 13.4
Sabaragamuwa 47.9
Northern 26.4
Eastern 15.9

There is a clear increasing trend in the utilisation of insur-
ance across income groups with less than 20% of house-

holds in the 1st quintile having obtained insurance com-

5 It is important to reiterate here that the Samurdhi insurance com-
ponent, like its saving component, is compulsory. Also, as stated in
Chapter 3 of this document, 48% of households in the Sabaragamu-
wa Province obtain their financial services from Samurdhi Banks.



pared to 43.1% in the 5th quindile. It is evident that even
in the higher to middle income quintiles there is much
scope for the expansion of insurance with less than half

the households in all the quintiles having obtained in-

6.3 Source of Insurance
As explained earlier, households obtain their insurance

requirements through diverse sources such as insur-

ance companies, MFIs, the Government, employers

Table 6.3a - Source of Insurance: Sector

Total 59.4% 28.9%
Rural 56.7% 31.8%
Urban 79.3% 13.1%
Estate 27.6% 34.5%

OUTREACH OF FINANCIAL SERVICES §
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surance facilities. Further, the types of insurance and the
sources/channels through which they are obtained vary

across quintiles as we will see in subsequent sections.

and various societies. This section ascertains the im-
portance of these different sources and the disparities

across sectors, provinces and income groups.

Insurance Financial Community

6.1%
6.7%
£1%
0.0%

4.0% 8.0% 2.4%
3.1% 9.0% 2.4%
3.4% 0.7% 2.8%
31.0% 17.2% 0.0%

Percentages are calculated out of the households who have obtained insurance. As some households have obtained insurance from more than one source,

percentages will not sum to 100%.

Overall, insurance companies and financial institu-
tions play a leading role in the market for insurance.
59.4% of households with insurance have obtained
their insurance facilities from insurance companies and
28.9% through financial institutions. Approximately
one fifth of households obtained insurance through
the Government, employers and various societies such
as the death donation societies. Overall country figures

are largely reflective of the rural sector.

Sources of insurance vary quite substantially across

sectors. In the urban sector insurance companies play
a dominant role with nearly 80% of households hav-
ing obtained insurance services from these companies
compared to only 28% of households in the estate sec-

tor.

Financial institutions and employers play an impor-
tant role in the estate sector with about two-thirds of
households having obtained insurance through these
sources. Employers play only a very small role in the

other two sectors.
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Table 6.3 b - Source of Insurance: Province

Insurance Financial Community

Uvera 59.4% 28.9% 6.1% 4.0% 8.0% 2.4%
Western 73.7% 18.1% 3.2% 4.3% 0.7% 3.6%
Central 50.7% 31.3% 12.5% 5.6% 1.4% 4.9%
Southern 62.4% 40.4% 2.8% 0.9% 0.0% 0.9%
Northern 100.0% 0.0% 6.9% 0.0% 0.0% 0.0%
Eastern 100.0% 2.8% 0.0% 0.0% 0.0% 0.0%
North Western 62.6% 30.3% 4.0% 1.0% 16.2% 1.0%
North Central 50.0% 39.3% 3.6% 7.1% 1.8% 3.6%
Uva 40.0% 72.0% 0.0% 0.0% 0.0% 0.0%
Sabaragamuwa 22.6% 39.4% 13.1% 8.0% 38.0% 0.7%

Percentages are calculated out of the number of households that obtained insurance in each province. As some houscholds have obtained insurance from

more than one source, percentages will not sum to 100%.

In most provinces households access mainly insurance
companies for their insurance requirements though
the actual figure varies substantially across provinces.
In the Northern and Eastern Provinces all households
who obtained insurance services have accessed insur-
ance companies, whereas, in the Sabaragamuwa Prov-

ince this figure is as low as 22.6%.
In the Uva Province, nearly three fourths of households

with insurance have accessed financial institutions for

Table 6.3c - Source of Insurance: Income Group

their insurance requirements. Furthermore, in the
Sabaragamuwa, Southern and North Central Provinc-
es, about 40% of households have obtained insurance
through FIs. However the importance of this source is

negligible in the Northern and Eastern provinces.

In the Sabaragamuwa Province over a third of house-
holds obtained insurance through various community-

based societies such as death donation societies.

Insurance Financial Community

Total 59.4% 28.9% 6.1% 4.0% 8.0% 2.4%
1 25.6% 56.4% 12.0% 5.1% 13.7% 0.9%
39.6% 48.2% 5.5% 3.0% 12.8% 2.6%

60.1% 28.7% 4.8% 3.7% 8.0% 3.2%

66.3% 24.4% 6.7% 6.2% 3.6% 1.6%

81.9% 6.3% 4.3% 2.8% 5.5% 3.1%

Percentages are calculated out of the number of households that obtained insurance in each quintile. As some households have obtained insurance from

more than one source, percentages will not sum to 100%.

Sources accessed for insurance appear to be related
to household income. It can be clearly seen from the
figure above that the percentage of households who
obtain insurance from insurance companies increases
with income group (from 25.6% in the 1st quintile to
81.9% in the 5th quintile).

Financial institutions are utilised more by the lower
income groups to obtain their insurance requirements.
Just over half the households in the 1st quintile have
obtained insurance from FIs compared to just over 6%

in the 5th quintile.



6.4 Types of Insurance
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The following figure illustrates the different forms of insurance cover obtained by households and the relative

importance of each type.

Figure 6.4 - Type of Insurance
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Opverall, more than half the insurance obtained is life
insurance. Health insurance and insurance covering
life cycle events such as births and marriages together
make up just over 30%of all policies. Life, health and
life cycle related insurance together account for over
70% of all insurance types in all the quintiles. In the

bottom quintile, this figure is over 90%.

General insurance (such as property and vehicle) is
mainly obtained by households in higher income

groups. In the richest quintile, property/vehicle insur-

Overall Q1 Q2 Q3

® Health Insurance

m Life Insurance

H Other Life Cycle Event

B Farm/Crop Insurance
Property/Vehicle Insurance

m CreditInsurance

Other

Q4

ance account for over 20% of all insurance types while

this is less than 5% in the lowest 2 quintiles.

Property, crop and farm insurance, together make up
a very small percentage of policies i.e., 6.5%. Given
the large agricultural community in Sri Lanka and the
inherent risks of agricultural livelihoods, there remains
much scope for farm and crop insurance yet to be ex-

plored.
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7. ‘Credit Plus’ Services

‘Credit Plus’ services refer to non-financial services
such as vocational training, marketing assistance and
other business development services such as training
in financial management and book keeping, which are
provided with, or prior to, the provision of key finan-
cial services (mainly credit facilities), and, are mainly

services that would assist entrepreneurs and the self

7.1 Receipt of ‘Credit Plus' Services

Although it is believed that ‘credit plus’ services are
provided by a number of Fls, it is important to assess
what proportion of households obtaining financial ser-

vices also receive these non-financial services from Fls.

‘Credit plus’ services are offered as an exception. Under
5.0% of households have received the non-financial

services termed as ‘credit plus services from the FI they

deal with.

7.2 Sources of ‘Credit Plus’ Services

As mentioned in the introduction, ‘credit plus’ services

are often thought to be provided by Fls providing micro-

employed in developing their businesses. These ser-
vices are increasingly being recognized as an important
component of microfinance as they are important for
sustainability of enterprises. Even though this is not a
direct financial service, it is part of the financial pack-
age offered by a financial institution and should be

looked into when studying outreach.

Table 7.1 - HHs Receiving ‘Credit Plus’ Services

Vocational Training' 4.0
Marketing Assistance 1.0
Business Development Services* 3.0
Input Supply 1.6
Other 0.7

Percentages are calculated based on the number of households that have
obtained financial services (i.e. credit/savings facilities) from a FI.

* Includes technical assistance and services such as training on busi-
ness and financial management, accounts/ book keeping.

finance or SME loans. Therefore, it is useful to identify

from which FIs households have received these services.
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Table 7.2 - Financial Institutions Providing ‘Credit Plus’ Services

Vocational

Institution traini
raining

Marketing as-
sistance

Other Business
Development
Services*

Input supply

State Banks

People's Bank 6%
Bank of Ceylon 3%
National Savings Bank 2%
Domestic private banks 4%
Foreign private banks 0%
Regional Development Banks 8%
Co-operative Rural Banks (CRBs) 0%
Samurdhi Banks 46%
Sanasa (both SDB &TCCSs) 8%
NGOs/CBOs/ Co-ops/other MFls 25%
Finance & leasing companies 0%
Other 2%

10%

12% 15% 8% 29%
0% 3% 3% 6%
8% 3% 5% 0%
4% 7% 3% 18%
0% 0% 0% 0%
8% 1% 10% 0%
0% 0% 5% 0%

40% 30% 28% 35%

16% 18% 15% 6%

24% 19% 35% 6%
0% 3% 0% 0%
0% 1% 0% 12%

Percentages are calculated out of those households that have obtained that particular credit plus service. Column percentages will not total to a 100%

as HHs may have accessed multiple institutions for the same service.
*

Samurdhi Banks are the largest providers of ‘credit
plus’ services. Almost half the houscholds who have
obtained vocational training have done so from Sam-
urdhi Banks; it is a similar situation for other ‘credit
plus’ services. This is due to the Samurdhi Programme
being structured with a focus on community develop-
ment and individual empowerment. However, it is
likely that these services are delivered by other com-
ponents of the Samurdhi Programme rather than the
Samurdhi Banks.

NGOs, CBOs and Co-operatives, as a group, repre-
sent the second largest providers of ‘credit plus™ ser-

1 Also includes self employment training - i.e. training on how to
start your own business.

Includes technical assistance and services such as training on business and financial management, accounts/ book keeping.

vices. 35% of households obtaining assistance with
input supply received services from this group. Also,
approximately one fourth of those receiving market-

ing assistance and vocational training did so from this

group.

Sanasa also plays an important role in providing ‘credit
plus services. Over 15% of households receiving input
supply assistance, marketing assistance and BDS do so
through Sanasa. The involvement of the state banks
in this area is limited to People’s Bank which provides
marketing facilities and BDS to 12% and 15% of

households respectively.
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8. Barriers to Access

We have ascertained that over 80% of households
have obtained either loans or savings from a finan-
cial institution with 47% having obtained loans and

74.6% having savings in an FI. It is important to know
8.1 Households with Barriers to Access
84.4% of households state that they did not face bar-

riers to obtaining financial services, yet a considerable

percentage of these households had not obtained fi-

Table 8.1 - Households with Barriers to Access

- HHs that have accessed Fls HHs that have not accessed Fls Total HHs

whether these households, and particularly the remain-
ing 20%of households that have not accessed Fls, have
faced any barriers in accessing FIs.

nancial services (credit or savings facilities) from the

formal sector.

14.6%
68.0%
82.5%

Faced barriers
Not faced barriers

17.5% of households have not obtained financial ser-
vices of which 94% have not faced any barriers in ac-
cess. This implies that barriers to access are not the key

reason for non-utilisation of financial services.

The data was disaggregated according to income group

1.2% 15.6%
16.4% 84.4%
17.5% 100.0%

to determine whether a larger number of households
in lower income groups faced barriers in obtaining fi-
nancial services. Little difference was found between
income groups though it was observed that a margin-
ally higher proportion of households in the middle in-

come groups faced barriers to access.



8.2 Principal Barriers to Access

Table 8.2a - Barriers to Obtaining Credit

1

B | 3
OUTREACH OF FINANCIAL SERVICES?

Collateral requirements 47.5% 55.7%
Too many documents required for loan

applications 41.8% 42.9%
Long time taken for transactions 31.8% 15.7%
High interest rates on loans 25.3% 30.0%
Unaware of services provided by

institutions 224% 37.1%
Rigid terms and conditions 22.0% 14.3%
Non-availability of bank branches in

close proximity Ukl U2
Unfriendly attitude of bank officers 14.6% 5.7%
Inability to understand the forms to be filled 13.1% 14.3%
Restricted banking hours and restricted days 6.1% 2.9%
Forced savings/insurance premium 4.1% 5.7%
Gifts/benefits expected by bank officers 2.6% 0.0%
Uncomfortable in the institutional

environment (fear or intimidation) 0.8% 2.9%
Other (specify) 5.4% 11.4%

IN SRI LANKA§
Quintile
yi 3 4 5
57.5% 33.0% 45.4% 46.7%
43.4% 45.7% 36.1% 41.3%
23.6% 41.5% 40.2% 34.8%
245% 22.3% 26.8% 23.9%
18.9% 16.0% 21.6% 22.8%
22.6% 23.4% 25.8% 21.7%
15.1% 27.7% 19.6% 1461%
9.4% 14.9% 22.7% 18.5%
13.2% 12.8% 16.5% 8.7%
7.5% 7.4% 41% 7.6%
2.8% 3.2% 4% 5.4%
1.9% 3.2% 2.1% 5.4%
0.0% 0.0% 2.1% 0.0%
2.8% 6.4% 4% 4.3%

Percentages calculated out of the number of households that faced barriers in relevant income group. Multiple responses were permitted therefore

percentages will not sum to 100%.

40%-50% of households cite collateral requirements
and excessive documentation as the key barriers to ob-
taining credit. Long transaction time and high rates of
interest are also important. However, it is interesting to
note that high interest rates rank 4™ in order of impor-
tance, implying that quick and easy access to credit is
more important than the price of credit.

Interestingly, 22.4% of households cite lack of aware-
ness of the services provided by FIs as a barrier to
access. Rigid terms and conditions are also seen as a

problem though this seems to be more of an issue for

households in the richer income groups.

Collateral requirements, high interest rates, inability
to understand forms and lack of awareness of services
provided are barriers that are faced to a larger extent
by households in poorer income groups; whereas rigid
terms and conditions and long transaction time are is-

sues for richer households.

Lack of proximity to the institution is seen as a barrier by
18.1% of households. A higher percentage of households
in the middle income groups found this a barrier to ac-

cess- nearly 30% of households in the 3rd quintile.
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Table 8.2b - Barriers to Saving in Fls

Long time taken for transactions 26.6%
Low interest rates on savings 26.6%
Unaware of services provided by institutions 24.4%
Too many documents required for applications 22.2%
Elfonx—ie;;/i?;’lablhty of bank branches in close 20.9%
Unfriendly attitude of bank officers 14.6%
Restricted banking hours and restricted days 12.0%
Inability to understand the forms to be filled 10.9%
Rigid terms and conditions for savings & loans 9.2%
Gifts/benefits expected by bank officers 26%
Uncomfortable in the institutional environment 15%
(fear or intimidation) o
Forced savings/insurance premium 0.2%
Other (specify) 1.7%

Barrier Total
1 2 3 4 )

Quintile
14.3% 22.6% 26.6% 34.0% 32.6%
32.9% 31.1% 21.3% 27.8% 20.7%
31.4% 19.8% 25.5% 20.6% 27.2%
20.0% 20.8% 22.3% 24.7% 22.8%
17.1% 18.9% 28.7% 18.6% 20.7%
10.0% 12.3% 12.8% 17.5% 19.6%
4.3% 14.2% 1.7% 12.4% 15.2%
8.6% 12.3% 8.5% 13.4% 10.9%
8.6% 8.5% 7.4% 13.4% 7.6%
0.0% 2.8% 1.1% 3.1% 5.4%
1.4% 3.8% 1.1% 0.0% 1.1%
1.4% 0.0% 0.0% 0.0% 0.0%
5.7% 0.9% 1.1% 1.0% 11%

Percentages calculated out of the number of households that faced barriers. Multiple responses were permitted.

Long transaction time and low interest rates are the
main barriers to saving highlighted by households. As
in the case of loans, households also complain of lack
of awareness of the services provided by FIs acting as a

barrier to access.

Long transaction time, restricted banking hours and
unfriendly bank officers were seen as barriers to access
by a greater proportion of households in the richer in-
come groups. 32.6% of households in the 5th quintile
cited long transaction time as a barrier compared to
14.3% in the Ist quintile. Low interest rates were seen
as a barrier by a greater proportion of households in

the poorer income groups.

Excessive documentation for application and non-
availability of branches in close proximity are men-
tioned as barriers to access by over 20% of households.
Proximity seems to be a bigger problem for middle in-
come groups possibly because in other income groups

there were more pressing barriers.

The key barriers are the same for both savings and

credit although they vary in degree of importance.



OUTREACH OF FINANCIAL SERVICES §
IN SRI LANKA

9. Expectations, Preferences & Suggestions for Improvement

This chapter describes household expectations and
suggestions for service improvement from financial

institutions as well as the institutional preferences of

households. It provides good insight for financial in-
stitutions as to possible areas of improvement and ex-

pansion.

9.1 Expectations and Suggestions for Improvement

The following table describes some of the key expecta-

tions households have from financial institutions.

Table 9.1a - Expectations from Financial Institutions

Expectation % of HHs

Low interest rate on loans 59.8
Simple and quick loan application procedure 44.7
Easy access/proximity 40.3
Can obtain individual loans 327
No collateral requirements 25.1
Customer friendly bank staff 17.7
Flexible repayment 14.0
Loan size tailor made to my needs 13.2
No restrictions on loan use 121
Provision of advisory services/technical advice 7.2
No need to repay loan 3.1
Mobile banking services 29
Other 25
No response 248

Percentages are calculated out of the total sample of households. Mul-
tiple responses were permitted for each houschold therefore percentages
will not sum to 100%.

It is not surprising that the main expectation house-
holds have from an FI is a low rate of interest on loans.
This is cited by 60% of households. In addition, nearly
half the households expect simple and quick loan ap-
plication procedures and just over 40% expect an FI
to be easily accessible or in close proximity to them.
These expectations match closely with the key barriers
to access cited in the previous section but the order of
importance varies. E.g., while 47.5% declared collat-
eral requirements to be a barrier to access, only 25.1%
expect no collateral at all. This implies that there is a
perception of over-collateralisation but a willingness to

provide some form of collateral.

Further, nearly a third of households express a pref-
erence for individual loans and 17.7% cite customer

friendly service as important.

Table 9.1b - Suggestions for Improvement

Suggestion % of HHs

Transaction procedures should be simplified

Number of documents required should be

reduced 384
Information on available services should 372
be improved ‘
A customer friendly atmosphere should be 320
promoted ‘
Cost of banking transactions should be 22 4
reduced ‘
Bank branches should be established in 17.9
close proximity :
Time taken for processing of transactions 16.7
should be reduced :
Banking hours should be extended 11.9
Number of business days should be in- 6.3
creased :
A wider variety of products e.g. money trans- 42
fer, insurance, training, etc, should be offered. :
Other 3.1

Percentages are calculated out of the total sample of households. Mul-
tiple responses were permitted therefore the percentages will not sum to
100%.

The above table outlines some suggestions made by the

respondents with regard to service improvement.

More than half the households (i.e., 57.5%) suggest
simplification of transaction procedures. In addition,
nearly 40% feel that the level of documentation should
be reduced and that more information should be avail-
able on the services provided. This is in line with the

barriers and expectations mentioned previously.
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Customer service is seen as needing improvement.
Approximately a third of respondents suggest that a
customer friendly atmosphere should be promoted in

financial institutions.

Over 20% of households suggest reducing the cost

9.2 Institutional Preferences

It is expected that institutional preferences would to a
great extent depend on the coverage/outreach of these
institutions in addition to other factors such as services
provided, quality of services, interest rates, reliability/

security, etc.
Preference of institution would also be expected to vary

by type of financial product; therefore preferences for
credit and savings institutions are looked at separately.

Table 9.2a - Preferred Institutions for Credit

Institution % of HHs

State Banks 38.1
People’'s Bank 235
Bank of Ceylon 10.4
National Savings Bank 4.2

Domestic private banks 7.8

Foreign private banks 0.0

Regional Development Banks 7.1

Co-operative Rural Banks (CRBs) 2.4

Samurdhi Banks 12.6

Sanasa (both SDB & TCCSs) 5.3

NGOs/CBOs/ Co-ops/other MFls other MFIs 3.6

Finance and leasing companies 0.2

Other 1.8

No response 211

Percentages are calculated out of the total sample of households there-
fore will not sum to 100%.

State banks as a group, and People’s Bank in particu-
lar, are the most popular, with 38.1% and 23.5% of
households respectively choosing these institutions as
their preference for obtaining credit. The result is not
surprising given the high outreach and wide banking
network of People’s Bank.

of banking transactions. These cost reductions could
come with an improvement in efficiency and greater
outreach of services but increased competition is more
likely to have an impact on reducing transaction costs
(such as commissions, fees for transferring funds and

various other bank charges).

Samurdhi Banks are also a popular choice with 12.6%
of households identifying this as their preferred insti-
tution. Overall, nearly 60% of the institutions chosen
are either state run banks or programs. However, it is
also noteworthy that the number of non-respondents

for this question is relatively high.

Proximity to the institution is a key factor. In fact, over
60.9% of loans (See Annex 7) were obtained from in-

stitutions less than 5 kilometres away from the house-

hold.

Flexible lending, simple loan procedures, required loan
size and low rates of interest are other important rea-
sons for choosing the financial institutions mentioned.
This supports the finding that rigid terms and condi-
tions are seen by over a fifth of households as a barrier

to obtaining credit (see Chapter 8.0).

Table 9.2b - Reasons for Selecting Preferred Institution

% of HHs

| can access this institution easily(proximity) 60.3
Flexible lending 37.6
Simple and quick loan application procedure 37.5
The rate of interest is low 30.1
| know the members and the staff very well 29.0
| can obtain individual loans 18.5
Customer friendly bank officers 16.8
This is the only institution in our area 15.1
Collateral is not required 10.8
Advisory services are provided as well 3.7
Mobile services 19
Because it is a Government institution 1.1
Other 7.0
No Response 13.5

Percentages are calculated out of the number of households which indi-
cated a preference of FI.  Multiple responses were permitted therefore
percentages will not sum to 100%.



Table 9.2c - Preferred Institutions for Savings

Institution % of HHs

State Banks 50.1
People's Bank 293
Bank of Ceylon 121
National Savings Bank 8.7
SME Bank 0.0
Domestic private banks 12.7
Foreign private banks 0.0
Regional Development Banks 5.9
Co-operative Rural Banks (CRBs) 26
Samurdhi Banks 79
Sanasa (both SDB &TCCSs) 4.7
NGOs/CBOs/Co-ops/other MFls 1.6
Finance and leasing companies 0.1
Other 1.0
No response 13.4
D oo

Percentages are calculated out of the total sample of households.

Over half the households identify state banks as their
preferred institutions to save in. These institutions
are often seen as reliable and stable which could be
key reasons for their popularity. The extensive branch
network of institutions such as the People’s Bank is a
factor which accounts for the differences within the
group. Samurdhi Banks and Regional Development
Banks are also cited as preferred institutions by 7.9%
and 5.9% of households respectively.

Compared to borrowings, a higher percentage of
households (12.7%) prefer to save with domestic pri-
vate banks. Interest rates probably play an important

OUTREACH OF FINANCIAL SERVICES §
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role here. Due to higher competition in the private sec-
tor, domestic private banks often offer higher rates of

interest and other incentives to attract savings.

Reliability and safety of the institution are prime con-
siderations when selecting a financial institution with
which to save. This is clearly seen by the choice of insti-
tutions for savings - i.e., state banks. Ease of depositing
and withdrawing funds, proximity and a high interest
rate are important but secondary factors considered

when choosing a savings institution.

As with the case of loans, customer service is impor-
tant, with over 20% of households selecting their in-
stitution of preference due to the presence of friendly

and approachable staff.

Table 9.2d - Reasons for Selecting Preferred Institution

It is reliable and safe 75.8

Money can be easily deposited 58.1
Money can be easily withdrawn 38.9
It is close to my home 31.6
The interest rate is high 30.0
Friendly and approachable bank staff 218
It forces me to save and teaches me sav- 125
ings discipline :

Incentives/ Bonus schemes 6.4
Other 6.1
It gives me prestige to save in this institution 32
It is a Government institution 1.0

Percentages are calculated out of the number of households which in-
dicated a preference of FI. Multiple responses were permitted therefore
percentages will not sum to 100%.

9.3 Demand for Services from Financial Institutions

Respondents were asked to describe their additional
needs in terms of financial services. More than half the
households! were in need of a loan and of this number,
56% had already obtained a loan from a financial insti-
tution, suggesting that current levels of borrowings are
not sufficient to meet household needs.

1 Approximately 52%.

Table 4.2 shows that nearly 65% of households have
total borrowings less than Rs. 50,000. However, as
shown in Table 9.4 below, additional loan require-
ments per household indicate a greater demand for
higher value loans compared to existing borrowing

patterns.
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Table 9.3a - Loan Requirement per Household

Total HH loan requirement % of HHs

<= Rs. 10,000

Rs.10,000-Rs.50,000 40.1
Rs.50,000-Rs. 100,000 22.7
Above Rs. 100,000 31.7
] 1000

Percentages are calculated out of the number of households requiring a loan.

In terms of purpose, construction/housing remains the
single largest category and has, in fact, a considerably
higher share than in the current borrowing structure
(compare Table 9.3b with Table 4.4a) and could account

for the increased demand for higher value loans.

When questioned on the rate they are willing to pay
on their loans, more than 50% of respondents declare

they are prepared to pay commercial rates which are
defined as between 15% and 25%.

9.4 Demand for Additional Products

Almost half the households (49.2%) mentioned that
they would like to receive further services from their
FIs. These are listed below.

87% of households require additional loan products,
which is an indication of lack of flexibility in lend-
ing and implies that households perceive existing loan
products as being too rigid and not tailored to their
needs. It is noteworthy that there is no demand for ad-
ditional savings products. However, insurance facilities

and pension/retirement products are also in demand

(45% of households).

There is a demand for various business development
services. Skills development and training is demanded
by 28% of households followed by marketing facilities
(14.4% of households).

Table 9.3b - Purpose of Loan

Construction/housing 46.3
Business/enterprise 25.5
Agriculture, livestock & fishery 10.5
Assets/durables 6.3
Settlement of loans 4.0
Emergencies* 37
Consumption 0.7
Other** 3.0
] 1000

Percentages are calculated based on the number of loans required. In
the case of some households multiple loans are required though for
different purposes.

* Includes medicinal, ceremonial and ritual and other emergency
purposes.

Includes any other category and also a very small number of loans
where a purpose was not stated.

ok

Table 9.4 - Demand for Products: by Type

Type % of HHs

Loan product 87.1

Skills development/ training 28.2
Insurance schemes (death/injury benefits) 26.6
Pensions / retirement products 18.1
Pawning facilities 15.7
Marketing facilities 14.4
Money transfer facilities 79
Book keeping / accounting services 4.6
Other 3.0

Percentages are calculated out of those households which would like to
receive additional services. Multiple responses were permitted therefore
the percentages do not sum to 100%.
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10. Impact of Financial Services

One of the key reasons for focusing on the provision
of financial services is that access to and utilisation of
financial services is thought to be an important means
of improving and increasing income generating op-
portunities and improving overall living conditions of
households. This chapter attempts to assess whether

access to financial services has had an impact on living

10.1 Overall Impact

standards and income generating or employment op-
portunities of households in general, and of women in
particular. The analysis of impact as presented here is a
subjective one, based on the perceptions of the house-
holds interviewed. In this analysis, the focus is on cred-
it as it is more often access to credit that would have a

significant impact on the factors mentioned below.

The following table shows the perceived overall impact of access to credit on households.

Table 10.1 - Impact of Access to Credit

Deteriorated

substantially
Household Income 5.5% 0.9%
Employment Opportunities 7.2% 0.6%
Housing Conditions 5.6% 0.4%
Asset Base 7.0% 1.1%
Savings 6.9% 1.7%
Ability to cope with risks 7.6% 0.5%
Education of Children 10.3% 0.1%
Access to health services 1.7% 0.6%
Water / Sanitary 7.8% 0.7%
Electricity 8.2% 1.3%
Skills Development 7.6% 0.9%
Business knowledge 9.0% 0.6%
Integration with villagers/society 7.2% 0.2%
Social Recognition 7.2% 0.2%
Standard of living 6.9% 0.6%

5.2% 49.5% 36.9% 2.0%
3.7% 72.1% 15.2% 1.3%
3.0% 46.2% 39.3% 5.4%
2.4% 60.6% 26.6% 2.3%
5.1% 40.8% 42.3% 3.2%
1.9% 60.6% 27.7% 1.8%
0.3% 65.9% 21.2% 2.1%
0.9% 717.2% 12.6% 0.9%
1.4% 81.2% 8.4% 0.4%
0.4% 80.6% 8.9% 0.5%
1.4% 75.7% 13.8% 0.6%
1.7% 70.7% 15.5% 2.5%
0.3% 58.9% 30.7% 2.7%
0.5% 63.4% 25.6% 3.0%
3.5% 45.8% 40.4% 2.7%

Percentages are calculated based on the number of houscholds that have obtained loans from FIs. Each row sums to 100%.

Over 40% of households who access financial institu-
tions for credit feel that their standard of living has im-
proved somewhat as a result. This can mainly be seen
in the impact on factors such as housing conditions,
household income and asset base. Access to credit also
helps nearly 30% of households to cope better with

various risks and vulnerabilities.

Overall impact is hard to gauge with some households
not responding and the majority stating that there is
no change in many of the factors. This could be due
to the fact that households do not attribute changes
in their living standards to their ability to access finan-

cial services. The data indicates that the majority of
households are of the view that access to credit has not
resulted in a change in most of the factors considered.
In fact, a negative impact was seen by less than 5% of
household s except in the case of household income
and savings where approximately 6% of houscholds
consider themselves negatively affected by having ac-
cess to credit. This could be due to the fact that com-
pulsory savings and repayment of loans reduces dispos-
able income and the ability to save, at least temporarily.
This is especially the case with loans which are not used

for income generating purposes.
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Figure 10.1 -
Impact of Access to Credit on Households: Income Group

The figure below presents the perceived positive impact of

credit on selected factors according to income groups.

% of HHs with a positive impact

Saving

Houshold
income

The positive impact of access to credit is more visible
in the higher income groups especially in the case of
household income, standard of living and household
ability to cope with vulnerability and risks. Over 45%
of HHs in the 5th quintile feel that there has been a
positive impact on their household income as a result
of accessing financial services compared to just over
30% in the lowest quintile. The disparity is especially
noticeable with regard to the overall standard of liv-
ing, with more than half the households in the highest
quintile experiencing an improvement compared to
approximately 30% in the lowest quintile. One pos-
sible reason could be the size of loans - those in higher
income groups are able to obtain larger loans which
are more likely to have an impact on factors such as

income, business opportunities, standard of living etc.

Integration A
with villagers with vulnerability

1st quintile
¥ 2nd quintile
¥ 3rd quintile
B 4Ath quintile

B 5th quintile

Standard

Ability to cope i
of living

and risk

Integration with villagers improved for over 36% of
households in the 3rd and 4th quintiles as a result of
access to credit. The social aspects of credit access are
more relevant to households in the middle quintiles
transacting with FIs such as Sanasa, RDBs and co-op-
eratives which are structured on a community based
approach. The impact is less in the case of richer in-

come groups.

For savings, although the highest impact is seen in the
3rd quintile, there is no clear trend. It would seem
that whilst richer quintiles may face a slightly higher
impact, overall there is no significant difference, with

between 40% and 50% of households in all income

groups experiencing an improvement.

10.2 Impact of Access to Credit by Type of Loan

The following sections take a more in-depth view of
the impact of different types of credit facilities on rel-
evant factors. For example, a housing loan may affect
a household’s housing conditions and overall standard
of living but has little or no impact on their health
awareness or business knowledge. This section focuses
on specific loans such as housing loans, loans for assets/
durables and entrepreneurial loans as these loan types

show the most impact.

Housing Loans

Table 10.2a looks at all the households that have ob-
tained at least one housing loan (although additional
loans may have been obtained for other purposes).

There are 467 such households in the sample.



Table 10.2a - Impact of Housing Loans

Housing conditions 5.6% 0.0%
Water / Sanitary 8.4% 0.4%
Electricity 8.6% 0.4%
Integration with villagers 8.4% 0.4%
Social recognition 8.1% 0.4%
Standard of living 7.9% 0.6%

Ability to cope with
vulnerability and risk 8.1% 1.1%

Nearly 70% of households which have taken housing
loans feel that their housing conditions have improved
and over 40% state that their standard of living has
improved. The added advantage of an improved ability

to cope with vulnerabilities and risks is felt by over a

fourth of households.

Improvement of housing conditions is also likely to
have an impact on social factors, as the type of house
can determine the status of a household, especially in
small, rural communities. Over one fourth of house-
holds state that their integration with villagers has im-
proved and over a fifth report an enhancement of the

social recognition they enjoy in their area.
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OUTREACH OF FINANCIAL SERVICES?
IN'SRI LANKA

Vo FESHERSE Deteriorated Deteriorated No Improved Improved
P substantially marginally change INEMEY substantially

2.4% 24.6% 55.9% 11.6%
0.6% 79.9% 10.1% 0.6%
0.6% 80.1% 9.4% 0.9%
0.2% 63.8% 25.7% 1.5%
0.4% 68.5% 19.5% 3.0%
3.9% 44.8% 40.5% 2.4%
2.4% 61.0% 25.9% 1.5%

A comparison of impact of housing loans on different
income groups was carried out but it was found that
there were no noteworthy differences across quintiles.
Impact was fairly homogenous, with slightly lower val-

ues in the lower quintiles.

Loans for Purchase of Assets and Durables
The table below looks at impact in terms of selected
factors, on households that have obtained at least one

loan for the purchase of assets/durables. There are 140
such households.

Table 10.2b - Impact of Loans for Purchase of Assets / Durables

Housing conditions 5.0% 0.0%
Asset base 5.0% 0.0%
Integration with villagers 6.4% 0.0%
Social recognition 6.4% 0.0%

Access to health services 6.4% 0.0%

Ability to cope with
vulnerability and risk 5.7% 0.0%

Standard of living 5.7% 0.0%

More than half these households have experienced an
improvement in their asset base which is not surprising

given the purpose of the loan. Furthermore, over 58%

) FESEEE Deteriorated Deteriorated No change Improved Improved
P substantially marginally g marginally substantially

0.7% 45.7% 45.0% 3.6%
0.0% 37.9% 52.1% 5.0%
0.0% 50.7% 40.0% 2.9%
0.0% 54.3% 36.4% 2.9%
0.0% 74.3% 18.6% 0.7%
1.4% 49.3% 41.4% 2.1%
0.7% 35.0% 53.6% 5.0%

feel that their standard of living has improved and over
40% state that they have an improved ability to cope

with vulnerability and risks.
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Nearly 50% of households state that housing condi-
tions have improved. This is to be expected given that
certain assets and durables (such as furniture, fridges

etc.) are related to housing conditions.

There is also a positive impact on social factors such as
social recognition and integration with villagers with
approximately 40% of HHs observing an improve-

ment in these areas.

The positive impact of these loans is marginally higher
across richer income groups especially in the case of as-
set base, overall standard of living and ability to cope
with vulnerability and risk. Approximately two thirds of
households in the 5th quintile experience an improve-
ment in standard of living compared to a third in the st
quintile. It is important to note that loans for assets and
durables are taken mainly by households in the richer
income groups- in fact only 4% of these types of loans
were taken by households in the lowest quintile com-

pared to 39% in the richest income group.

Business Enterprise Loans

This section covers the sample of 276 households which

Table 10.2c - Impact of Business Enterprise Loans

Household income 2.5% 0.4%

Employment opportunities 47% 1.1%
Housing conditions 3.6% 0.4%
Asset base 4.7% 1.4%
Savings 4.3% 0.4%
Water / Sanitary 6.2% 1.6%
Electricity 6.9% 1.4%
Skills development 4.3% 0.7%
Integration with villagers 4.3% 0.0%
Social recognition 4.3% 0.0%
Education of children 9.8% 0.0%
Access to health services 5.8% 0.7%
wulnerabiity and risk 54% 00%
Standard of living 4.0% 0.4%
Health awareness 5.4% 0.4%
Business knowledge 6.9% 0.7%
Other 92.8% 0.0%

obtained loans for business enterprises. Given the fact
that involvement in income generating activities tends
to impact a variety of factors from household income
and asset base to education of children and access to
improved health services, the table below covers a wide

range of factors.

As can be seen in the table below, 58% of households
experience an improvement in household income,
52.2% in savings and 56.2% in overall standard of liv-
ing. This is in line with expectations, as entrepreneurial
loans should be most effective in enhancing income
opportunities. This is one of the reasons why microfi-

nance focuses on income generating activities.

Between 30% and 40% of households state that em-
ployment opportunities and their business knowledge
have improved as result of accessing financial services.
Over 30% of households also state that their ability to

cope with vulnerability and risks has improved.

Integration with villagers and social recognition has
also improved for 30%-40% of households.

Deteriorated Deteriorated No Improved Improved
_ substantially marginally marginally substantially

5.1% 34.1% 54.7% 3.3%
4.0% 56.2% 31.2% 2.9%
3.6% 50.7% 39.5% 2.2%
2.9% 60.5% 28.6% 1.8%
4.0% 39.1% 48.9% 3.3%
1.1% 83.3% 7.6% 0.4%
1.1% 81.5% 8.3% 0.7%
2.2% 71.4% 19.6% 1.8%
0.0% 49.3% 43.1% 3.3%
0.4% 58.7% 31.9% £.7%
0.4% 66.7% 22.1% 1.1%
0.7% 76.4% 14.9% 1.4%
1.4% 57.6% 34.1% 1.4%
2.5% 37.0% 54.0% 2.2%
0.7% 77.5% 15.2% 0.7%
0.4% 53.3% 35.1% 3.6%
0.0% 6.9% 0.4% 0.0%
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Figure 10.2 - Impact of Business Enterprise Loans: Income Group

Houshold

{ Saving
income

Integration

% of HHs with a positive impact

In terms of household income, positive impact is more
visible in the higher quintiles. Approximately 40% of
HHs in the 1st quintile observed an improvement in
household income compared to almost 70% in the 5th
quintile. This could be due to the fact that those in
higher income groups are able to obtain much larg-
er loans therefore allowing a greater impact on their

lives.

Interestingly, access to entrepreneurial loans seems to
have a relatively high impact in the 2™ quintile (around
60% in terms of household income and standard of
living, a record level of almost 65% in terms of savings
and almost 50% in terms of integration with villag-
ers). This tends to support the common perception,

that while the poorest of the poor still struggle to im-

10.3 Impact on Women

In order to assess the impact on women we look only
at the households where a female member is involved
in dealing with a financial institution. 48% of house-
holds have a female member engaged in financial activ-
ities and dealing with an FI. Of these, 76.6% indicate
that they have full control over their loans and savings,
while in the case of 22.3% control over their savings
and loans is by, or jointly with, their husbands or other
family members. In nearly half the cases where women
do not have full control over the money borrowed,
financial activities are carried out with the husband’s

assistance.

Ability to cope
with villagers with vulnerability
and risk

1st quintile

5 2nd quintile

B 3rd quintile

B 4th quintile

B 5th quintile

Standard
of living

Business

knowledge

prove their lives, there is a group of active poor, which

is successful in exploiting given opportunities.

When employment opportunities are looked at, large
disparities between the different income groups can be
observed. While less than 20% of households in the
Ist quintile report an improvement in employment
opportunities, the values for the 2nd and the 5th quin-
tiles lie at almost 45%.

In the case of the other two variables, social factors such
as integration with peers seem to be homogenously in-
fluenced by utilisation of entrepreneurial loans across
income groups, while business knowledge is perceived
to have improved in the case of houscholds from the

higher income groups.

Of those females carrying out financial activities with
Fls, 80.7% claim they receive other benefits or services
from joining these institutions. The following table de-

scribes these benefits in more detail.

Benefits appear to mainly be livelihood related. Ap-
proximately 25% said they have received training and
skills development, almost 24% have received capital
to start a business and 17% have received training in
financial management. However other benefits such as
knowledge on health and nutrition issues (11.9% of

women) were also obtained by joining an FI.
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Table 10.3a - Benefits of Joining a Financial Institution

Training/ Skills Development 25.1

Capital to start business 239
Knowledge on Financial Management 17.0
Knowledge on health and nutrition issues 1.9
Marketing assistance 2.1
Book Keeping and Accounting knowledge 1.7
Other 14.9

No response 3.4

I o

Compared to the overall availability of ‘credit plus’ ser-
vices at the household level, availability to females is
much greater, reinforcing the earlier finding that these
services are provided mostly by MFIs whose clientele

consists primarily of women.

Table 10.3b - Impact of Accessing Financial Services on Women

Deteriorated | Deteriorated No Improved Improved

Decision making power

Self-confidence / independence

Status at home

Family relationships
Status in the community
Domestic violence
Attitude of the husband

Percentages are calculated based on the households where women have accessed Fls.

Following their involvement with FIs around 35% to
45% of women indicate that their decision making
power, confidence and independence, status at home

and family relationships have improved. However, as

in the case of overall impact, the majority of women
state that there is no change in these aspects as a result

of joining a financial institution.



11. Findings and Conclusions

The focus of this study is on the outreach of financial
services in Sri Lanka; however, it has tried to keep a
microfinance perspective by analysing utilisation of fi-
nancial services in terms of volumes and by income
groups. Given the National Development Trust Fund
(NDTF)! definition of micro-credit as “loans below
Rs. 100,0007, Sri Lanka seems to be essentially a mi-

Key Findings

Demand for microfinance

The Sri Lankan financial market is essentially a micro-
finance market with over 80% of households having
total borrowings below Rs. 100,000. Disparities do ex-
ist across sectors, regions and income groups. In the ur-
ban sector 67.9% of households have total borrowings
less than Rs. 100,000 compared to 100% in the estate
sector. Similarly, the Uva and Sabaragamuwa Provinces
(which have higher poverty rates) have a much higher
percentage of households with micro loans compared
to the Western Province which is the richest province
in the country. Looking at households by their income
level reveals that only 1.0% of households in the 1%

Outreach of financial services

Outreach is fairly extensive with 82.5% of households
having accessed financial institutions for their savings
and credit needs. However, disparities are observed
across sectors, regions and income groups. The estate
sector in particular has fairly low outreach compared
to the other two sectors, but there is little disparity in
outreach between the urban and rural sectors. Given
that 80% of households in Sri Lanka are from the rural
sector it is possible though that there are pockets of re-
mote areas where access to finance is very low. On the
provincial level, the Uva and North Western Provinces
show a lower outreach compared to the national aver-
ages. Outreach is greater among higher income groups -
nearly 90% of households in the 5 quintile have utilised
financial services compared to approximately 73% in the
Ist quintile.

1 Apex lending institution for microfinance activities.
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crofinance market. The key objectives of the study are
to analyse the extent to which households have utilised
financial services and explore regional and sectoral dis-
parities that may exist. In addition volume of loans and
savings, use of informal sources of credit and barriers

to accessing the formal sector were studied.

quintile have borrowings above Rs. 100,000 compared
to nearly half in the 5* quintile.

Microfinance institutions (RDBs, CRBs, Sanasa, Sam-
urdhi Banks, NGOs and CBOs) play an important
role in the country with over 60% of households hav-
ing accessed these institutions for their financial needs.
Institutions such as the Samurdhi Banks are particu-
larly important for the lower income groups - more
than 50% of households in the 1st quintile have ob-
tained loans from Samurdhi Banks and almost 40%

have saved with the same.

There is a strong savings culture in Sri Lanka with
nearly 75% of households having saved in a financial
institution. However, the estate sector lags behind with
a figure of 68.5% and provinces such as the Northern,
Eastern and North Western having a savings rate of

approximately 65%.

67% of savers are unaware of the interest rate they
earn on their savings. Furthermore, 82% of savings
accounts are found to be earning interest rates of less
than 10.0% p.a.. With official inflation rates in double
digits since 2005, savers are earning negative returns

on their accounts.
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Institutional preferences

State banks are generally more popular for savings
with over 75% of houscholds saving in these banks
(especially People’s Bank and Bank of Ceylon). This is
mainly due to the fact that these banks are seen as reli-
able and safe. The ease of depositing and withdrawing
funds also plays an important role here.

Accessibility is a prime factor influencing the choice
of institution for borrowing. Here too, state banks are
comparatively more popular than other financial in-
stitutions. This could possibly be due to the fact that
these banks, especially People’s Bank, have a large
branch network making them more accessible than
financial institutions which have relatively limited
branch networks.

Informal credit

There is a fairly active market for informal credit in
the country with nearly 20% of households having ac-
cessed informal sources of finance for their credit needs.
A fifth of these households state that they use informal
sources of finance mainly as they are unable to access
formal sources. The percentage of households using in-
formal credit is highest in the estate sector where utili-

sation of credit from formal sources is lowest.

The main sources of informal credit are non-commer-
cial sources such as relatives, friends and neighbours;

only about a fifth of the total value of informal loans

Domestic private banks (such as HNB, Seylan Bank
and Commercial Bank of Sri Lanka) play a fairly sig-
nificant role in the Northern and Eastern Provinces
especially in the case of savings. This is in marked con-
trast to the rest of the country and could be attributed

to the limited outreach of financial institutions such as

RDBs and CRBs in these areas.

In the case of the lower income groups Samurdhi Banks
seem to be the main source of finance with over 50%
accessing these institutions for their credit needs and

approximately 38% for their savings needs.

is taken from money lenders. This is in contrast to the
common perception that money lenders play a very
significant role in the informal sector.

Easy access, ability to obtain funds speedily and the
absence of collateral requirements play a key role in
motivating households to use informal sources over
formal sources. These factors are especially relevant for
poor households with few assets or households in more
remote areas where distance to a formal institution
may be too great making it costly and inconvenient

to access.

Barriers to access and suggestions for service improvement

There is still an unmet demand for financial services,
particularly credit, with over 50% of households claim-
ing to be in need of a loan, indicating that there is still
scope for expansion in outreach. Approximately one
fourth of these loans are required for entrepreneurial

purposes and over 40% for construction and housing.

Collateral requirements, excessive documentation, rig-
id terms and conditions and long processing period are
key barriers faced by households when accessing for-
mal institutions for credit. Collateral is the main issue
facing all households although a larger percentage of
households (over half) in the lower income groups cite

this as a problem whereas rigid terms and conditions
are seen as barrier by more households in the richer

income group.

For savings, the key barriers cited are long transaction
times, low rates of interest, lack of knowledge of ser-
vices offered, excessive documentation and distance to
institution. Long transaction time, restricted banking
hours and unfriendly bank officers are seen as barriers
to access by a greater proportion of households in the
higher income groups whereas, low interest rates are
seen as a barrier by a greater proportion of households

in the lower income groups.



Simple and quick loan procedures, reduced documen-
tation, greater information dissemination and a cus-
tomer friendly environment are the key suggestions for
service improvement in financial institutions. Many
of the respondents claimed of a lack of institutions in
close proximity to their homes. This could be due to
the concentration of most formal institutions in and
around urban centres, making access inconvenient for

rural customers. The information gathered in the sur-

Insurance services

Over 31% of households in the country have obtained
some form of insurance. However, the majority of
these households have also utilised other financial ser-
vices such as the credit and/or savings facilities offered
by financial institutions. Furthermore, there is large
disparity between income groups. There are no house-
holds in the 1st quintile who have insurance compared

Impact of financial services

A considerable proportion of households feel that their
utilisation of financial services has a positive impact
on factors such as household income, housing condi-
tions, employment opportunities, overall standard of
living and the ability to cope with vulnerability and
risks. Therefore, ensuring a greater outreach and more
importantly, addressing regional and sectoral dispari-

ties in outreach is important.

 ———————
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vey indicates that more than 50% of loans obtained
are from institutions further than 5 Km away from
the borrower (see Annex 7). In non-urban areas where
public transport is scarce this is a very valid problem.
The use of new technology such as smart cards, mobile
telephone banking and alternative distribution channels
such as agent banking and mobile banking could be a

means of mitigating this issue.

to over 40% in the top quintile. Insurance companies
and financial institutions play an important role in
supplying insurance services to households. In the case
of lower income groups, financial institutions such as
Samurdhi Banks that have a compulsory insurance

scheme for beneficiaries are important.

Low income groups derive less benefits of utilising fi-
nancial services compared to higher income groups.
A much larger proportion of households (over one
fourth) in poorest quintile utilise their loans for con-
sumption and various emergency purposes (medical
treatment, deaths, births etc) compared to the richest
quintile where a larger proportion loans are used for
productive purposes or for purposes where benefits can

be derived over a period of time.
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Conclusions and Outlook

The findings of this study indicate that the main chal-
lenges for the microfinance sector lie not in the out-
reach of financial services but elsewhere. The survey
provides evidence of a mismatch between supply and
demand which should be food for thought to providers
of financial services, whether formal or semi-formal.
Customers complain of high transaction costs and the
fact that providers lack the flexibility they need and
search for. Despite financial institutions having a rath-
er extensive coverage, the information gathered in the
survey shows that there is still a large unmet demand
for credit, which hints at some inefficiencies in the sec-
tor. Further research would be needed to better explore

the causes of this mismatch.

Another striking finding of this study which has sig-
nificant policy implications is the clear preference of
customers for government financial institutions, which
points to a bias in the market. The large outreach of
state-owned financial institutions is an added justifica-
tion for the introduction of market-oriented reforms
which would boost the efficiency of these institutions
and the financial sector as a whole. The bail-out pre-
sumption for state-owned banks, which seems to be
rooted in the popular perception creates moral hazard
among state-owned banks, distorts competition and
causes efficiency losses for the sector. Meanwhile, pri-
vate actors in the financial sector should focus more on
long-term strategies that will allow them to build trust
and credibility.

The relevant authorities should also do more to pro-
vide a fair and safe environment, by regulating and su-
pervising microfinance providers in order to increase
customer protection. The legitimacy and credibility
attached to a licensed and regulated institution would
go a long way in improving public and investor con-

fidence in microfinance providers. The data indicates

that microfinance providers are accessed by a fair num-
ber of households and given also the fact that loan sizes
indicate a strong market for microfinance, licensing
large MFIs and authorising them to mobilise deposits
would enable them to expand operations and increase
outreach to lower income groups and free them from

the limitations of dependence on donor funding.

Another important observation from the study is that
poorer income groups are less able to derive the ben-
efits of utilising financial services than richer income
groups. Despite the fact that the Sri Lanka’s financial
market is mostly a microfinance market, the advances
in terms of poverty alleviation seem to be rather mod-
est. The development in terms of quantity and quality
of ‘credit plus’ services tailored especially to the needs
of the poor could prove useful in enhancing the ben-
efits they derive from access to financial services.

Although insurance services have an important role
to play in reducing risks and vulnerabilities faced by
households, the study finds a relatively low utilisation
of insurance services. Increasing outreach of insur-
ance services is important, particularly to low income
households which can be dragged into poverty by sud-
den sickness or death. However, a greater acceptance
of insurance services among the general population is
required before micro insurance can be developed and

expanded.

It is hoped that this study has helped shed light on the
demand for financial services in Sri Lanka and that it
will be a practical guide for policy makers in their en-
deavour to protect customers and facilitate their access
to financial services, for practitioners to improve their
efficiency by catering more to the needs of the custom-
ers, their preferences and expectations and for donors

to be able to channel their support more efficiently.
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Annex 1: Profile of Households and Borrowers

Profile of households

Overall Access* Not Accessed
Number Number Number

Owned by family 2,562 87.0 2,138 88.0 82.2
Owned by a relative 144 49 118 49 26 5
Rented house 73 25 61 25 12 23
Govt quarters 21 0.7 20 0.8 1 0.2
Estate dwelling 85 29 54 22 31 6
Encroached property 32 11 20 0.8 12 23
Other 28 1.0 18 0.7 10 1.9
Mud wall & thatched roof 149 5.1 106 4.3 43 8.3
Mud wall & zinc roof 175 5.9 126 5.1 49 9.5
Wooden house 46 1.6 34 1.4 12 23
Brick walls and zinc roof 359 12.2 295 11.9 64 12.4
Brick wall and asbestos tiles 2,070 70.3 1,754 709 316 61.2
Other 146 5 114 4.6 32 6.2
Land Ownership 2,310 78.4 1,948 78.7 362 70.2
Yes 2,762 938 2,315 935 447 18.1
No 178 6 112 45 66 2.7
No response 5 0.2 2 0.1 5 0.2
Pit toilet (owned) 462 15.7 360 14.5 102 41
Flush toilet owned 2,252 76.5 1,930 78 322 13
Common toilet 90 3.1 52 2.1 38 1.5
Not applicable 134 4.6 84 3.4 50 20
Other 7 0.2 3 0.1 4 0.2
Average total hh income 19,165 20,681 12,028

Average total hh exp 15,096 16,115 10,302

Samurdhi** 976 331 827 34 149 289
Asset Value 245,016 270,166 126,627

Access refers to households that have utilised/accessed savings or borrowing facilities from a Financial Institution in the last 3 years.
% in this case is percentage of category with Samurdhi benefits.

Nature of House

Availabil-
facilities

Type of toilet

Income and
Expenditure

*
ok

Level of education of borrowers and savers

x
[«}]
c
Borrower Saver 2
Employment Status
Overall Rural Urban Estate Overall Rural Urban Estate

Employer 31% 2.6% 6.3% 0.0% 2.1% 1.4% 5.3% 0.8%
Employee: regular/contract/casual 35.1% 32.8% 38.8% 84.1% 29.0% 27.4% 31.2% 52.0%
Self employed 24.2% 25.0% 23.2% 6.8% 16.0% 16.3% 15.9% 8.0%
Unemployed 2.4% 2.8% 0.4% 2.3% 4.7% 5.0% 3.6% 4.0%

WOVUCACCNCR USSR 256%  301%  262%  45%  411%  425%  38.0%  256%

Student or not interested in working

Other 4.4% 4.7% 3.0% 2.3% 3.9% 4.2% 1.5% 8.8%
Not Specified 2.1% 2.1% 2.1% 0.0% 3.3% 3.1% 4.5% 0.8%
100.0% 100.0% 100.0%  100.0%  100.0%  100.0%  100.0%  100.0%



Employment status of borrowers and savers

Borrowers Savers
Level of Education
Overall Rural Urban Estate Overall Rural Urban Estate

No schooling / Yr1 to Yr 5 18.2% 18.3% 9.7% 61.4% 22.5% 23.5% 11.0% 60.8%
Year 6-10 32.4% 32.8% 30.4% 31.8% 29.7% 30.2% 27.5% 30.4%
GCE O Level 26.1% 27.6% 21.9% 4.6% 22.5% 23.2% 23.0% 6.4%
GCE A/Level /GAQ or GSQ 19.7% 18.6% 29.5% 0.0% 20.3% 19.4% 27.5% 1.6%
Degree and above 3.2% 2.3% 8.4% 2.3% 3.3% 2.4% 7.9% 0.8%
Not Specified 0.4% 0.5% 0.0% 0% 1.7% 1.4% 3.0% 0.0%

I oo 1000%  1000%  1000%  1000%  1000%  100.0%  100.0%

Annex 2: Qutreach of Financial Services: Province

Utilisation of Financial Services

Utilisation of Financial Services

Province Loans and/or Savmgs No loans or savings
of HH

Western 83.9 37.6 71.2 138 16.1

Central 332 85.3 221 56.8 309 79.4 57 14.7 389

Southern 295 80.8 209 57.3 266 72.9 70 19.2 365

North Western 261 75.2 156 45.0 214 61.7 86 248 347

North Central 158 89.8 120 68.2 151 85.8 18 10.2 176

Uva 143 76.5 71 38.0 141 75.4 44 235 187

Sabaragamuwa 254 88.8 132 46.2 239 83.6 32 11.2 286

I Northern* 93 84.5 57 51.8 73 66.4 17 15.5 110
,,,,,,,,,,,,,,,,, Eastern 173 76.2 96 42.3 143 63.0 54 238 227

Percentages are calculated out of the total population of the respective province.
* Includes only districts of Jaffna and Vavuniya.



<<
~
=
<
—
o
w
=

[%]
L
o
=
o
]
n
-
<
o
=
<t
=
[y
[
o
o
=)
<C
L
o
=
>
o

xauuy

Loans Savings

RELER
Uva raga- Northern Eastern | Western Central
muwa

State Bank 303%  46.6% 13.4%  224%  408%  46.5%  258%  246%  354%  754%  828%  545%  757%  821%  929% 623% 89.0% 86.7%

South- North North
ern Western

Institution South-  North North

Western Central ern Western Uva Northern Eastern

Peoples Bank 198%  37.6% 91% 135%  250% 31.0% 22.7% 88% 17.7%  428% 602%  335%  46.7%  49.0%  49.6%  418% 603% 81.1%
Bank of Ceylon 5.9% 9.5% 3.8% 71%  15.0%  15.5% 30% 123%  167%  385%  398%  222% 360% 47.7%  681%  226% 411%  21.7%
National Savings Bank [EECWA) 2.3% 1.0% 1.3% 0.8% 0.0% 1.5% 5.3% 1.0%  205% 126% 11.7% 126% 11.9% 07% 126%  21.9% 8.4%
SME Bank 0.6% 0.0% 0.0% 1.3% 1.7% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.5% 0.0% 0.0% 0.0% 0.0% 0.0%
DLNERIVEIZACKEUICIN 11.5%  10.4% 8.6% 1.1% 9.2% 4.2% 91%  22.8% 73%  399%  340%  207%  159%  252% 142% 18.0% 603%  455%

”Mnmww_%ﬂm%m 0.6% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.5% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Regional Development 40%  222%  196%  263%  11.7% 85%  144% 0.0% 2.1% 94%  159%  162%  19.6% 9.9% 78%  142% 0.0% 0.7%

Banks
Co-operative Rural Banks JGREY 2.7% 11.0% 2.6% 1.7% 1.4% 10.6% 0.0% 1.0% 4.5% 2.9% 22.6% 3.7% 6.0% 1.4% 7.1% 0.0% 0.0%

SEGLISEIENYRELI 21.1%  21.7%  29.2%  295%  30.0% 239% 394%  158%  26.0% 116% 175% 229% 276% 278% 27.7% 448% 27%  15.4%

mw%mwc_,\m_wo%ﬁﬂmmmv 19.5% 1%  148%  12.2%  10.8% 7.0% 6.8%  105% 21%  112% 2.3% 83%  14.0% 9.3% 4.3% 7.5% 1.4% 0.7%

%.coﬂ\%m_m,\\%mom A 90%  86% 153%  51%  208%  183%  9.8%  281%  260%  42%  39%  79%  28%  73%  28%  42%  27%  9.1%

M%“M”_HQ leas 2.8% 5.0% 3.3% 1.3% 0.0% 2.8% 2.3% 0.0% 2.1% 0.8% 0.0% 0.8% 0.0% 0.0% 0.0% 0.0% 0.0% 0.7%

N oo 65%  62%  o0%  175%  42%  136%  35%  135%  09%  39%  34%  14%  53%  00%  42%  41%  07%



Annex &:

Type of Institutions Accessed for Financial Services (detailed)

Institution

NECEENLS
Bank of Ceylon
Peoples Bank
National Savings Bank
SME Bank

Domestic Private Banks

Hatton National Bank

Seylan Bank

National Development
Bank Ltd.

Sampath bank

Commercial Bank of
Ceylon

Merchant bank

Other domestic private
banks

Foreign Commercial Banks

Regional Development
Banks

Cooperative Rural Bank

Sanasa Movement

NGOs/MFls/CBOs and
Co-operatives

Capital Co-operative Bank

Estate Workers Co-
operative Society

Farmers Organizations
Fishermen’s Organizations

Women's Organizations

Sarvodaya (SEEDS)
Ceylinco Grameen Bank
Janashakthi

Other NGO/MFI

Finance and leasing
companies

Other

Samurdhi Scheme/Bank 101

Western Central
No. % | No. %
260 36.1 133 40.1
301 418 204 614
143 199 40 120
2 03 0 00

109 151 53 16.0
97 135 38 114
6 08 3 09

57 79 19 57
62 86 21 63
3 04 0 00

13 138 4 12
3 04 0 00

64 89 71 214
40 56 12 36
140 73 220

95 132 12 36
0 00 0 00

0 00 2 06

1 01 6 18

1 01 0 00

2 03 0 00

14 19 4 12
13 18 14 42
3 04 1 03

10 1.4 1 03
13 18 11 33
43 6.0 43 130

60
93
32

0

22

20

3

13

58

64
87
37

Southern

20.3
315
108

0.0

7.5

6.8

1.0

b4

3.7

0.0

0.3

0.0

19.7

21.7
295
12.5

0.0

0.0
0.0
0.7
2.7
4.1
1.0
3.4

2.7

5.1

North
Western

No.

78
112
29
2

17

15

0

12

61

"
83
36

%

299
42.9
11

0.8

6.5

5.7

0.0

46

1.5

0.0

0.4

0.0

23.4

4.2
31.8
13.8

0.0

0.0

0.0
0.8
15
0.8
2.3
0.0
0.0

0.8

6.5

North

78
83
18

22
10

12

22

53
15

14

_ 0O O W N -

25

Central

49.4
52.5
1.4

1.3

13.9

6.3

0.0

16

3.8

0.0

0.0

0.0

139

5.7
335
95

0.0

0.0

8.9
0.6
13
19
5.7
0.0
0.6

0.0

15.8

96
72

67.1
50.3
0.7
0.0

9.1

28

0.0

1.4

0.7

0.0

0.0

0.0

17

1.4
28.0
4.2

0.0

0.0

35
0.7
0.0
2.1
28
0.0
0.0

1.4

2.1

Sabara-
gamuwa

No.

57
114
30
0

18

1

3

16

45

29
123

- O OO O o o

22

%
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0.0

7.1
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1.2

6.3

2.8

0.0

0.8

0.0

17.7

11.4
48.4
8.3

0.0

2.4

0.4
0.0
0.0
20
24
0.0
0.4

1.2

8.7

No.
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46
17

30
15

"

—_

Northern
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49.5
18.3

0.0
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4.3

0.0

108

0.0

0.0

0.0

0.0

0.0
118
6.5

0.0

0.0

0.0
0.0
10.8
0.0
5.4
0.0
3.2

0.0

5.4

Eastern

42
122
12

51
14

33

w O o oo N o o

w

13

243
70.5
6.9
0.0
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8.1

23

35

0.6

0.0

0.0

0.0

1.7

0.6
19.1
1.7

0.0

0.0

0.0
0.0
40
3.5
0.0
0.0
75

1.7

7.5
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Annex 5: Household Borrowings and Savings by District

Average Borrowings per household (Rs.) Average Savings per household (Rs.)

121631 8,235

Colombo 279,308 103,797
Gampaha 195,979 57,156
Kalutara 169,213 43,193
Kandy 102,496 35,757
Matale 74,327 37,320
Nuwara Eliya 73,115 90,002
Galle 133,919 105,937
Matara 94,012 20,008
Hambantota 173,324 26,166
Kurunegala 105,277 30,667
Puttalam 50,143 24,999
Anuradhapura 54,016 23,320
Polonnaruwa 44,614 21,057
Badulla 52,245 9,126
Moneragala 76,977 47,186
Ratnapura 38,117 28,056
Kegalle 111,038 29,903
Jaffna 132,525 96,955
Vavuniya 82,882 10,950
Ampara 99,598 21,819
Trincomalee 75,700 12,519
Batticaloa 88,486 13,548




Annex 6: Household Savings by District

. Of those with Savings

Colombo 50.9% 24.7% 8.6% 15.8%
Gampaha 45.9% 32.3% 10.5% 11.4%
Kalutara 53.5% 28.9% 6.3% 11.3%
Kandy 47.3% 36.7% 9.5% 6.5%
Matale 36.9% 46.2% 9.2% 1.7%
Nuwara Eliya 65.3% 17.3% 8.0% 9.3%
CE 49.4% 25.8% 9.0% 15.7%
Matara 50.0% 461% 5.1% 0.8%
Hambantota 40.7% 49.2% 6.8% 3.4%
Kurunegala 46.1% 35.5% 11.3% 7.1%
Puttalam 75.3% 15.1% 2.7% 6.8%
Anuradhapura 60.6% 26.6% 5.3% 7.4%
Polonnaruwa 50.9% 35.1% 12.3% 1.8%
Badulla 76.5% 21.4% 1.0% 1.0%
Moneragala 58.1% 18.6% 4.7% 18.6%
Ratnapura 50.7% 31.3% 11.9% 6.0%
Kegalle 54.3% 34.3% 3.8% 7.6%
Jaffna 22.2% 28.6% 23.8% 25.4%
Vavuniya 70.0% 30.0% 0.0% 0.0%
Ampara 64.2% 23.9% 4.5% 7.5%
Trincomalee 77.4% 12.9% 9.7% 0.0%
Batticaloa 71.1% 22.2% 6.7% 0.0%

I Annex 7: Distance to Institutions

No Response 3.3
Less than 1 Km 20.4
1-2 Km 18.6
2-5 Km 22.0
5-10 Km 16.7
More than 10 Km 191

] 1000
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Annex 8: Utilisation of Formal and Informal Credit

Utilisation of formal and informal credit by Sector and Province

Total 37.3% 8.6% 9.7% 44.46%
Rural 39.2% 8.2% 10.3% 42.3%
Urban 32.7% 9.2% 7.4% 50.7%
Estate 21.5% 12.3% 8.5% 57.7%
Western 31.7% 8.2% 5.9% 54.2%
Central 38.3% 7.5% 18.5% 35.7%
Southern 48.2% 4.9% 9.0% 37.8%
North Western 38.0% 11.8% 6.9% 43.2%
North Central 48.3% 5.7% 19.9% 26.1%
Uva 33.7% 13.9% 4.3% 48.1%
Sabaragamuwa 33.6% 10.5% 12.6% 43.4%
Northern 38.2% 9.1% 13.6% 39.1%
Eastern 36.6% 7.9% 5.7% 49.8%

Utilisation of formal and informal credit by Income Group

0verall 37.3% 8.6% 9.7% 44.46%

1 28.5% 10.9% 7.0% 53.7%
34.6% 11.0% 10.7% 43.6%
35.7% 9.2% 9.2% 46.0%
£1.8% 5.9% 12.6% 39.7%
45.8% 5.8% 9.3% 39.0%



Table 1.1
Table 1.2
Table 1.3

Table 2.1a
Table 2.1b
Table 2.2a
Table 2.2b
Table 2.2¢
Table 2.3a
Table 2.3b

Table 3.1a
Table 3.1b
Table 3.1c
Table 3.1d
Table 3.2
Table 3.3

Table 4.1

Table 4.2a
Table 4.2b
Table 4.3a
Table 4.3b
Table 4.3c
Table 4.3d
Table 4.4a
Table 4.4b
Table 4.4c
Table 4.5a
Table 4.5b
Table 4.5¢
Table 4.5d
Table 4.5e

Table 5.1a
Table 5.1b
Table 5.2a
Table 5.2b
Table 5.3
Table 5.4
Table 5.5

Table 6.1
Table 6.2
Table 6.3a
Table 6.3b
Table 6.3¢c

List of Tables

Distribution of Households by Sector
Distribution of Households by Province
Distribution of Households by District

Outreach of Financial Services: Sector
Outreach Of Financial Services: District
Number of Institutions Accessed: Sector
Number of Institutions Accessed: Province
Number of Institutions accessed: Income Group
Borrowers/ Savers per Household

Borrowers and Savers by Gender

Financial Institutions Accessed: Overall
Financial Institutions Accessed: Sector
Financial Institutions Accessed: Province

Financial Institutions Accessed for Loans and Savings: Income Group

Share of Loans and Savings
Type of Institution Accessed by Gender

Average Household Borrowings and Savings: Sector and Province

Value of Borrowings: Sector and Province

Value of Savings: Sector and Province

Average Borrowings by Gender, Sector and Province
Average Borrowings by Gender and Income Group
Average Savings by Gender, Sector and Province
Average Savings by Gender and Income Group
Purpose of Borrowing

Purpose of Borrowing: Sector

Purpose of Borrowing: Income Group

Collateral Requirements for Loans: Income Group
Interest Rates: Loans and Savings

Loan Processing Period

Frequency of Payments

Loan Repayment Period

Utilisation of Informal Credit by Sector and Province
Utilisation of Informal Credit: Income Group

Sources of Informal Credit

Source of Informal Credit: Income Group

Informal Credit by Purpose

Type of Collateral: Informal Credit

Reasons for Accessing Informal Financial Sector

Utilisation of Financial Services by Households with Insurance
Utilisation of Insurance Services: Sector and Province

Source of Insurance: Sector

Source of Insurance: Province

Source of Insurance: Income Group

w

O O 9 9 o o &~

10
1
12
13
14

15
16
17
19
19
20
20
21
21
22
23
23
24
24
24

25
26
26
28
29
30
30

32
32
33
34
34



Table 7.1
Table 7.2

Table 8.1
Table 8.2a
Table 8.2b

Table 9.1a
Table 9.1b
Table 9.2a
Table 9.2b
Table 9.2¢
Table 9.2d
Table 9.3a
Table 9.3b
Table 9.4

Table 10.1

Table 10.2a
Table 10.2b
Table 10.3a
Table 10.3b

Figure 2.1

Figure 4.1
Figure 4.2a
Figure 4.2b

Figure 5.2a
Figure 5.2b

Figure 6.2
Figure 6.4

Figure 10.1
Figure 10.2

HHs Receiving ‘Credit Plus’ Services

Financial Institutions Providing ‘Credit Plus’ Services

Households with Barriers to Access
Barriers to Obtaining Credit
Barriers to Saving in Fls

Expectations from Financial Institutions
Suggestions for Improvement

Preferred Institutions for Credit

Reasons for Selecting Preferred Institution
Preferred Institutions for Savings

Reasons for Selecting Preferred Institution
Loan Requirement per Household

Purpose of Loan

Demand for Products: by Type

Impact of Access to Credit

Impact of Housing Loans

Impact of Loans for Purchase of Assets / Durables
Benefits of Joining a Financial Institution

Impact of Accessing Financial Services on Women

List of Figures

Outreach of Financial Services: Income Group

Household Borrowings and Savings: Income Group
Value of Borrowings: Income Group
Value of Savings: Income Group

Source of Borrowings by Income: Value
Source of Borrowings by Income: Number of loans

Utilisation of Insurance Services: Income Group

Type of Insurance

Impact of Access to Credit on Households: Income Group

Impact of Business Enterprise Loans: Income Grou

B |
OUTREACH OF FINANCIAL SERVICES?
IN'SRI LANKA

36
37

38
39
40

41
41
42
42
43
43
b4
b4
b4

45
47
47
50
50

16
17
18

28
28

32
35

46
49



Deutsche Gesellschaft fiir
Technische Zusammenarbeit (6TZ) GmbH
- German Technical Cooperation -

GTZ Office Colombo

6 Jawatta Avenue,
Colombo 5/Sri Lanka

T +94-11-2599713 - 6
F +94-11-2551525

E gtz-srilanka@gtz.de
I www.gtz.de



