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SUMMARY

This dissertation explores the potential of an explicit deposit insurance system
(“EDIS”) to promote financial inclusion in South Africa. Financial inclusion,
encompassing not only access to formal financial services but also the nature and
utilization of such services, is crucial for societal economic development. Originating
in the United States before the Global Financial Crisis (“GFC”), the EDIS gained
significant momentum and widespread recognition during the GFC for its pivotal role
in maintaining financial stability. An EDIS fully reimburses depositors up to a
predetermined limit in the event of a bank failure, instilling confidence in the financial

system.

Guided by the "Core Principles for Effective Deposit Insurance Systems" issued by the
International Association of Deposit Insurers (“IADI”) and the Basel Committee on
Banking Supervision, most countries worldwide have implemented deposit insurance
schemes to safeguard depositors and maintain financial stability. Notably, some of
these Core Principles, if appropriately implemented, can promote financial inclusion.
Although IADI's primary mandate does not explicitly extend to financial inclusion, it

acknowledges the EDIS's potential to enhance it.

Central to promoting financial inclusion through the EDIS is the confidence instilled in
customers, reducing bank runs and encouraging participation by those previously
excluded due to mistrust in banks. Awareness of the EDIS and its mandate

significantly contributes to building this confidence.

Furthermore, the EDIS’s presence has the potential to stimulate bank competition,
levelling the playing field for smaller banks. By fostering confidence in smaller banks,
the EDIS encourages innovation among larger banks, ensuring diverse services that
cater to the entire market. Despite South Africa’s progress in enhancing financial
inclusion, a segment of the population still faces exclusion. Against this backdrop, this
research examines how the recently established EDIS can contribute to promoting

financial inclusion in South Africa.

Key Words: Financial Inclusion, Explicit Deposit Insurance Scheme, Depositor

Confidence, Bank failure, Bank runs.
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CHAPTER 1: INTRODUCTION
1.1. Introduction

Access to adequate finance plays an important role in poverty reduction and the
acceleration of economic growth.! Like most developing countries, South Africa is not
immune to the effects of inequality and financial exclusion. Policies, legislative and
regulatory frameworks play an important role in ensuring that a country combats
poverty and the inequality that impacts it. A robust focus and effort to ensure that a
country achieves financial inclusion has a positive effect on the country’s economic
growth and the reduction of poverty.? The route to financial inclusion starts with having

a basic transaction account.?

According to the data by the World Bank in 2017 approximately 1.7 billion adults were
still unbanked, most of which belong to developing countries.* The World Bank defines
financial inclusion as access to useful and affordable financial products and services
delivered in a responsible and sustainable manner.® Financial inclusion is regarded as
a key enabler to reduce poverty.® In this regard, a contrast of financial inclusion is
financial exclusion which entails lack of suitable financial services and products to
members of society.” There are various barriers to financial inclusion, amongst them
is the lack of trust in financial institutions such as banks.?2 As it was seen during the

2008 Global Financial Crisis (“GFC”), confidence in the financial sector plays an

1 Demirguc-Kunt et al. “Global findex database 2014: Measuring financial inclusion around the
world” 2014 World Bank page number unknown available at
https://thedocs.worldbank.org/en/doc/681361466184854434-
0050022016/original/2014GlobalFindexReportDKSV.pdf (accessed on 20 June 2022).

2 Simatele and Maciko “Financial inclusion in rural South Africa: a qualitative approach” 2022 Journal
of Risk and Financial Management 2 available at https://doi.org/10.3390/jrfm15090376 (accessed
on 20 March 2023).

3 National Treasury An Inclusive Financial Sector for All (2023) 6 available at
https://www.treasury.gov.za/comm_media/press/2023/2023112701%20An%20Inclusive%20Finan
cial%20Sector%20for%20all%202023.pdf (accessed on 05 December 2023).

4 Demirglic-Kunt et al “The global findex database 2021: financial inclusion, digital payments, and
resilience in the age of COVID-19 2022 World Bank Group 33 available at
https://www.worldbank.org/en/publication/globalfindex/Report (accessed on 12 July 2023).

5 World Bank Financial Inclusion Overview available at
https://www.worldbank.org/en/topic/financialinclusion (accessed on 20 June 2022).

5 Ibid.

7 Ncube “A statutory regulatory analysis of financial inclusion for the poor and low-income earners
in South Africa” 2019 Masters Dissertation, North West University 1.

8 Shankar “Financial inclusion in India: Do microfinance institutions address access barriers?” 2013
ACRN Journal of  Entrepreneurship Perspectives 63-64 available at
http://www.acrn.eu/resources/Journals/201302d.pdf (accessed on 20 June 2022)- The author
states that negative experiences and perception of financial institutions results in rural people
mistrusting banks and ultimately leading to self-exclusion from formal financial institutions.
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important role in the sector’s viability and success.® Accordingly, when customers lose
confidence in financial institutions it can result in a catastrophic consequence for the
entire financial system.° It is for this reason that many countries have over the years
established protective mechanisms to ensure that depositors are protected should a
bank go through crisis and that depositors do not lose confidence in the sector. This is
done through the establishment of an explicit deposit insurance scheme (“‘EDIS”),
which is aimed at protecting depositors’ deposits against crisis that may ensue.
Deposit insurance prevents bank runs and forms part of the financial safety net along
with a regulatory and supervisory framework, emergency liquidity assistance and bank

resolution framework.11

An EDIS can be traced back to the United States of America (USA). During the Great
Depression, the Federal Deposit Insurance Corporation (“FDIC”) was established to
curb the financial instability that saw USA banks failing as a consequence of the post-
Great Depression financial crisis.*?> Many jurisdictions followed after the establishment
of the FDIC and established their own EDIS. As of 2023, 146 countries have an EDIS
in place which shows the growth of the system since it came into existence.'? Although
EDIS had been around for a number of years prior to the GFC, the crisis contributed
to a surge in the establishment of EDIS and the revision of its features in jurisdictions
that already had an EDIS in place.** Such revisions included an increase in the deposit
limit coverage and the scope offered by the EDIS to prevent panic amongst depositors
and avoid bank runs.*® The timeframe in which pay-outs are made were also revised
post-GFC. One example is the European Union which prior to the GFC the deposit

insurer was allowed to take between three to nine months to make pay-outs to

9 Kodres “A crisis of confidence and a lot more” 2008 Finance and Development 11 available at
https://www.imf.org/external/pubs/ft/fandd/2008/06/pdf/kodres.pdf (accessed on 20 June 2022).

10 Jbid.

11 Kawadza “The South African financial safety net: In support of the proposed deposit protection
framework” 2018 South African Law Journal 520.

12 Calomiris and White “The origins of federal deposit insurance” Chapter 5, in: The regulated
economy: A Historical Approach to political economy 1994 NBER 145 available at
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.901.2334&rep=rep1&type=pdf
(accessed on 10 November 2021).

13 |ADI Deposit insurance systems worldwide available at https://www.iadi.org/en/about-iadi/deposit-
insurance-systems/dis-worldwide/ (accessed on 20 June 2022).

14 Kerlin and Jakub “Development of deposit insurance systems in the world* 2015 Journal of
Management and Financial Science 36 available at https://ssrn.com/abstract=2845299 (accessed
on 20 June 2022).

15 Federal Deposit Insurance Corporation (FDIC) “Crisis and response: an FDIC history, 2008—-2013"
2017 xxx-xxxi available at https://www.fdic.gov/bank/historical/crisis/overview.pdf (accessed on 20
June 2022).
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depositors, but revised this in 2010 making a provision for the deposit insurer to make
pay-outs within 20 business days.'® Part of the reason why rapid pay-outs are
important is that the longer it takes for depositors to get their deposits back the more
panic is likely to ensue causing depositors to lose confidence and resulting in

contagious bank runs.’

Further to the above, as a result of the GFC, jurisdictions saw the need for a more
unified approach towards the EDIS across the border.!® The 2012 Report of the
Financial Stability Forum on Enhancing Market and Institutional Resilience (“FSB
report”) provides that the GFC resulted in the need for an effective depositor
compensation arrangement.'® In addition, the FSB report also emphasised the need
for jurisdictions to adopt an international set of principles for effective deposit
insurance systems.?° Consequently, the International Association of Deposit Insurers
(“IADI")?* and the Basel Committee on Banking Supervision (“BCBS”) formulated the
IADI Core Principles for Effective Deposit Insurance Systems (“Core Principles”) in
2009%2 which were subsequently revised in 2014.22 The Core Principles set out guiding
principles or a framework that countries should follow when establishing an effective

EDIS in their countries.?4

16 FSB Thematic review on deposit insurance systems peer review report (2012) 12 available at
https://www.fsb.org/wp-content/uploads/r 120208.pdf?page _moved=1 accessed on 22 March
2022 (“FSB Report 2012”). See also Torda Evaluation of the alternatives of the European deposit
insurance scheme 2017 Masters Thesis, Aalto University 30.

7 Ibid.

18 Jones and Knaack “Global financial regulation: shortcomings and reform options” 2019 Global
Policy 193.

19 Financial Stability Forum Report of the Financial Stability Forum on enhancing market and
institutional resilience (2008) 51 available at https://www.fsb.org/wp-

content/uploads/r 0804.pdf?page _moved=1 (accessed on 1 March 2023). (hereafter “FSB
Report (2008)”)

20 FSB Report (2008) 51.

21 The IADI was first established in 2002 in order to promote financial stability through international
cooperation in respect of deposit insurance. The Association aims to achieve this by providing
guidelines and recommendations to be followed by countries in order to enhance their EDIS. See
IADI Annual Report 2007/2008 (2008) 1 available at
https://www.iadi.org/en/assets/File/Annual%20Reports/IADI%20Annual%20Report%202007 -
2008.pdf (accessed on 12 March 2023).

22 Basel Committee on Banking Supervision and International Association of Deposit Insurers Core
Principles for  Effective deposit insurance systems 2009 available at
https://www.bis.org/publ/bcbs151.pdf (accessed on 10 November 2021).

23 IADI IADI Core principles for effective deposit insurance systems (2014) 5-6 available at
https://www.iadi.org/en/assets/File/Core%20Principles/cprevised2014nov.pdf (accessed on 10
November 2021). (hereafter “IADI Core Principles (2014)")

24 IADI Core Principles (2014) 5-6.
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Although the South African financial system remained firm during the GFC, as a
member of the G202° it committed itself to reforming its financial regulatory system in
line with international standards.?® It is on this basis that the South African government
also embarked on a journey to improve and strengthen its financial system and bring
it in line with international standards.?” Part of this was done through the establishment
of a policy paper entitled “A Safer Financial Sector to Serve South Africa Better’.?® This
policy document not only envisaged the improvement of financial stability but also the
sector being more competitive and affordable.?® The achievement of this required
changes to be made in certain areas such as customer protection, financial inclusion
and market conduct.®® One of the major changes that the policy document advocated

for was for the shift to a twin peaks system of financial regulation.3!

The Financial Sector Regulation Act (“FSRA”) was subsequently enacted to introduce
the Twin Peaks model of financial regulation.3? It provides for three financial regulatory
bodies namely; the South African Reserve Bank (“SARB”), the Financial Sector
Conduct Authority (‘FSCA”) and Prudential Authority (“PA”).32 In this regard, the SARB
is responsible for maintaining financial stability, the PA is responsible for the safety and
soundness of the financial institutions and the FSCA is responsible for regulating

market conduct of financial institutions.3* The abovementioned policy document

25 The G-20 is an international forum for the governments and central bank governors. It was
founded in 1999 with the aim of discussing policy issues pertaining to the promotion of
international financial stability. its members represent about 85% of the world's GDP. See G20
available at https://www.g20.org/en/about-the-g20 (accessed on 5 December 2023).

% Van Heerden and Van Niekerk “Twin Peaks: The role of the South African central bank in
promoting and maintaining financial stability” 2017 THRHR 641.

2 National Treasury An inclusive financial sector for all 8. See also Van Heerden and Van Niekerk
“Two takes of the twin peaks: A comparative appraisal of the models of financial regulation in the
Netherlands and South Africa” 2020 THRHR 494.

28 National Treasury A safer finance sector to serve South Africa better: National Treasury Policy
document Republic of South Africa 201 available at
https://www.treasury.gov.za/twinpeaks/20131211%20-
%20Item%202%20A%20safer%20financial%20sector%20t0%20serve%20South%20Africa%20
better.pdf (accessed on 29 March 2022) (hereinafter “A safer financial sector to serve South
Africa better 2011”)

29 National Treasury A safer financial sector to serve South Africa better (2011) 1.
30 National Treasury A safer financial sector to serve South Africa better (2011) 1-4.
31 National Treasury A safer financial sector to serve South Africa better (2011) 23 and 29. Twin

peaks entails a financial regulatory system that comprises of two regulators whereby one
regulator is responsible for ensuring financial stability through prudential regulation and the
second regulator is responsible for the regulation and supervision for the market conduct of
financial institutions. See Van Heerden and Van Niekerk 2020 THRHR 492.

82 Financial Sector Regulation Act 9 of 2017.

33 Van Heerden and Van Niekerk 2017 THRHR 642.

34 Ibid. see also Ss 11 and 56-75 of the FSRA.
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further envisaged the establishment of an EDIS in South Africa.3® It provided that the
introduction of an EDIS will serve as an encouragement to new banks coming into the
banking sector.3¢ The reason is that the absence of such protection may result in
customers trusting the bigger banks as they are considered Too Big To Fail thus

safer.3’

In addition to the above, in 2012 Parliament officially adopted the National
Development Plan 2030 Our Future - Make It Work (“NDP”),38 a policy document which
sets out the South African government’s plan and strategies to eradicate poverty and
inequality by 2030.2° Part of the goals the NDP plans to achieve is the promotion of
financial inclusion.*° It envisages to achieve this goal by increasing access to banking
and financial services to 90% by 2030.4! Furthermore in 2020, the National Treasury
published a draft policy paper which establishes a policy framework for financial
inclusion titled “An Inclusive Financial Sector for All” and the final policy paper was
recently published in November 2023.#2 The policy paper’'s objectives includes
amongst others, the promotion of improved and sustainable access to appropriate and
affordable financial services; and the transformation of the financial sector in a manner

that supports responsible delivery of financial services to low-income earners.*3

As a step towards the establishment of an EDIS, in 2018 the Financial Sector
Amendment Laws Bill was first tabled in Parliament.#* The Bill gave effect to the
proposals contained in the discussion documents titled, “Strengthening South Africa’s

Resolution Framework for Financial Institutions” and “Designing a Deposit Insurance

35 National Treasury A safer financial sector to serve South Africa better (2011) 66.
36 Ibid.
87 Ibid.

38 National Planning Committee National Development Plan 2030 Our future -make it work 2012
available at https://www.gov.za/documents/national-development-plan-2030-our-future-make-it-
work (accessed on 29 March 2022).(hereinafter “the NDP 2012”)

39 The NDP (2012) 354.

40 The NDP (2012) 150.

4 Ibid.

42 National Treasury An Inclusive Financial Sector for All 2023 available at
https://www.treasury.gov.za/comm_media/press/2023/2023112701%20An%20Inclusive%20Fin
ancial%20Sector%20for%20all%202023.pdf (accessed on 05 December 2023). (“National
Treasury An inclusive financial sector for all 2023”)

43 National Treasury An inclusive financial sector for all (2023) 7.

a4 Draft Financial Sector Laws Amendment Bill, 2018 available at
https://www.greengazette.co.za/notices/draft-financial-sector-laws-amendment-bill-2018-
publication-for-public-comment 20181005-GGN-41955-01029.pdf (accessed on 20 June 2022).
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Scheme for South Africa”, published by the SARB in 2015 and 2017 respectively.*®
The Bill aimed, amongst others, to amend the FSRA in order to provide for the
establishment of a deposit insurance scheme (“DIS”).#¢ The Bill was subsequently
amended in 2020 after a series of public comments and adopted by Parliament in 2021
and was finally enacted into law in January 2022 as the Financial Sector Laws
Amendment Act 23 of 2021 (“the FSLAA”), which at the time of finalising this

dissertation had not yet fully come into effect.*’

The FSLAA introduces the deposit insurance framework into the FSRA as Parts 5 to
8 of Chapter 12A. Part 5 is titled “Banks in Resolution - covered deposits”. The deposit
insurance framework will work in tandem with the new bank resolution regime as part
of the financial safety net.*® Although the FSRA as amended by the FSLAA does not
specifically state that its mandate extends to the promotion of financial inclusion, this
study argues that certain provisions of the newly established EDIS will contribute

towards the promotion of financial inclusion in South Africa.

1.2. Problem Statement

This study seeks to establish whether the introduction of the EDIS in South Africa will
promote financial inclusion and if so, to illustrate how it will do so. Although South
Africa has made great progress in ensuring that its citizens have access to formal
financial services and products, there is still a segment of the population who remain
unbanked or underutilize financial services provided by banks.*° At least 91% of adults

have access to some form of formal financial product and service and only 81% of the

45 Financial Standing Committee Financial Sector Laws Amendment Bill- call for comments 2018
available at https://pmg.org.za/call-for-comment/744/ (accessed on 29 February 2023).

46 Financial Sector Laws Amendment Bill, 2018 available at
https://www.treasury.gov.za/twinpeaks/financial%20sector%20laws%20amendment%20bill. pdf
(accessed on 29 February 2023).

a7 On 24 March 2023 the Minister of Finance published a document which outlines that certain
provisions will come into effect on 01 June 2023 available at
https://www.gov.za/sites/default/files/gcis_document/202303/48294gon3202.pdf (accessed on
29 March 2023).

48 South African Reserve Bank Designing a deposit Insurance scheme for South Africa— A
discussion paper 2017 available at
http://www.treasury.gov.za/twinpeaks/Designing%20a%20deposit%20insurance %20scheme %2
0for%20South%20Africa.pdf (accessed 7 November 2021). See also Van Heerden “Deposit
protection in South Africa: recent developments” 2020 Journal of International Bank Law and

Regulation 45.
49 FinMark Trust “Results from FinScope South Africa 2016: Survey on Financial Inclusion” 2016
available at https://www.finmark.org.za/finscope-south-africa-2016-leave-behind-note/

(accessed on 29 March 2021).
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financially included have bank accounts.*® However, the 2021 FinScope survey found
that 40% of dormant accounts were held by individuals from low-income households.>?
Most of the poor and low income earners still remain financially excluded from
accessing financial services and products in South Africa.>? It has also been found that
there are financial inclusion inequalities in South Africa whereby about 80% of highest
quantile have bank accounts while only 60% in the lowest quantile have bank
accounts.> It is therefore important to have policies and measures in place to curb

financial exclusion and foster the promotion of financial inclusion.

While there have been numerous studies conducted on the risks of moral hazard® in
relation to an EDIS, very little has been studied on the effect that an EDIS has on
financial inclusion. This research aims to study the role of certain design features of
the EDIS in promoting financial inclusion in South Africa. It will look at Zimbabwe’s
Deposit Protection Corporation (DPC) which was established in 2003 and how South
Africa can learn from it. The need for the establishment of the DPC in Zimbabwe was
brought about by the occurrence of numerous bank failures such as Universal
Merchant Bank, Zimbabwe Building Society and United Merchant Bank.s¢ Unlike most
EDIS, the DPC was established prior to the GFC. It has been in existence for 20 years
and has since been able to play its role in the bank failures that have occurred since

its establishment. It is thus the appropriate scheme to draw lessons from.

50 National Treasury An Inclusive Financial Sector for All (2023) 1.

51 FSCA Financial Sector Outlook Study 2022 5-6 available at
https://www.fsca.co.za/Documents/FSCA%20Financial%20Sector%200utlook%20Study%2020
22.pdf (accessed on 23 May 2023).

52 Chitimira and Ncube “The role of regulatory bodies and other role-players in the promotion of
financial inclusion in South Africa” 2020 Acta Universitatis Danubius Juridica 24-36 available at
https://dj.univ-danubius.ro/index.php/AUDJ/article/view/185/381 (accessed on 20 May 2022),

53 National Treasury An inclusive financial sector for all (2023)15.

54 Moral hazard occurs when banks take on more risks with the intention of making more profit
having such profit being shared amongst the management and shareholders, whist having the
view that the loss that may occur as a result of such risks, is borne by depositors, the public or
the deposit insurer. See Stern and Feldman “ What is the problem protection” Chapter 2 in Too
big to fail : The hazards of bank bailouts 2004 Brookings Institution Press 17-18.

55 IADI Enhanced guidance for effective deposit insurance systems: mitigating moral hazard, basel,
2013b 2013 available at
http://www.iadi.org/docs/IADI_Mitigating Moral Hazard Enhanced Guidance 2013-05.pdf
(accessed on 8 March 2022).

56 Chikura  “Objectives  of deposit protection” 2013 DPC 3  available at
https://www.dpcorp.co.zw/assets/objectives-of deposit-proection.pdf (accessed on 29 March
2022).

14


https://protect.checkpoint.com/v2/___https:/www.fsca.co.za/Documents/FSCA%20Financial%20Sector%20Outlook%20Study%202022.pdf___.YzJlOnVuaXNhbW9iaWxlOmM6bzo1NzUxNjUwYTIzODU0MGRlZWU2NDcyOWVmOGY0NTAxMzo2OjIzNTg6OTM5OTI4MTQwNzZiMjQyNTEwMGFlZjg3M2Y0MjdmYmFhNzNhYTYxMDUxNWE2MGM4YWNjYzA3ZDRjNTYxMDcwNjpwOlQ
https://protect.checkpoint.com/v2/___https:/www.fsca.co.za/Documents/FSCA%20Financial%20Sector%20Outlook%20Study%202022.pdf___.YzJlOnVuaXNhbW9iaWxlOmM6bzo1NzUxNjUwYTIzODU0MGRlZWU2NDcyOWVmOGY0NTAxMzo2OjIzNTg6OTM5OTI4MTQwNzZiMjQyNTEwMGFlZjg3M2Y0MjdmYmFhNzNhYTYxMDUxNWE2MGM4YWNjYzA3ZDRjNTYxMDcwNjpwOlQ
https://protect.checkpoint.com/v2/___https:/dj.univ-danubius.ro/index.php/AUDJ/article/view/185/381___.YzJlOnVuaXNhbW9iaWxlOmM6bzo1NzUxNjUwYTIzODU0MGRlZWU2NDcyOWVmOGY0NTAxMzo2OjcwMGY6YjRlMzY4OTE5MDE1ODlmYTgxOTdmYzM4OTkyY2Y2YmRlODYyYzVjNGZlOTUyNzQ4MWQ1MDQ5M2RlZDA0ZDQyMzpwOlQ
https://protect.checkpoint.com/v2/___http:/www.iadi.org/docs/IADI_Mitigating_Moral_Hazard_Enhanced_Guidance_2013-05.pdf___.YzJlOnVuaXNhbW9iaWxlOmM6bzo1NzUxNjUwYTIzODU0MGRlZWU2NDcyOWVmOGY0NTAxMzo2OjFkMzI6ZTg2NTkyODQyM2IyNzBhNmY5ZmRkNjkyYWM2YTBkYTkwMTdkMjZlNzRmM2Q5Y2VjZWNiOTc0ZmQyYTJlZTJiZjpwOlQ
https://protect.checkpoint.com/v2/___https:/www.dpcorp.co.zw/assets/objectives-of%20deposit-proection.pdf___.YzJlOnVuaXNhbW9iaWxlOmM6bzo1NzUxNjUwYTIzODU0MGRlZWU2NDcyOWVmOGY0NTAxMzo2OjgwZDk6YmM1NDdhZDdlMGExNjlhMDBlZDNkZjE3NTgyY2Y4NzRiODIzNGExMDQzMTkyMWFhNzQ4ZjY5ZWViYTkzMTg5YjpwOlQ

This research will explore the way EDIS improves confidence, promotes competition
in banking and financial inclusion. It is against this background that this study will seek

to answer the following research questions:

a. How does EDIS promote financial inclusion?

b. How has Zimbabwe used the Deposit Protection Corporation Zimbabwe to
promote financial inclusion?

c. What are the design features of South Africa’s EDIS and how do such features

promote financial inclusion?
1.3. Research Objectives

The aim of this study is to achieve the following objectives:

a. To determine the extent to which South Africa’s EDIS will enable financial
inclusion within the banking sector.

b. To study how Zimbabwe has used and still uses the DPC to promote financial
inclusion, to extract lessons that could be learnt by South Africa.

c. To make recommendations on how South Africa’s EDIS can promote financial
inclusion in the banking sector and ensure that smaller banks do not fall into

moral hazard.

There is a huge financial gap between the rich and the poor in South Africa and there
is still a group of people who are unbanked because of fear of having their monies
disappearing.®’ In addition, South Africa’s banking sector is highly concentrated which
entails that there are few banks dominating the banking industry.5® Simatele provides
that the South African banking industry has a concentration ratio of over 80%°° and in
2021, according to the FSCA, the four large banks (ABSA, FNB, Nedbank and
Standard Bank) held 83% of the sector’'s deposits.®® This concentration has the

potential to negatively affect financial inclusion as it will be illustrated in this study.

57 World Economic Forum Challenges to financial inclusion in South Africa 2017 available at
https://www.weforum.org/agenda/2017/04/financial-inclusion-south-africa/ (accessed on 10

November 2021).
58 Simetele “Market Structure and competition in the South African banking sector” 2015 Procedia
Economics and Finance 826 available at

https://www.sciencedirect.com/science/article/pii/S2212567115013325 (accessed on 10
November 2021). (“Simetele Procedia Economics and Finance 2015”).

59 Simetele 2015 Procedia Economics and Finance 825.

60 FSCA Financial Sector Outlook Study (2020)19.
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The move to an EDIS is likely to bring with it a new dispensation within the banking
sector whereby depositors can be more confident in their dealings with banks. There
may also be an emergence of new banks that will be able to compete with the big
commercial banks at an equal playing field. With the new EDIS, it is submitted that
customers will feel more secure in banking with emerging and small banks as they will
have the assurance that should a bank fail, they will be able to at least get back full
(where the amount is within the set limit) or a portion of their deposits through the
deposit insurance scheme.®'This research will explore the way an EDIS will foster
confidence in the banking system prompting the current unbanked group to move
towards mainstream banking. It will also consider the extent to which the scheme will
help foster competition within the banking sector by instilling more public confidence
in the smaller and emerging banks as depositors will have the assurance that their

deposits will be safe through the banks’ automatic membership in the scheme.

1.4. Literature Review

In assessing the role of deposit insurance in promoting financial inclusion, arguments
from various authors on both EDIS and financial inclusion will be discussed and
interrogated to reach a conclusion on whether EDIS promotes financial inclusion and

the extent of such protection.

Demirguc-Kunt and Klapper submit that a well-functioning and inclusive financial
system benefits the poor because it promotes entrepreneurship and creates better
opportunities for growth.6? According to Chitimira and Ncube, the poor and low-income
earners remain financially excluded due to lack of the establishment of sufficient
measures by the relevant role players that promote financial inclusion for the poor and
low-income earners in South Africa.®® They argue that government, banks and other
relevant players should ensure that there are adequate measures in place to combat

financial exclusion.®* In this regard, the inclusion of South Africa’s poor and low income

61 This will be dependent on the amount held in deposit with the bank and whether or not it falls
within the threshold set by the EDIS should it exceed the threshold the depositors will receive the
amount up to the threshold.

62 Demirguc-Kunt and Klapper “Measuring financial inclusion: The global Findex database®
Working Paper 2012 World Bank 1 available at
https://www.researchgate.net/publication/254072581 Measuring Financial Inclusion The Glo
bal Findex Database (accessed on 10 November 2021).

63 Chitimira and Ncube 2020 Acta Universitatis Danubius Juridica 7.

64 Chitimira and Ncube 2020 Acta Universitatis Danubius Juridica 8.
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earners into the financial system will result in the eradication of their poverty status in
line with Beck and Demirguc-Kunt’'s argument that provide that increased financial
inclusion improves income equality by increasing income of the poorest in the
population.®> Khan provides that financial inclusion has the potential of improving
financial stability by increasing diversity in bank assets and stable funding base of
bank deposits.?®® While some people may be financially excluded due to their
preferences or cultural norms, Demirgug-kunt and Klapper submit that in some
instances exclusion may be due lack of awareness of financial products or lack of
financial literacy more generally.6” Accordingly, public awareness is vital to the

promotion of financial inclusion.

Corrigan argues that banks are special and thus worthy of a special type of protection
because they issue transactional accounts, they are a source of liquidity to other
institutions and serve as a vehicle for the transmission of monetary policy.®® The
importance of banks is supported by George who further provides that when a bank
fails it is unable to honour its obligations towards its depositors and this results in the
depositors panic causing bank runs which may lead to a risk of contagion.®® In view
thereof, an EDIS becomes necessary to curb the risk of contagion.

EDIS is regarded as a safety net to curb bank runs. According to Diamond and Dybvig,
bank runs occur because depositors’ believe that the bank will fail.”® According to
Hoelscher and others, the rationale for deposit insurance is to provide protection to
small depositors and maintain financial stability.”* The authors further provide that

deposit insurance eliminates the need or incentive for depositors to redeem their

65 Beck et al “Finance, inequality, and poverty: cross-country evidence” 2007 Journal of Economic
Growth 27-49.
66 Khan “Financial inclusion and financial stability: Are they two sides of the same coin?” Adress

given at BANCON on 4—6 November 2011 BIS 7 available at
http://www.bis.org/review/r111229f.pdf (accessed on 10 November 2021).

67 Demirguc-Kunt and Klapper (2012) 21.

68 Corrigan “Are banks special?” Annual Report 1982 Federal Reserve Bank of Minneapolis 2
available at https:/fraser.stlouisfed.org/title/annual-report-federal-reserve-bank-minneapolis-
473/annual-report-1982-18309 (accessed on 20 March 2023).(Hereafter “Corrigan 1982 Federal
Reserve Bank of Minneapolis”).

69 Contagion occurs when a failure of one bank results in a failure of other banks caused other
depositors’ withdrawal their funds in panic from other solvent banks due to the insolvency of one
bank.

70 Diamond and Dybvig “Bank runs, deposit insurance and liquidity” 1983 Journal of Political
Economy 401.

& Hoelscher et al “The design and implementation of deposit insurance systems” 2006
International Monetary Fund 5 available at https://doi.org/10.5089/9781589065031.084
(accessed on 09 April 2023).
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deposits from a bank at the first sign of trouble, and thus enhances depositor
confidence which is important for preventing bank runs.”? In its paper on financial
inclusion and deposit insurance, the IADI provides that most deposit insurance
systems do not explicitly provide for financial inclusion as part of their objectives.”
However, the AIDI recognizes that deposit insurance indirectly contributes to the
promotion of financial inclusion.” It recommends that deposit insurers should make
efforts to stay abreast of financial inclusion initiatives and associated technological
innovations occurring in their jurisdictions, particularly those affecting unsophisticated
small-scale depositors.” According to Demaestri and others, deposit insurance can
contribute to the poor by providing stability in the financial system.”® The authors
provide that by protecting small depositors, deposit insurance can safeguard their
limited savings and prevent them from becoming poorer.”” This is also supported by
Kawadza in his argument for South Africa to adopt EDIS. He contends that the
protection offered by an EDIS establishes a secure avenue for savings, particularly

benefiting small and less sophisticated individuals.”®

Whilst South Africa’s EDIS has only been recently established, Zimbabwe established
its EDIS in 2003. Zimbabwe is a country that is poverty stricken and has faced a
number of bank failures since the establishment of the DPC.”® According to Chikura,
the DPC promotes financial inclusion by fostering confidence in financial institutions
and peace of mind to depositors that they will be reimbursed in the event that the
member institution that they have banked their money with fails.8® Chikura further
provides that the DPC also “affords broad access to safe and affordable financial

services to the marginalized and the unbanked public through compulsory

72 Hoelscher et al 2006 International Monetary Fund 3-5.

& IADI  Financial inclusion and  deposit insurance (2013) 6 available at
https://www.iadi.org/en/assets/File/Papers/Approved%20Research%20-
%20Discussion%20Papers/2013-06_Financial Inclusion_and Deposit Insurance publication-
clean.pdf (accessed on 10 November 2021).

4 IADI Core Principles (2014) 16.

I Ibid.

76 Demaestri et al “Deposit insurance and poverty reduction” Chapter 6, in Tejerina, Bouillon and
Demaestri Financial services and poverty reduction in Latin America and the Caribbean 2006
Inter-American Development Bank 203 available at
file:///C:/Users/6742/Downloads/DEPOSIT INSURANCE AND POVERTY REDUCTION%20(
1).pdf (accessed on 09 April 2023). (hereafter “Demaestri 2006 /nter-American Development’)

w Demaestri et al 2006 Inter-American Development Bank 209.

8 Kawadza 2018 South African Law Journal 530.

7 Chikura DPC (2013) 3.

80 Chikura DPC (2013) 1.
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membership of registered deposit-taking institutions”.8* Kakarahwa’s empirical study
on the confidence of the Zimbabwean public on the DPC revealed that most of the
subjects that were interviewed confirmed that the existence of the DPC has improved
their confidence in the banking sector.8? Zimbabwe is therefore an appropriate country
to learn from and understand how it has used its DPC to promote confidence in the

banking sector.

1.5. Methodology

This study will include a literature study of policy documents, international standards,
legislation, books, journal articles, websites, media statements and discussion
documents on financial inclusion and deposit insurance. The study is primarily a critical
analysis of South Africa’s deposit insurance scheme. A comparative study on the
relevant aspects will be undertaken comprising of reference to international principles
and guidelines where applicable and focusing on the role of the DPC to promote
financial inclusion in Zimbabwe. The comparative study will illustrate lessons which

can be learnt by South Africa.

1.6. Limitations to the Study

The study will not focus on the entire provisions of the FSRA concerning the EDIS. It
will be limited to only those provisions which in the researcher’s view promote financial
inclusion. Additionally, when researching on the Core Principles, the study will
specifically focus on the Core Principles that promote financial inclusion. Furthermore,
the research will also be limited to the banking sector and the role it plays in advancing
financial inclusion, thus it will not extend to the entire financial sector. To the extent
that at the time of completing this research the EDIS had not yet come into full
operation, there is a limitation in practically testing if its establishment has an impact
on the financial inclusion. Accordingly, this study relies on the research conducted by
various scholars on financial inclusion and EDIS and it is not able to practically test

the effectiveness of the new EDIS since it will only become operational in 2024.

81 Ibid.

82 Kakarahwa “The impact of the deposit protection corporation on financial stability in Zimbabwe
banking sector [2003-2015]” 2015 Dissertation, Bindura University of Science Education 50.
(hereafter “Kakarahwa Dissertation”).
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1.7.

Chapter Overview

This study will consist of 5 chapters:

a.

Chapter one provides a brief overview of the concept of financial inclusion and
its importance. The chapter also discusses the evolution of EDIS and the impact
the GFC had on the scheme across the globe. It further discusses South
Africa’s journey towards the establishment of the new EDIS and South Africa’s
overall financial regulation framework. The chapter sets out the objectives of
this research, the motivation thereof, the research methodology and the
delimitations.

Chapter two discusses the nature of banks and their role in financial inclusion.
The aim is to illustrate the importance of banks and why their protection is
warranted. Attention is placed on the effect of bank failure on financial inclusion.
This paves a way for adequate discussion on the effect of the EDIS on depositor
confidence. Finally, the chapter focuses on specific IADI Core Principles that
the writer believes contribute to financial inclusion. The discussion of the Core
Principles plays an important role in advancing the purpose of this research on
role of EDIS in promoting financial inclusion.

Chapter three will focus on Zimbabwe’s DPC and its role in promoting financial
inclusion. The practical implementation of the scheme during a banking crisis
will serve as a lesson which the researcher will argue can be learned by South
Africa.

Chapter four focuses on the role of the newly established EDIS in South Africa
and its role in promoting financial inclusion. At the outset, this chapter gives an
overview of the policy and legislative frameworks put in place over the years
that promote financial inclusion. The chapter then discusses the new EDIS as
the recent framework that will contribute towards financial inclusion. Focus will
be placed on specific provisions of the FSRA as amended, that the writer is of
the opinion will contribute to the promotion of financial inclusion if implemented
effectively.

To conclude, chapter 5 will provide a summary of the preceding chapters. The
chapter will also provide recommendations and offer perspective on the way

forward as South Africa gears for the operation of the EDIS in 2024.
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CHAPTER 2: THE ROLE OF AN EDIS IN PROMOTING FINANCIAL INCLUSION

2.1. Introduction

At the outset it is important to provide the definition of a bank. According to Corrigan,
a bank is “any institution that is eligible to issue a transaction account”.®3 The
International Monetary Fund (“IMF”) defines banks as, intermediaries between
depositors (who lend money to the bank) and borrowers (to whom the bank lends
money).8* There are important functions that are performed by banks that warrants
their supervision and regulation by bank supervisors. Firstly, they act as intermediaries
between savers and borrowers. Secondly, they are “a backup source of liquidity to
other institutions”.8> Thirdly, they serve as facilitators of the payment system by
facilitating the payment for goods and services and by settling customer bills.2¢ Lastly,
they enable the implementation of monetary policy by using the interest rates set by
central banks as the basis for determining the interest rate to charge their customers
on loans they extend to them.8” Having regard to the above, it is clear that banks

provide financial services through which they contribute to financial inclusion.

Since the topic of this study entails the effect of the EDIS in promoting financial
inclusion, it is important to provide context on the necessity of the EDIS and financial
inclusion. It is on this basis that this chapter first discusses the effect of bank failure to
financial systems and the public. The chapter provides an overview of what financial
inclusion entails and its barriers. Of importance will be the barrier to financial inclusion
due to lack of trust in the banks. In order to further contextualise the relationship
between financial inclusion and EDIS, this chapter discusses the role of confidence
and trust on both financial inclusion and the banking sector. The chapter focuses on
the two forms of depositor protection, the benefits and risk that each of them possess.
Moreover, the chapter provides a discussion on the evolution of the EDIS and the
effect of the GFC on the scheme, which resulted in international organisation

establishing protective frameworks to govern financial systems across the globe. Part

83 Corrigan 1982 Federal Reserve Bank of Minneapolis 2.

84  Gobat “What |Is a Bank?” 2012 Finance & Development 38 available at
https://www.imf.org/external/pubs/ft/fandd/2012/03/pdf/basics.pdf (accessed on 20 March 2023).

85 George “Are banks still special?” chapter 9, in Enoch and Green Banking Soundness and Monetary
Policy 1997 International Monetary Fund 50. (Hereafter “George 1997 IMF”)

86 Carnell et al “The law of banking and financial institutions” 2009 54.

87 George 1997 IMF 507.
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of this evolution includes the establishment of the IADI Core Principles. The chapter
discusses some of these Core Principles which have the potential to promote financial

inclusion if properly implemented.

2.2. Bank Failure

According to Kaufman, a bank fails when the value of its assets declines below the
value of its liabilities, and as a result, the bank will be unable to pay all of its depositors
in full and on time.8 Bank failure can be attributed to, amongst others, lack of credit
management, excessive risk-taking, the lack of strong regulatory mechanisms.® The
bad credit management can occur when a bank accepts deposits that are short term
and lend same for a longer duration.®® Consequently, the bank will be exposed to risk
of loss resulting in a liquidity crisis. When a liquidity crisis occurs, the affected bank
may be forced to call on loans, borrow or sell off its assets at a price lower than the
fair market price to meet the surge in withdrawals.®* The sudden rise in withdrawals
could lead to a run-on other banks and eventually cause a systemic crisis if not
properly managed. Furthermore, Kaufman argues that because banks are closely
interconnected with each other through lending and borrowing from each other, the
failure of any one bank is more likely to spill over to other banks and to do so more

quickly.®?

Governments ultimately rescue failing banks in fear that such failure might result in
systemic risk.®® Due to the importance of banks in the economy, it becomes imperative
for government to ensure that there are regulatory mechanisms in place to ensure that
bank failure is prevented. In instances where the regulatory mechanisms are not
effective to prevent failure, and a bank fails, there needs to be a proper plan in place

to ensure that such failure does not have catastrophic consequences for the entire

88 Kaufman “Bank Failures, systemic risk, and bank regulation” 1996 Cato Journal 19 (Hereafter
“Kaufman 1996 Cato Journal”).

89 Soile-Balogun “Bank failures and the impact of regulatory reforms in Africa” 2016 Masters Thesis,
University of the Witwatersrand 17. (Hereafter “Soile-Balogun Thesis”).

%0 Kaufman 1996 Cato Journal 20.

o1 Soile-Balogun Thesis 14.

92 Kaufman 1996 Cato Journal 20.

93 The FSB, IMF and BIS defines Systemic risk as “a risk of disruption of financial services that is
caused by an impairment of all or parts of the financial system and which has the potential to
have serious negative consequences for the real economy.” See FSB, IMF and BIS Guidance to
assess the systemic importance of financial institutions, markets and instruments: initial
considerations 2009 2 available at https://www.imf.org/external/np/g20/pdf/100109.pdf
(accessed on 20 June 2022).
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financial sector. In view of the importance of banks and their vulnerability to risks, it is
thus important to protect them and their depositors and ensure that the public has
confidence in the sector, through an EDIS.* An EDIS forms part of the country’s
financial safety net.%> It aims to protect small and unsophisticated depositors and
maintain financial stability by increasing depositor confidence and reducing the

potential bank runs.%

2.3. The Concept of Financial Inclusion

Financial inclusion entails having access, usage and available financial services and
products.®” Sarma and Pais break down the definition of financial inclusion into three
parts. They define it as “ease of access, availability and usage of formal financial
systems to all members of the economy.”®® This means that to adequately state that
there is financial inclusion, formal financial systems must be easily accessible. This
means that, there must be enough bank branches, ATMs, and financial products that
cater to every demographic in the population.®® Accordingly, merely having access to
a bank account is not the only indicator of financial inclusion.1°® What is clear from the
above is that banks are an important instrument for financial inclusion. Ncube submits
that financial inclusion helps to improve the socio-economic well-being of society by
providing them with safe savings and credit facilities.’°* Ncube further argues that

financial inclusion results in poverty reduction because it enables the poor to save and

%4 Garcia “Protecting bank deposits. International Monetary Fund” 1997 International Monetary
Fund 2 available at https://www.imf.org/external/pubs/ft/issues9/issue9.pdf (accessed on 20
June 2023).(hereafter “Garcia 1997 International Monetary Fund”)

95 Financial safety nets include lender of last resort mechanism, prudential supervision of banks
and bank resolution mechanisms as well as EDIS. See Kawadza 2018 South African Law Journal
528.

96 Okeahalam “Deposit insurance and international banking regulation” Chapter 22, in Mullineux
and Murinde Handbook of International Banking 2003 Edward Elgar Publishing 638. See also
Kawadza 2018 South African Law Journal 529-530.

97 Magau “The regulatory nexus between the promotion of financial education and financial
inclusion in enhancing consumer protection in South Africa” 2023 De Jure Law Journal 222.

98 Sarma and Pais “Financial inclusion and development” 2011 Journal of International
Development 614 available at https://onlinelibrary.wiley.com/doi/abs/10.1002/jid.1698 (accessed
on 19 April 2022).

99 Demirglg-Kunt et al “Finance for all? policies and pitfalls in expanding Access World Bank” 2017
World Bank Publications 58 available at
https://openknowledge.worldbank.org/entities/publication/98b5fd11-a348-5916-b4eb-
358c00dc595d (accessed om 19 April 2022).

100 Access to financial services and products is the main dimension of measuring FI however other
dimensions such as usage and quality of the financial services and products have been included
in the definition over time. See Tuba “Financial inclusion, regulation, and access to basic bank
accounts in South Africa” 2022 LLD Thesis, University of South Africa chapter 7 para 7.2 334.

101 Ncube Masters Dissertation 17 and 45.
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get fair credit as opposed to informal credit. Furthermore, financial inclusion also

attracts investors who create jobs and business opportunities.%?

One also needs to consider the concept of financial exclusion when discussing
financial inclusion. Financial exclusion may be defined as the opposite of financial
inclusion, that being an individual’s lack of access to formal financial services and
products and/or the inadequate use thereof.122 The European Commission in 2008,
defined financial exclusion as “a process whereby people encounter difficulties
accessing and/or using financial services and products in the mainstream market that
are appropriate to their needs and enable them to lead a normal social life in the
society in which they belong”.t®* Flowing from this definition researchers have
identified a number of elements of financial exclusion that may also be considered as
barriers to financial inclusion.1% Firstly, exclusion due to inaccessibility, this entails lack
of access to services and facilities to use those services. This may entail the
unavailability of bank branches and ATMs.1¢ Secondly, the exclusion may be due to
lack of eligibility, this entails the customer’s inability to jump the risk assessment
huddle.2” Thirdly, exclusion as a result of the costs incurred to access the financial
product or service. This can be the high bank charges resulting in people opting out of
having accounts or getting credit.2¢ Fourthly, the exclusion might be voluntary.1%
Some individuals might exclude themselves because they anticipate that they will be
excluded should they attempt to gain access. Some might also be excluding
themselves due to lack of trust in the system.'10 Extensive research has been done

over the years on the ways in which the above-mentioned barriers can be overcome,

102 Ncube Masters Dissertation 63-64.

103 Carbo et al 2007 Public Money & Management 21.

104 European Commission Financial services provision and prevention of financial exclusion
(2008) 4 available at https://www.bristol.ac.uk/media-
library/sites/geography/migrated/documents/pfrc0806.pdf (accessed on 19 April 2023).

105 Kempson et al “In or out? financial exclusion: A literature and research review” 2000 The
Financial Services Authority 9.

106 Demirglig-Kunt et al “Finance for all? policies and pitfalls in expanding access. World Bank
Policy Research Report” 2008 World Bank Publications 43.

107 Kempson and Whyley, “Kept out or opted out? Understanding and combating financial
exclusion” 1999 Beristol: Policy Press 45.

108 Jbid.

109 Demirglig-Kunt et al 2017 World Bank Publications 43.

110 Collard et al “Promoting financial inclusion: An assessment of initiatives using a community
select committee approach” 2003 The Policy Press UK 43. The authors provide that the lack of
trust in banks is a barrier for financial inclusion for the poor in high income countries.
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specifically the first three barriers. This research primarily focuses on the fourth

mentioned barrier, exclusion due to lack of confidence in the banking sector.

Confidence plays an important role in promoting financial inclusion. It is imperative to
set out what constitutes confidence in the financial sector to fully understand how the
lack thereof affects financial inclusion. According to Dullien et al, the role of confidence
in the financial system is crucial for its functioning, and its absence may result in
individuals being reluctant to lend capital to financial institutions or taking their money
out of financial institutions.''! Corrigan states that public confidence in banks is
connected to public perceptions about the quality of banks' assets, capital and their
capacity to withstand short-run shocks.*? Confidence also entails trust in the banking
sector. According to JureviCiené and Skvarciany, trust is based on a clients’ belief that
the institution assisting them will take any actions necessary for their benefit. They
define trust as “a conviction of the clients in creation of secure relations with the
bank”.113 Accordingly, when there is lack of trust in an institution, potential customers
will be reluctant to choose such an institution because they are of the view that it
cannot guarantee the security of its services.** The absence ,of trust means that
banks cannot attract customers to deposit their money with them consequently

affecting financial inclusion negatively.11®

Improved financial inclusion with respect to bank deposits and services has the
potential of improving resilience in the banking sector and ultimately adds to financial
stability.''® Flowing from the above discussion, what remains clear is that banks play

an important role in promoting financial inclusion and access to banks is a fundamental

1 Dullien et al. “The financial and economic crisis of 2008-2009 and developing countries” 2010
United Nations 239 available at https://unctad.org/system/files/official-
document/gdsmdp20101_en.pdf (accessed on 24 July 2023)

112 Corrigan 1982 Federal Reserve Bank of Minneapolis 9.

113 JureviCiené and Skvarciany “The concept of confidence in bank” 2013 International Days of
Statistics and Economics 534 Available at
https://www.researchgate.net/publication/264746430 THE CONCEPT OF CONFIDENCE |
N_BANK/citations (accessed on 24 March 2023).

114 Ibid.

115 Bijlsma et al “Determinants of trust in banks’ payment services during COVID: an exploration
using daily data” Working Paper No. 720 2021 De Nederlandsche Bank 2. Available at
https://www.dnb.nl/media/ubzh4gjk/working paper no- 720.pdf (accessed on 20 July 2023)

116 Cull, Demirgli¢c-Kunt and Timothy “Financial inclusion and stability: What does research show?”
CGAP Brief 2012 World Bank available at
https://openknowledge.worldbank.org/bitstream/handle/10986/9443/713050BRIOCGAPOfOFin
anciallnclusion.pdf?sequence=1&isAllowed=y (accessed 20 April 2022).
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form of financial inclusion.'” In view thereof, it is clear that when a bank fails and its
customers lose confidence in the sector, financial inclusion is negatively affected. This,
therefore, necessitates the existence of a deposit insurance scheme that guarantees

depositors that their deposits will be protected in the event of bank failure.

2.4. Implicit and Explicit Deposit Insurance

There are two main forms of depositor protection, namely, implicit and explicit deposit
insurance. Implicit deposit insurance is characterised by lack of explicit rules in place
to cover deposits in the event of bank failure.!*® Governments decide to protect
depositors and the extent of such protection during bank failure.'°® This decision will
mostly be informed by the effect that the bank failure will have on other banks and the
economy. With implicit deposit insurance, there are no regulatory mechanisms in place
on how a bank in crisis will be rescued. The rescuing process is on a case-by-case
basis at the discretion of the government.:2 The government will in almost all cases
rescue and protect depositors of a bank if it is in the public interest to do so. This will
occur where there is a potential of systemic risk. In that case, it becomes less about
the individual bank in crisis and more about maintaining and protecting the financial
stability of the entire financial sector.?? This method of bailout means that the public
ultimately are the ones who foot the bill to rescue and protect depositors of the failing
bank through their taxes. The absence of a well-designed system of deposit protection
creates depositor uncertainty. This can trigger a run on banks which could ultimately
require greater coverage than would have been offered, and leaves the government
having to spend more money than anticipated.22 The reason why bank runs have a
negative effect on banks is that they threaten the banks’ main source of funding as
discussed above, banks lend the deposits and generate interest. The effect of a bank

run is that it increases panic amongst depositors which could ultimately result in a

117 Wentzel et al “An investigation into factors impacting financial exclusion at the Bottom of the
pyramid in South Africa” 2016 Development Southern Africa 203.
118 Hoelscher et al 2006 International Monetary Fund 88.

119 Ibid.
120 Posner and Casey “A framework for bailout regulation” 2015 Notre Dame Law Review 508 ,
527 and 536 available at

https://chicagounbound.uchicago.edu/cgi/viewcontent.cgi?article=12151&context=journal arti
cles (accessed on 23 March 2023).

121 Kaufman 1996 The Cato Journal 21-22.

122 Garcia 1997 International Monetary Fund 3.
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systemic crisis.'?3 According to Hoelscher et al, although implicit deposit protection
provides flexibility for government and allows “constructive ambiguity,”*?* which
reduces moral hazard, the costs of such flexibility on the system’s efficiency and the
resolution costs of crises must be carefully considered as it could negatively affect the

entire sector.12®

In comparison to implicit deposit protection, explicit deposit insurance expressly sets
out rules concerning reimbursement limits, the types of deposits covered, the methods
for calculating deposits, funding arrangements, and other matters.?6 Explicit deposit
insurance not only provides protection against bank runs. It also provides for a much
faster and consistent process of depositor protection since there are already set rules
in place on how to manage the protection.?” It forms part of a country’s financial safety
nets which includes emergency liquidity assistance, a regulatory and supervisory
framework and a bank resolution framework.1?® When bank failure is funded by banks
as opposed to the government, it means that the depositors of a failed bank will get
their deposits back regardless of whether the bank is considered a systemically
important institution (“SIF1”)12° or not.*%° In instances where the government is implicitly
responsible for rescuing banks, the government has a discretion on whether to do so

or not and in most instances, this decision will be dependent on whether the bank is a

123 Nikolaj et al “Deposit insurance, banking stability and banking indicators” 2022 Economic
Research-Ekonomska IstraZzivanja 5633 available at
https://doi.org/10.1080/1331677X.2022.2033130 (accessed on 12 July 2023).

124 According to Matasane constructive ambiguity “means that there is no legislative framework

setting out how depositors will be protected and failing banks generally do not have a guarantee
that they will be bailed out by the government”. See Matasane A deposit guarantee framework
for South Africa: A comparative appraisal” 2023 LLD Thesis, University of Pretoria 57 para 2.2.1.

125 Hoelscher et al 2006 International Monetary Fund 2.
126 Hoelscher et al 2006 International Monetary Fund 88.
127 Talley and Mas “Deposit insurance in developing countries issue 548” 1990 World Bank 15

available at https://documentsi.worldbank.org/curated/en/720291468172458661/pdf/multi-
page.pdf (accessed on 23 March 2023).

128 Safakli and Guryay “A research on designing an effective deposit insurance scheme for TRNC
with particular emphasis on public awareness” 2007 International Research Journal of Finance
and Economics 202.

129 According to the FSB SIFIs are “financial institutions whose distress or disorderly failure,
because of their size, complexity and systemic interconnectedness would cause significant
disruption to the wider financial system and economic activity.” See FSB Reducing the moral
hazard posed by systemically important financial institutions (2008) 1 available at
https://www.fsb.org/wp-
content/uploads/r_101111a.pdf?page moved=1#:~:text=This%20report%20recommends %20
a%20policy,t0%20the%20wider%20financial%20system (accessed on 20 December 2023).
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SIFI or not. However, this form of protection may result in moral hazard where there is
an expectation of bank bailouts which in turn diminishes market discipline.:3 Because
depositors know that they are protected, they minimise their vigilance in how banks
conduct their activities or overall stop doing their due diligence. The ultimate result of
depositors exercising less market discipline is that it encourages excessive risk-taking
by banks, which may lead to bank crisis and ultimately failure.132 Moral hazard can be
reduced by appropriate supervision by banking supervisors.?3 To this end, it is
recommended that a country must have a strong supervisory framework to work in

tandem with an EDIS to curb moral hazard.34

EDIS has its origins in the USA where it was first introduced in 1933 through the
establishment of the FDIC under the Banks Act of 1933.13% This was in response to
the Great Depression which saw several banks failing and depositors losing their
deposits and ultimately losing confidence in banks.'3¢ The second country to introduce
an EDIS was India in 1962, which was prompted by the failure of Laxmi Bank and the
Palai Central Bank in 1960.1%7 In Africa, the first country to establish an EDIS was
Kenya in 1985. It introduced the Deposit Protection Fund Board through the Banking
(Amendment) Act.*®® This initial system was later replaced by the Kenya Deposit
Insurance Act in 2012, which established the Kenya Deposit Insurance Corporation.3°
This move aimed at reforming the Kenyan EDIS in the post-GFC period. Nigeria
followed shortly thereafter with the establishment of the Nigeria Deposit Insurance

Corporation through the promulgation of Decree No. 22 of 15th June 1988.140 Other

131 Stern and Feldman “Why protection is costly” Chapter 3 in Too big to fail : The hazards of
bank bailouts 2004 Brookings Institution Press 26-27 available at
http://ebookcentral.proquest.com/lib/pretoria-ebooks/detail.action?doclD=3004406 (accessed
on 09 April 2023).

132 Ibid.

133 Mumtaz et al “Explicit deposit insurance and bank risk-taking: does banking supervision
matter?” 2019 Pakistan Journal of Commerce and Social Sciences 728. (Mumtaz et al 2019
Pakistan Journal of Commerce and Social Sciences”)

134 Mumtaz et al 2019 Pakistan Journal of Commerce and Social Sciences 729.

135 Calomiris and White 1994 NBER 145-147.

136 Ibid.

137 Reserve Bank of India Brief history of deposit insurance in India available at

https://rbi.org.in/history/Brief Fun_Depositinsurance.html#:~:text=The%20Deposit%20Insuran
ce%20Corporation%20(DIC,extended%20to%20functioning%20commercial%20banks
(accessed on 12 April 2022).

138 The Banking (Amendment) Act 17 of 1985.

139 Lugulu “Addressing the Moral Hazard Through Explicit Deposit Insurance: A Comparative
Appraisal of the Kenya Deposit Insurance Act, 2012” 2019, LLD Thesis, University of Pretoria.
(Hereafter referred to as Lugulu Thesis). Chapter 1 para 1.2.2.

140 Nigeria Deposit Insurance Corporation available at https://ndic.gov.ng/about/ndic-history/
(accessed on 09 April 2023).
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African countries followed this trend including Morocco in 1993, Tanzania and
Uganda in 199442 and Zimbabwe in 2003.14% The most recent country in Africa to
establish an EDIS is South Africa in March 2023 making it the 95" member of the
IAD].144

The GFC resulted in governments establishing and/or revising their EDIS to ensure
they are effective and serve their purpose.'*> The coverage of EDIS has become more
extensive, most countries have since increased their coverage post the GFC.%% The
FDIC raised its deposit insurance limit to $250 000 per depositor for every account
owned.'*’ Demirgiic-Kunt, Kane and Laeven state that an EDIS proved to be effective
during the GFC, noting that the world did not experience a run on banks from
depositors who were insured through an EDIS.* The GFC further prompted
international organizations such as the BCBS to establish protective and resolution
frameworks and mechanisms to ensure a stable financial sector across jurisdictions.
These included the Basel Accords,'#° the Financial Stability Board’s “Key Attributes of
Effective Resolution Regimes for Financial Institutions”*® and the IADI Core

Principles.t5!

141 Morocco established its EDIS in 1993 through the Collective Deposit Guarantee Fund and
subsequently enacted the Banking Law No. 103.12 which established the Deposit Guarantee
Fund of the Participative Banks. See The Moroccan Deposit Insurance Corporation, available
at https://www.sgfg.ma/en/deposit-insurance-system/deposit-insurance-funds

142 Tanzania adopted an EDIS under the Banking and Financial Institutions Act of 1991 which came
into effect in 1994. Uganda also established its EDIS in 1994 under the Financial Institutions
Act of 1993. See Demirglig-Kunt et al “Deposit Insurance around the World: A Comprehensive
Database

143 The Zimbabwe Deposit Protection Fund was established in 2003 in terms of Section 66 of the
Banking Act. See Chikura DPC (2013) 1-3.

144 SARB Media Statement, Deposit insurance body established as Finance Minister Enoch
Godongwana publishes commencement schedule as part of the implementation of the
Financial ~ Sector = Laws Amendment Act 3  April 2023 available at
https://www.resbank.co.za/content/dam/sarb/publications/media-releases/2023/codi-
establishment/Deposit%20Insurance%20body%20C0ODI1%20established%20.pdf  (accessed
on 23 June 2023). See also IADI news available at https://www.iadi.org/en/news/the-
association-welcomes-its-95th-member-the-corporation-for-deposit-insurance-south-africa/
(accessed on 16 July 2023).

145 Laeven “Bank risk and deposit insurance” 2002 The World Bank Economic Review 110.
146 Demirguc-Kunt, Kane and Laeven “International Monetary Fund deposit insurance database”
Working Paper 2014 World Bank 14-15 available at

file:///C:/Users/6742/Downloads/ wp14118.pdf (accessed on 3 April 2023).
147 S 335 (a)(1) of the Dodd-Frank Act 2010.

148 Ibid.

149 Basel Accord refers to number of banking regulations that gives recommendations regarding
banks’ market risk, capital risk and operational risks.

150 FSB Key Attributes of Effective Resolution Regimes for Financial Institutions 2011 available at

https://www.fsb.org/wp-content/uploads/r _111104cc.pdf (accessed on 23 June 202)3.
151 IADI Core Principle 2014.
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2.5. The IADI Core Principles Promoting Financial Inclusion

As mentioned in chapter 1, the IADI sets out sixteen Core Principles that must be
taken into account by jurisdictions when establishing, reviewing or reforming their
EDIS.'5? The IADI's mandate includes contributing to the stability of financial systems.
It does so by promoting international cooperation and providing guidance for
establishing new and enhancing existing deposit insurance systems. The organisation
also encourages extensive international contact among deposit insurers and other
interested parties.'>® Over the years, the IADI has recognized its role in promoting
financial inclusion.'> In 2010, it established the Financial Inclusion Subcommittee
(which was later renamed Financial Inclusion and Innovation Subcommittee (“FIIS”))
with the aim to research and collaborate with other organisations on matters related
to financial inclusion.®® In its 2013 paper on deposit insurance and financial inclusion,
the IADI through the FIIS, found that deposit insurance should promote financial
inclusion by strengthening confidence in financial institutions.'>¢ However, it is
important to note that the role of deposit insurance in promoting financial inclusion is
indirect.’>” The IADI provides that although the promotion of financial inclusion does
not directly fall within the mandate of most countries’ deposit insurers, efforts should
be made to ensure that they monitor financial inclusion initiatives that affect
unsophisticated depositors.:s8 In this chapter, only the Core Principles that have an

effect on the promotion of financial inclusion are discussed.

2.5.1. Core Principle 1: Public policy objectives

Core Principle 1 provides that the design of an EDIS should reflect the scheme’s public
policy objectives.’> These objectives should be formally specified and publicly

disclosed.1®® Core Principle 1 further provides that the two main public policy

152 IADI Core Principle 2014 3.

153 See the objectives of the IADI available at https://www.iadi.org/en/about-iadi/ (accessed on 29
March 2022).
154 IADI Financial inclusion and deposit insurance Research paper 2013 available at

https://www.iadi.org/en/assets/File/Papers/Approved%20Research%20-
%20Discussion%20Papers/2013-

06_Financial Inclusion_and Deposit Insurance publication-clean.pdf (accessed on 6 March
2022). (hereafter “IADI Financial Inclusion and deposit insurance)

185 IADI Financial inclusion and deposit insurance (2013) 3.
156 IADI Financial inclusion and deposit insurance (2013) 6.
157 IADI Financial inclusion and deposit insurance (2013) 6.
158 IADI Core Principles (2014) 5.

159 Core Principle 1: Public policy objectives 18.

160 Ibid.
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objectives for EDIS are to protect depositors and contribute to financial stability.6* In
addition to the two objectives, Demaestri and others provide that the most common
objectives are to, increase competition amongst banks and to reduce the use of public
funds to rescue failing banks.x62 According to Demaestri and others, the protection of
less sophisticated depositors is a mechanism for poverty reduction, because it
provides for the protection of their savings and improves their economic security.163 As
mentioned above, the objective of a deposit insurer should include financial stability.
Demaestri and others state that a stable financial system where deposits are explicitly
protected may encourage the very poor to join the formal financial system, as
compared to when there is no EDIS.'%* They further provide that care must be taken
to ensure that the policies designed to attract the poor to the formal financial sector

are targeted and efficient.16°

With respect to some of the essential criteria to take into consideration when
establishing an EDIS, Core Principle 1 provides that where there are additional public
policy objectives, they must not conflict with the existing two main objectives.%6 In this
regard, one is inclined to argue that the IADI does recognise that an EDIS can have
additional objectives other than the two main ones. Accordingly, a country’s EDIS can
make provision for further objectives that promote financial inclusion. Such provisions
can be to include the promotion of financial inclusion, financial literacy and competition
as objectives of the EDIS. The inclusion of these additional objectives complements
the main two objectives in that where a population is financially literate, there is likely
to be a stable financial sector, as people will make sound financial decisions that add

a positive impact on that country’s financial sector.

In respect of the EDIS enhancing competition, Garcia argues that when there is no
EDIS in place, depositors are likely to opt for large banks to deposit their money with
since they are regarded as less risky and are likely to be rescued by the government

when they fail because they are regarded as “Too Big To Fail”.16” Accordingly, the

161 Ibid.
162 Demaestri at al 2006 Inter-American Development Bank 217.
163 Ibid.
164 Ibid.
165 Ibid.
166 Ibid.

167 Garcia “Deposit insurance: Obtaining the benefits and avoiding the pitfalls” IMF Working Paper
1996 International Monetary Fund 17 available at https://ideas.repec.org/p/imf/imfwpa/1996-
083.html (accessed on 20 August 2023).
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EDIS will assist small banks to compete in the sector as the field will be equally levelled
because all depositors whether from a big or small bank will be protected. Garcia
further argues that the competition in the banking sector will improve the efficiency,

lower interest rates, and promote investment and economic growth.168

In respect of financial inclusion and financial stability, it is submitted by Hawkins that
there exists a relationship between financial inclusion and financial stability in that
increased financial inclusion contributes to greater bank stability.*®® Furthermore, the
incorporation of financial inclusion as an objective of an EDIS will improve financial
stability in that banks will rely on less volatile funding sources and rely on the funds
brought in by more depositors who will now be included, this will in turn improve the

safety and soundness of banks.17°

2.5.2. Core Principle 7: Membership

When a deposit insurance scheme is established, there is an option to make the
membership in the scheme voluntary or compulsory.i’t It is recommended that
membership should be in line with the deposit insurer's mandate and objectives.1’?
Core Principle 7 also recommends that membership of an EDIS should be compulsory
for all banks.1® This means that every individual who has deposited money in a bank
will have their deposits or part thereof protected. This will bring certainty and
confidence to depositors that their deposits are protected. Furthermore, because
membership is compulsory for all banks, it places all banks, regardless of the size, on
an equal footing when it comes to protection of their depositors’ deposits. This will
further increase competition among banks as small banks will be able to emerge and
attract new depositors because the fear that they are less trusted and will not be able
to protect customers deposits will be reduced. This will encourage banks to introduce

innovative products that will cater to those individuals who remain unbanked or those

168 Ibid.

169 Hawkins “Financial access and financial stability” 2006 BIS 65 available at
https://www.bis.org/events/cbcd06e.pdf (accessed on 20 April 2022).

170 Khan Financial inclusion and financial stability: are they two sides of the same coin? Remarks of
Mr. Khan, Deputy Governor of the Reserve Bank of India, 4 November 2011, available at
http://www.bis.org/review/r111229f.pdf (accessed on 17 April 2022).

171 Nigeria Deposit Insurance Corporation Concept, Practice and Management Of Deposit Insurance
available at https://ndic.gov.ng/deposit-insurance/deposit-insurance-scheme/ (accessed on 5

May 2023).
172 Core Principle 7: Membership 27.
173 Ibid.
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to whom the current products do not necessary cater to, thus contributing to financial

inclusion.

When membership is voluntary, some big banks may opt out which may undermine
the entire system.1’* Compulsory deposit insurance is beneficial to ensure that there
is cohesiveness in the system and that even the less sophisticated depositors are
protected not only those belonging to certain banks. In addition, compulsory
membership helps avoid confusion amongst depositors over whether or not their bank
is insured or not especially during a crisis. The main purpose of deposit insurance is
to avoid bank runs, therefore where an EDIS is voluntary, depositors may be confused
as to whether the bank that holds their deposits is insured or not and ultimately end

up running to withdraw their deposits.

The Financial Stability Forum (“FSF”) Working Group, however, provides that
membership of the EDIS should be extended to financial institutions that are financially
sound and subject to prudential supervision to protect the solvency of the EDIS.1"
This study differs with FSF’s argument because the purpose of an EDIS is to protect
unsophisticated depositors, who may not be fully equipped to do their own due
diligence on the banks they deposit their monies into. If banks that are perceived to be
financially unsound are excluded from being members of the deposit insurance
scheme, their depositors will be left exposed and without protection, thus going against
the very objective of the scheme. It is therefore argued that compulsory membership
is the most effective way to ensure uniformity and avoid confusion amongst depositors

and promote financial inclusion.

2.5.3. Core Principle 8: Coverage

Core Principle 8 provides for the scope and level of protection provided by the EDIS.17®
It provides that the EDIS must clearly set out the scope and level of coverage it affords
depositors.!’” It is recommended that EDIS should fully cover the majority of
depositors and simultaneously ensure that a sizable number of deposits are not fully

174 Wheelock and Khumbakar “Which banks choose deposit insurance? evidence of adverse
selection and moral hazard in a voluntary insurance system” 1995 Journal of Money, Credit and
Banking. available at https://doi.org/10.2307/2077858 (accessed on 20 June 2023).

175 Demaestri et al 2006 Inter-American Development Bank 222.

176 Core Principle 8: Coverage 27-28.

77 Ibid.

33


https://protect.checkpoint.com/v2/___https:/doi.org/10.2307/2077858___.YzJlOnVuaXNhbW9iaWxlOmM6bzo1NzUxNjUwYTIzODU0MGRlZWU2NDcyOWVmOGY0NTAxMzo2OjRkOGY6YTRiNWU4NWI2NDM2YTVhMGFhZTBiZTExY2IwZmYzNDJlYzMyMGQxZmVmMGZhZjBjZWRiMTg0Y2MwMWM0YmFjZTpwOlQ

covered.’® Ketcha states that the coverage must be enough to repel run on banks but
not too extensive that it removes market discipline.”® Although full coverage for all
deposits and depositors would afford the greatest protection for depositors, it may
present the greatest challenge in the reduction of market discipline.:® At the other end
of the spectrum, a very low coverage that does not protect the majority of depositors
in the system would not be effective at curtailing bank runs and protecting
depositors.'8 Cull et al in their empirical research found that high coverage levels lead
to financial instability in countries that have poor regulatory and supervisory
frameworks.182 Garcia argues that in some cases, limited coverage deposit insurance
may help small depositors receive preferential treatment compared to large
depositors.1® This is because small depositors are likely to have a higher proportion

of their deposits protected in the event of a bank failure than large depositors.

Accordingly, it is recommended that coverage of an EDIS should be limited and
adequate enough to cover a large majority of depositors.'®* The EDIS coverage should
be consistent with the scheme’s public policy objectives and related design features.
Therefore, it follows that adequate coverage is important to avoid a bank run and to
promote confidence in the financial system. There has to be a proper balance between
establishing an adequate deposit coverage and limiting the coverage amount so as to

ensure that there is no excessive risk taking by both banks and depositors.*&

It is also worth mentioning that with respect to financial inclusion, the I1ADI recognises
the need for some innovative and digital products to be included as part of deposits
that also require protection.!8 Setting out the deposits that are covered and those that
are excluded brings about clarity and awareness to the public.'®” When depositors are
not adequately covered or protected, they are likely to run from both strong and weak

178 |ADI Deposit insurance coverage- Guidance paper (2016) 3.

179 Ketcha “Deposit insurance system design and considerations” 1999 229 BIS available at
https://www.bis.org/publ/plcy070.pdf (accessed on 23 June 2023).

180 Kawadza 2018 South African Law Journal 539.

181 Ibjd.

182 Cull, Senbet and Sorge “Deposit insurance and financial development” 2005 Journal of Money,
Credit and  Banking: Ohio  State  University =~ Press 43-82  available at
https://www.jstor.org/stable/3838937 (accessed on 20 June 2023).

18 Garcia 1996 International Monetary fund 40-42.

184 Ibid.

185 Ibid.

18 |ADI Financial inclusion and deposit insurance (2013)10.

187 |ADI Financial inclusion and deposit insurance (2013) 38.
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banks.188 Accordingly, adequate definition of deposits that are covered by an EDIS
brings clarity to depositors. This will contribute to the confidence required to bring in
those who do not have bank accounts and thus promote financial inclusion. If the
public is unaware that coverage is limited and have confidence that all their deposits

will be protected, this may have adverse financial effect on the scheme’s credibility.18°

It is possible to exclude deposits held by depositors who are deemed capable of
ascertaining the financial condition of a bank and exerting market discipline, such as
deposits held by banks, bank directors, government bodies.'® In this way, protection
is provided to those who need it most and those individuals that can exercise market
discipline are excluded. The scope and level of coverage also affects the EDIS’ ability
to protect deposits,'°! in that where there is full coverage the deposit insurer might not

have enough funds to reimburse all depositors.

2.5.4. Core Principle 9: Sources and uses of funds

Proper funding arrangements are essential for the effectiveness of an EDIS for it to
maintain public confidence. The funding mechanism can either be ex-ante or ex
post.’®? Ex ante funding refers to the accumulation of a reserve of funds over time.1%3
In ex-ante funding arrangements, banks contribute to the EDIS through premium
payments prior to the failure of a bank.1% According to Okeahalam, pre-collected
premiums allows for the reimbursement of depositors fully up to a pre-set limit in the

event of a bank failure.1% Consequently, this reinstates depositors confidence in the

188 JADI FSB guidance paper on coverage 2013 available at
https://www.iadi.org/en/assets/File/Papers/Approved%20Guidance%20Papers/IADI_Coverage
Enhanced Guidance Paper.pdf (accessed on 20 April 2022).

189 Financial Stability Forum “Guidance for developing effective deposit insurance systems:

Membership” Discussion Paper 2001 page number unknown available at
https://www.fdic.gov/deposit/deposits/international/guidance/index.html (accessed on 20 May
2023).

190 |ADI FSB guidance paper on coverage (2013) 13.

191 Demaestri et al 2006 Inter-American Development Bank 223.

192 Core Principle 9: Sources and Uses of Funds 29-30. See also FSB Report (2012) 23.

193 Ibid.

194 Financial Stability Forum International Guidance on Deposit Insurance A Consultative Process
2000 available https://www.fsb.org/wp-content/uploads/r 0006.pdf (accessed on 29 June 2023).

195 Okeahalam “Deposit insurance and international banking regulation” Chapter 22, in Mullineux

and Murinde Handbook of International Banking 2003 Edward Elgar Publishing 638.
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banking sector.1% Because all banks contribute the funds for the scheme, banks that

ultimately fail will have also contributed to financing the cost of their failure.%’

Ex post funding requires member banks to pay premiums or levies after failures occur.
Demaestri and others argue that ex post funding may encourage banks to monitor
each other’s risk-taking activities, since each bank has an incentive to avoid the costs
associated with the failure of a member.19%¢ With this form of funding mechanism,
prompt reimbursement of depositors may be difficult to attain because contributions
occur after a bank failure has occurred and the delays can undermine confidence in
the banking system.* In addition, the failed bank(s) will not have contributed to

funding the costs associated with its/their failure.

It is important to also state that the EDIS must ensure that the premiums charged are
sufficient enough to ensure that the scheme has enough funds to reimburse depositors
without delays, so that the efficiency of the scheme is not negatively affected. As stated
above, the funding of an EDIS is derived from banks through the levying of premiums.
The 2012 FSB Report discussed in chapter 1 provides that countries can elect to levy
premiums at a flat rate or risk-based.??° A flat rate premium approach means that all
member banks contribute equal premiums whilst a risk-based premium is charged in
accordance with the bank’s risk profile.?°! Although the flat rate approach is regarded
as being easier to manage, this study argues that a risk-based source of funding is
preferable. The reason is that it mitigates against moral hazard, as it discourages
excessive risk-taking behaviour by banks.?%? It is argued that an EDIS that is
adequately designed should have sufficient funds that are promptly accessible when
a bank fails to ensure that depositors are reimbursed without delay.?°® This study
argues that ex ante funding mechanism provides assurance to depositors that they

will get their deposits as premiums have already been paid by the banks and this also

196 Ibid.

197 Kleftouri “Deposit protection system’s design and effectiveness” 2015 Journal of Banking
Regulation 53.

198 Demaestri et al 2006 Inter-American Developmeemnt Bank 224.

19 Ellis “Deposit insurance funding: Assuring confidence” 2013 Federal Deposit Insurance
Corporation 3 available at https://www.fdic.gov/deposit/insurance/assuringconfidence.pdf
(accessed on 29 June 2023).

200 FSB Report (2012) 22.

201 Ipid.

202 Kaufman Cato Journal 31. See also Olanipekun LLD Thesis 179.

203 Ellis Federal Deposit Insurance Corporation (2013) 3.
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contributes to the promotion of confidence in the banking sector.24 In this regard an
ex-ante funding arrangement that is risk-based promotes financial inclusion because
it contributes to the promotion of confidence in the financial system and guarantees

payment to depositors.

2.5.5. Core Principle 10: Public Awareness

Core Principle 10 provides that to protect depositors and contribute to financial
stability, the public must be informed on an ongoing basis about the benefits and
limitations of the deposit insurance system.205 The deposit insurer is required to have
a comprehensive communication strategic plan which is designed to reach a targeted
audience.?’® The Core Principle further provides that the public must be informed
about where, how and when depositors of the failed member bank can get their
deposits.?’” The depositors should also be properly informed of the necessary
information that they are required to submit to access their funds.?°® The awareness
about the existence of deposit insurance will curtail against bank runs as there will
likely be reduction of bank runs because depositors will already be aware that their
deposits are protected if the bank that holds same is under crisis. Another role played
by public awareness is making the illiterate and vulnerable members of the population
aware of the safety and effective methods of storing their money.?%° It is submitted that
public awareness can contribute to inducing the unbanked into the formal banking
system. According to the Financial Stability Forum, a public awareness plan should
address issues related to failure before failure actually occurs. It must disseminate
information that promotes the understanding of the EDIS and its features.2¢ Public
awareness can be achieved through educational initiatives, advertisements through
media such as press releases, websites, billboards, and social media.?! It is also

important that the EDIS work together with other financial sector regulators and the

204 |bid.

205 Core Principle 10: Public Awareness 32-33.
206 |bid.

207 Core Principle 10: Public Awareness 32.

208 Ipid.

209 Consultative Group to Assist the Poor (“CGAP”) Toward proportionate standards and guidance,
a white paper prepared on behalf of the G-20’s global partnership for financial inclusion (2011)
46 available at https://www.gpfi.org/sites/gpfi/files/documents/White-Paper-Global-Standard-
Setting-Bodies-Oct-2011.pdf (accessed on 29 June 2023).

210 Financial Stability Forum Guidance for developing effective deposit insurance systems (2001)
29-30 available at https://www.fdic.gov/deposit/deposits/international/guidance/finalreport.pdf
(accessed on 20 April 2023).

211 ADI financial inclusion and deposit insurance (2013) 25.
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banks to ensure that the public is aware of the EDIS and they provide depositors with
consistent and accurate information.?*? To this end, public awareness plays a huge
role in the promotion of financial inclusion by making people aware of the existence of
EDIS and its importance thereof and ultimately promoting trust in formal financial
institutions. As previous illustrated, trust and confidence works in tandem with trust in
the banking sector, consequently those who have elected not to be part of the sector
are likely to become confident enough to make use of formal financial services if made

aware of the existence of the EDIS.

2.5.6. Core Principle 15: Reimbursements

The EDIS should have readily available funds to ensure prompt reimbursement of
depositors claims. The deposit insurance system should reimburse depositors’ insured
funds promptly, in order to contribute to financial stability and confidence in the
banking sector.?** Prompt payment is defined as the reimbursement of depositors
within a time that does not compromise the stability of the sector.?'# This Core Principle
provides that an EDIS should have in place a clear and unequivocal trigger for insured
depositor reimbursement.?'> There should be a specific timeframe set within which
reimbursement to depositors should take place in order to avoid confusion among
depositors on when they are to expect their deposits.?1® The Core Principle provides
that reimbursement of most deposits should be done within seven working days.?’ In
instances where depositors need to file claims and provide proof that they hold
deposits in the failed bank prior to being reimbursed, the process of identification may
take time. Therefore, this must also be taken into consideration when setting the
timeframe for reimbursement. The timeline for the reimbursement must therefore be

considered to run from the date the depositor brings this claim.?8

212 Core Principle 10: Public Awareness 31.

213 JADlI Developing effective reimbursement systems and processes (2022) 4
https://www.iadi.org/en/assets/File/Papers/Approved%20Guidance%20Papers/IADI _Guidance
paper-Developing Effective Reimbursement Systems and Processes-Final 201210 (2012-
12 to IADI).pdf (accessed on 20 April 2022) (Hereafter the IADI Developing effective
reimbursement systems and processes 2022).

214 |bid.

215 Core Principle 15: Reimbursing Depositors 39.

216 FSB Report (2012) 23.

217 Core Principle 15: Reimbursing Depositors 39.

218 |ADI Developing effective reimbursement systems and processes (2022) 20.
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Timeous reimbursement helps avoid bank runs and contagion.?*® There needs to be
a timeframe that is clearly set and made public in terms of which the reimbursement
is to take place and be completed.??° The IADI further provides that depositors should
be kept abreast on when and the conditions under which the reimbursement will be
effected.??! Additionally, depositors are to be informed in advance of the conditions
that trigger the reimbursement to maintain certainty and promote public confidence.??2
The deposit insurer must ensure that it has all the necessary information and capacity
to carry out the reimbursement to avoid any delays.??® It is recognised that prompt
reimbursement plays a role in promoting confidence in the systems in that the
credibility of the sector is maintained.??*

2.6. Conclusion

This chapter sought to evaluate the role of the IADI’'s Core Principles in promoting
financial inclusion. The discussion first focused on the important role that banks play
in financial inclusion. It is submitted that the banks’ safety is paramount and where this
safety falls short of protecting banks against failure, an EDIS plays an important role
in mitigating against bank runs and loss of confidence in the sector. This chapter also
touched on the difference between an EDIS and an implicit deposit insurance. It also
set out the disadvantages and advantages of both systems and argued that an EDIS
is the best form of protective system that promotes financial inclusion. A discussion
was also had on the role that the GFC played in the development of EDIS, in that it
highlighted the need for countries to have an effective EDIS and have uniformed
guiding principles that should be followed when establishing an EDIS. This chapter
further illustrated that an EDIS increases public confidence in the financial system as
it provides reassurance to depositors that their deposits will be reimbursed in the event
of bank failure.??> An effective EDIS depends mainly on its design features,
membership, coverage, funding and public awareness.??® Requiring compulsory

membership ensures that all qualifying depositors are protected regardless of the size

219 JADI Developing effective reimbursement systems and processes (2022) 11.

220 JADI Developing effective reimbursement systems and processes (2022) 7.

221 |bid.

222 |bid.

223 |ADI Developing effective reimbursement systems and processes (2022) 10.

224 |ADI Developing effective reimbursement systems and processes (2022) 11.

225 Lugulu Thesis Chapter 2.3.3.1 62.

226 Safakli and Guryay 2007 International Research Journal of Finance and Economics 201.
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of the bank they belong to. This further contributes to the credibility of the scheme and
promotes financial inclusion. Placing a limit on the coverage of deposits limits moral
hazard and reinforces market discipline.??” Ensuring that the public is aware of the
scope and coverage of the protection prior to bank failure helps to avoid confusion
among depositors and maintains trust and confidence in the sector. As a result of the
above, it is submitted that the public should be informed about the overall existence of
EDIS and its features in order to instil confidence and encourage those who are

currently excluded to form part of the formal financial system.??8

221 Quintero “Deposit insurance and market discipline” 2023 Journal of Financial Stability 1.
228 Safakli and Guryay 2007 International Research Journal of Finance and Economics 204.
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CHAPTER 3: THE ROLE OF THE DEPOSIT PROTECTION CORPORATION OF
ZIMBABWE IN PROMOTING FINANCIAL INCLUSION

3.1. Introduction

Sub-Saharan Africa has high levels of poverty and income inequalities. Furthermore,
according to the World Bank, the majority of people in Africa are financially
excluded.??® The FinMark Trust survey released in 2022 indicates that 73% of the
population in the SADC region are financially included and only 37% of this population
is banked.?* It has been discussed in the earlier chapters that financial inclusion is
seen as one of the mechanisms that can be used to eradicate poverty. Accordingly, a
more financially inclusive African continent will result in the reduction of poverty. Like
most African countries, Zimbabwe has not been immune to financial exclusion and
poverty challenges.?3* The country has however, taken significant steps to improve
levels of financial inclusion. Over the years Zimbabwe has adopted and implemented
robust financial inclusion strategies to achieve a more financially inclusive society.?32
This chapter will explore the mechanisms that have been put in place by the
Zimbabwean government and other key role players to promote financial inclusion.
Focus will be placed on the DPC'’s role in promoting financial inclusion. This chapter
will also interrogate whether the DPC’s features comply with the IADI Core Principles
and the extent to which these features contribute to the promotion of financial inclusion
in Zimbabwe. Additionally, the chapter aims to extract lessons that could be valuable

for South Africa in a similar context.

229 Demirguc-Kunt and Klapper “Financial inclusion in Africa: An Overview” 2012 World Bank 2-3
available at
https://www.researchgate.net/publication/251324124 Financial_Inclusion _in_Africa_An_Over
view (accessed on 25 November 2023).

230 FinMark Trust “Annual report 2022” 15 available at
https://finmark.org.za/Publications/2022 Annual Report.pdf (accessed on 25 November
2023).

231 Makina, Chiwunze and Ndari “Financial inclusion strategies for making financial markets work

for the poor in Zimbabwe* 2014 ZEPARU- 10 available at
https://zepari.co.zw/sites/default/files/2018-
09/Financial%20Inclusion%20Strategies %20for%20making%20financial %20markets %20work
%20for%20the%20poor%20in%20Zimbabwe.pdf (accessed on 25 November 2023).

282 RBZ Zimbabwe national financial inclusion journey 2016-2020 (2020) available at
https://www.rbz.co.zw/documents/BLSS/2021/FINANCIAL-INCLUSION--JOURNEY.pdf
(accessed on 25 November 2023).
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3.2.  Overview of Financial Inclusion in Zimbabwe

The Reserve Bank of Zimbabwe (“RBZ”) defines financial inclusion as “the sustainable
cost-effective provision of a wide range of financial services at an affordable cost to
the majority of the population”. In an effort to align itself with global standards,
Zimbabwe became a member of the Alliance for Financial Inclusion (“AFI”) and the
Global Partnership for Financial Inclusion.?** The RBZ also participates in the Global
Policy Forums and the African Financial Inclusion Policy Initiative which is a platform
for AFI Africa members to support and develop financial inclusion policy frameworks
and coordinate with their peers.?* In addition, the RBZ is also a member of Gender
Inclusive Finance Committee, which provides leadership on advancing and promoting
women’s financial inclusion in the AF1.235 According to Nyaude one of the prevailing
trends amongst AFI members is the development of financial inclusion strategy.3¢ In
line with this trend in 2016, in an effort to improve financial inclusion in the country, the
Zimbabwean government launched the National Financial Inclusion Strategy (“NFIS”).
The NFIS defines financial inclusion as “the effective use of a wide range of quality,
affordable and accessible financial services provided fairly and transparently through
formal, regulated entities by all Zimbabweans”.23” The NFIS is underpinned by four
pillars namely; financial innovation, financial literacy, financial consumer protection
and microfinance.?3® The NFIS set a goal to increase the level of access to affordable
and appropriate financial products and services to at least 90 percent by 2020.2%° The
DPC forms part of the stakeholders responsible for implementing the NFIS.?4° It is also
a member of the National Financial Inclusion Forum, which among other issues,

promotes financial inclusion and financial literacy.?*

233 Nyaude “Exploring the legal protection of bank depositors as an instrument for promoting financial
inclusion in Zimbabwe” chapter 15 In Chitimira and Warikandwa Financial inclusion regulatory
practices in SADC: Addressing Prospects and Challenges in the 21st Century 2023 Routledge
209. (“Nyaude 2023 Routledge”)

234 RBZ Zimbabwe national financial inclusion journey 2016-2020 (2021) 16.

235 RBZ Zimbabwe national financial inclusion journey 2016-2020 (2021) 17.

23 Nyaude 2023 Routledge 210.

287 RBZ Zimbabwe National Financial Inclusion Strategy 2016 -2020 (2016) 15 available at
https://www.rbz.co.zw/documents/BLSS/Financiallnclusion/National-Financial-Inclusion-
Strateqgy.pdf (accessed on 22 November 2023). (“RBZ NFIS (2016)”)

238 Reserve Bank of Zimbabwe NFIS (2016) 2.

239 RBZ NFIS (2016) 16.

240 RBZ NFIS (2016) 50.

241 DPC 2022 Annual report 11 available at https://www.dpcorp.co.zw/assets/dpc-annual-report-
2022.pdf (accessed on 15 July 2023).
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In 2014 the level of financial inclusion sat at 77% in Zimbabwe.?*? The Finscope
Consumer Survey in its 2022 survey found that financial inclusion has increased from
77% in 2014 to 88% in 2022.243 Furthermore, formally served adults have increased
from 69% in 2014 to 84% in 2022 which is almost close to reaching the 90% target set
by NFIS. In addition, the survey found that about 46% of Zimbabweans are banked
which represents about 1,2 million adults that have been brought into the banking
sphere between 2014 and 2022.2* This shows that although there has been a
significant improvement since the 2014 survey, this indicates that there is still a large
amount of people who are unbanked. The large number of the unbanked population,
according to Strassburg and Khumalo, indicates a lack of confidence the population
has in the banking sector.?*® It is however clear that whilst there is still a need for
improvement, successful attempts have been made by the Zimbabwean government

to improve financial inclusion.

3.3. AHistory of Zimbabwe’s Bank Crises

The history of bank failures in Zimbabwe dates back from mid-1990s and intensified
in the 2000s, when the government began granting new bank licenses to local financial
players, through the Economic Structural Adjustment Program (“ESAP”), to increase
competition.?4® The ESAP resulted in the implementation of financial reforms through
the deregulation of the banking sector.?4’ Prior to the implementation of the ESAP, the
Zimbabwean banking sector was largely dominated by foreign banks and had few role
players, resulting in limited choice and quality of services and innovation in the
sector.?*® Part of what led to the banking crises over the years has been a combination

242 Finscope Consumer Survey Finscope consumer survey Zimbabwe 2014 available at
http://www..finmark.org.za/wp-cotent/uploads/2016/01Broch FSZimbabwe Consumer2014pdf
(accessed on 30 June 2022). (Hereinafter “Finscope 2014”).

243 Finscope Consumer Survey Finscope consumer survey Zimbabwe 2022 29 available
https://www.rbz.co.zw/documents/BLSS/2022/Zimbabwe FinScope Consumer 2022 Survey
Report.pdf at (accessed on 22 November 2023). (Hereinafter “Zimbabwe’s Finscope Survey
20227).

244 Zimbabwe’s Finscope Survey (2022) 40.

245 Strassburg and Khumalo “FinScope SME survey Zimbabwe” 2012 FinMark available at
https://finmark.org.za/system/documents/files/000/000/448/original/FinScope Zimbabwe Broch
13FNL.pdf?1614943378 (accessed on 30 June 2022).

246 Dzomira “Analysis of bank failures during financial tumult in Africa Zimbabwe: a historical review”

2014 Journal of Governance and Regulation 75 available at
http://www.virtusinterpress.org/IMG/pdf/10-22495 jgr v3 i3 c1 p1.pdf (accessed on 28 June
2022).

247 Ibid.

248 Nyaude Thesis (2021) 90 para 3.4.
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of poor corporate governance, liquidity challenges and capital adequacy in the
sector.?*® The Zimbabwean banking industry was also severely affected by
hyperinflation which resulted in the decline of depositors’ savings, which led to banks
facing liquidity crises.?>° One of the first banks to fail was the United Merchant Bank in
1998, caused by mismanagement and bad loans.?! Other bank failures subsequently
followed, such as the failure of Zimbank, Zimbabwe Building Society, the Universal
Merchant Bank all in 2002 and the First National Building Society (2003).2°2 As the
lender of last resort, the RBZ bailed out the first three banks to collapse in the early
2000s, namely, CBZ, Zimbank, and Zimbabwe Building Society.?>® However, with the
fast-growing failure of banks during 2003, the RBZ suspended its lender of last resort
mechanism.?>* This resulted in the collapse of several banks that were under financial
distress. Phiri and Muponda argue that the RBZ’s slow response to the crisis of these
banks contributed to their failure.?>> Furthermore, Kupakuwana states that the decision
by the RBZ to close some banks was meant to protect depositors’ funds.?*¢ The RBZ
appointed administrators to run some of the banks under crisis in an attempt to prevent
contagion.?®” Moreover, in response to the continuous failures, new legislative
frameworks were established which included the Deposit Protection Board in 2003
through the Banking Act,?%® together with the Banking Regulations and the Statutory
Instrument 29 of 2003.2%°

249 Magondo “An assessment of the effectiveness of the regulatory tools in managing bank failures
in Zimbabwe: case of Interfin and Royal Bank® 2015, Masters Thesis. University of Zimbabwe 11.

250 Phiri and Muponda “Public confidence and its impact on performance and stability of banks in
Zimbabwe” 2016 University of Zimbabwe, Faculty of Commerce 1. (Hereafter “Phiri and Muponda
University of Zimbabwe, Faculty of Commerce 2016”)

251 Nyaude Thesis (2021) 94 para 3.4.

252 |bid.

253 Ibid.

254 Phiri and Muponda University of Zimbabwe, Faculty of Commerce (2016)1-2.

2% Ibid.

2% Kupakuwana “Sustainable retail banking and asset management: lessons from challenges faced
by entrepreneurs in African economies” Chapter 12 in Burger-Helmchen Africa Economies.
Entrepreneurship-Gender, Geographies & Social Context 2013 InTech 198-199 available at
https://www.semanticscholar.org/reader/8005bb61c4e5dc2e02d21e6bd362c687c44745b6
(accessed on 26 November 2023).

257 Ibid.

2% Banking Act [Chapter 24:20].

2% DPC About DPC: Background available at https://www.dpcorp.co.zw/about-dpc.html (accessed
on 24 November 2023).
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3.4. Overview of the DPC

Zimbabwe’s EDIS was established in 2003 in terms of section 66 of the Banking Act
and administered through the Deposit Protection Board before its name change. The
mandate of the Deposit Protection Board included “(a) protecting depositors,
particularly small depositors; and (b) contributing towards the stability of Zimbabwe’s
financial system; and (c) enhancing competition between different sectors and
institutions in Zimbabwe’s financial system; and (d) promoting sound business
practices for contributory institutions.”?%® The Deposit Protection Board’s name was
subsequently changed to the DPC in 2012 through the enactment of the Deposit
Protection Act [Chapter 24:29], No. 7/2011 (“the DPC Act”). The new enactment also
resulted in the expansion of the DPC’s mandate to include responsibilities as the
provisional liquidator, judicial manager and liquidator of closed banks.?6! According to
Nyaude, this expansion allows the DPC to execute its mandate in accordance with
international best practice.?%? In addition, the DPC is responsible for administering the
Deposit Protection Fund which is established under section 13 of the DPC Act.?%3 The
objective of the Fund is to compensate depositors in full or in part, for losses incurred
due to the failure of a member institution.?%* The DPC has been a member of the IADI
since its inception in 2003 and is also a member of the IADI African regional
committee.?®> The regional committee is aimed at fostering regional interests through

the sharing and exchange of information and ideas.?%¢

3.5. The effect of the DPC on Financial Inclusion
3.5.1. DPC Public Policy Obijectives

Zimbabwe’s EDIS public policy objectives include the protection of small and

unsophisticated depositors, the enhancement of financial stability by minimising bank

260 S 5 of the DPC Act. See also Nyaude Thesis (2021) 89.

261 |bid. See also s 65 of the DPC Act, amending chapter 24:20 of the Banking Act.

262 |bid.

263 Ss 5(1)(a) and 13 of the DPC Act.

264 S 13(3) of the DPC Act.

265 |ADI Membership and participants available at https://www.iadi.org/en/about-iadi/iadi-members-
and-
participants/#:~:text=Overview%200f%20the %20Association,for%20membership%20in%20the
%20Association (accessed on 24 November 2023).

266 IADI Regional Committees available at https://www.iadi.org/en/about-iadi/organisation/regional-
committee/ (accessed on 24 November 2023).
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runs and enhancement of competition in the financial sector by mitigating competitive
barriers in the industry.?®” The policy objectives have been incorporated in section 5(2)
of the DPC Act, which provides that the DPC’s objectives also extend to contributing
to financial stability, enhancing public confidence in the financial sector and enhancing
competition in the financial sector by creating a level playing field through
guaranteeing depositor reimbursements for both big and small member institutions.268
The DPC’s public policy objectives are in line with Core Principle 1 of the IADI.
Furthermore, the public policy objectives promote financial inclusion in that they aim
to ensure that depositors, specifically small and unsophisticated depositors of failed
banks, are reimbursed. This, in turn, helps to maintain confidence in the banking
sector, keeping existing depositors and encouraging those who have voluntarily
stayed out of the sector due to lack of trust to participate. The assurance of deposit
guarantee even in the event of failure serves as a catalyst for their inclusion in the

banking sector.

3.5.2. Membership of the DPC

In line with the Core Principle 7’s recommendation, membership of the DPC is
mandatory and automatic for all licensed deposit taking institutions.?6® Membership
includes commercial banks, building societies, merchant banks, deposit-taking
microfinance institutions, savings banks, and development institutions.?”® Extending
protection to institutions like microfinance institutions results in broad access to safe
and affordable services and products to the poor and unbanked which in turn promotes
financial inclusion.?”* Enforcing mandatory membership ensures the protection of all

depositors in registered institutions, thereby further promoting financial inclusion.

267 Deposit Protection Board Public-policy objectives, functions, powers and design features for an
explicit, limited deposit protection scheme in Zimbabwe 2002 Board Meeting Paper no.3.2/2002
available at https://www.dpcorp.co.zw/assets/public-policy-objectives.pdf (accessed on 24
November 2023).

68§ 5 of the DPC Act. see also DPC Public policy objectives available at
https://www.dpcorp.co.zw/deposit-protection.html (accessed on 29 June 2022).

269 DPC Brochure available at https://www.dpcorp.co.zw/assets/dpc-brochure-220623.pdf
(accessed on 24 November 2023).

2710 |pid. See also DPC List of member banks available at https://www.dpcorp.co.zw/member-
banks.html (accessed on 29 June 2022).

21 DPC The role of deposit insurance in promoting financial inclusion 3 available at
https://www.dpcorp.co.zw/assets/deposit-protection-and-financial-inclusion.pdf (accessed on 20
March 2022).
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3.5.3. Scope and Coverage

As of 2022 the DPC’s coverage limit sits at ZWL1,000,000 and USD1,000.00 per
depositor per deposit class per banking institution. The coverage limit for deposit
taking microfinance institutions sits at ZWL100,000 and USD500 per deposit class per
deposit-taking microfinance institution.?’> The protection is also extended to foreign
currency denominated accounts.?’® As stated in Chapter 2, Core Principle 8
recommends that the coverage level must be sufficient enough to minimise bank runs
but not too wide to compromise market discipline.?’4 Accordingly, coverage is still
limited but the limitation is not extreme to undermine the efficiency of scheme.
According to the DPC’s 2022 annual report, 97.4% (ZWL) and 96.3% (USD) of the
depositors’ bank accounts were covered in full and 97.8% and 98.3% of the depositor
accounts in deposit-taking microfinance institutions were covered in full.?’> In addition,
the DPC provides that where the deposit balance is above the cover limit, it is payable
through the liquidation process on a pro-rata basis.?’®¢ The DPC also states that the
coverage limit is in line with the current macroeconomic conditions.?’” This is in line
with Core Principle 8 which recommends that the level and scope must be set at a
level that majority of depositors are protected.?’® Moreover, in terms of regulation 7 of
the DPC Regulations, all deposits, such as fixed deposits, savings deposits, shares in
a building society, that are held by a contributory institution are insured.?”® Regulation
8 of the DPC Regulations sets out deposits that are not insured by the DPC. They
include; deposits by government, interbank deposits, capital shares, negotiable

certificate deposits.28°

212 DPC Cover limit available at https://www.dpcorp.co.zw/deposit-protection.htm| (accessed on 24
November 2023).

213 DPC Notice of explicit deposit protection of foreign currency dominated accounts and/or nostro
FSCA accounts- Public notice 2021 available at https://www.dpcorp.co.zw/assets/public-notice-
1-0f-2021.pdf (accessed on 24 November 2023). See also the definition of deposit in s 2 of the
DPC Act which includes foreign currency.

274 Core Principle 8: Coverage 23.

275 DPC 2022 Annual report 10.

216 |bid.

211 DPC Increase in Zimbabwean dollar deposit protection cover 2012.

2718 Core Principle 8: Coverage 23.

219 Regulation 7 of the DPC Regulations.

280 Regulation 8 of the DPC Regulations.
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3.5.4. DPC’s Funding

The funds to fund the DPC are derived from premium levies collected quarterly from
contributory institutions including those under judicial management and curatorship.8!
The DPC can also get funds from interest earning on its investments, government
grants and advances by the RBZ.?®2 The premium is currently prescribed at the rate
of 0.3% of average eligible deposits paid on a quarterly basis.?®® The DPC also uses
a flat rate premium assessment system to determine the premium levy payable by
each contributory institution.?84 This form of funding model is ex ante in that the
premiums are collected before there is a bank failure.?®® This is in line with the Core
Principle 9 recommendation.?8® As discussed in chapter 2, this form of funding
promotes financial inclusion in that reimbursements are done quickly since funds are
readily available as opposed to having to first collect contributions during a bank failure
and thereby extending the waiting period for reimbursements. In instances where there
is a shortfall of funds to reimburse protected depositors, the RBZ can advance funds
to cover the shortfall.?®” Depositors do not pay any premiums to the DPC to be eligible
for protection, such protection is afforded provided that their deposits are held with
contributory institutions.?88 Accordingly, this ensures that depositors are protected
without having to spend additional costs to be afforded such protection. This ensures

that public confidence is maintained, thus promoting financial inclusion.
3.5.5. DPC’s Public Awareness

The DPC promotes financial inclusion by promoting the use of mainstream banking
through financial literacy and public awareness campaigns to the banked and
unbanked public on the benefits and limitations of deposit protection.?®® Section 61 of

the DPC Act provides for public awareness of the DPC, by placing an obligation on

281 bid.

282 DPC Brochure available at https://www.dpcorp.co.zw/assets/dpc-brochure-220623.pdf
(accessed on 24 November 2023).

283 DPC website available at https://www.dpcorp.co.zw/deposit-protection.html (accessed on 29
June 2022).

284 DPC 2022 Annual report 21.

285 Nyaude 2023 Routledge 215.

286 Core Principle 9: Funding 29.

287 Nyaude 2023 Routledge 216.

288 |bid.

289 DPC Deposit protection as a financial safety-net and its role in promoting financial inclusion 2023
available at https://www.dpcorp.co.zw/assets/dpc-and-financial-inclusion.pdf (accessed on 26
November 2023).
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member banks to ensure that their depositors are informed about the scope of
coverage offered by the DPC and how they can receive reimbursement in the event
of bank failure.?%° In an effort to create more awareness, the DPC has its own website
wherein it sets out its mandate, member banks, the scope of coverage and the
legislative frameworks relevant to it, amongst others.?®! In its 2021 annual report, the
DPC states that its exposure has been increased due to the use of campaigns
advertised in newspapers, radio stations and television.?®? It further participated in
events such as Global Money Week, Zimbabwe International Trade Fair and the
Zimbabwe Agricultural Show to bring awareness about the corporation and what it
entails.?% It also puts out advertisements in vernacular languages, and has translated
some of its brochures into braillle to cater for visually impaired people to promote
financial inclusion.?®* What is clear from the strategic plan concerning financial
inclusion is that the DPC considers financial literacy and public awareness as being
important mechanisms to advance financial inclusion.?®®> The public awareness
strategy also meets Core Principle 10’s recommendations which recommends that
deposit insurers should promote public awareness and must continuously use various
tools of communication to keep the public informed about the protection it provides.2%
These public awareness activities utilised by DPC contribute to its commitment to bring
about financial inclusion, as more Zimbabweans become informed about the existence
of the DPC and the protection that it provides. This in turn encourages those who
remain unbanked for fear that their monies are not safe during bank failure to now
form part of the banking sector with the knowledge that the DPC will protect their

deposits.

3.5.6. Reimbursements by the DPC

Core Principle 15 recommends that the EDIS should reimburse depositors timeously
and have access to depositors’ records at all times to enable timeous reimbursements.

It also recommends that reimbursements should be done within seven working

2% S 61 of the DPC Act.

291 DPC Deposit protection Zimbabwe available at https://www.dpcorp.co.zw/deposit-protection.html
(accessed on 23 June 2023).

292 DPC Annual report 2021 13 available at https://www.dpcorp.co.zw/assets/dpc-annual-report-
2021.pdf (accessed on 23 June 2023).

293 DPC 2021 Annual report 40.

2% DPC 2022 Annual report 11.

295 DPC strategic plan 28.

29 Core Principle 10: Public Awareness 31.
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days.?%” According to the DPC, once a contributory institution has been placed in
liquidation or closed, the DPC will inform the contributory institution’s depositors’ in
writing to collect claim forms from its offices or complete it on the website for them to
be reimbursed.?%® Depositors are required to submit duly completed claim forms and
in instances where a person completes the claim form on behalf of a depositor, a power
of attorney or affidavit is required which delegates the person to sign the claim form
on behalf of the depositor.2°® Upon submission of the completed claim forms, the DPC
will have to properly vet the claims to ensure authenticity.>°° Some claims can also be
processed without the need for a client to submit a claim form in instances where a
client’s registered name under a mobile number is similar to the account name in their
records.3%! This removes the need for depositors to physically go to the DPC'’s offices
to complete claim forms and positively contributes to ensuring that reimbursements
are done with speed and efficiency. The reimbursements are made via mobile phones
and bank transfers.30? Section 35 of the DPC Act requires the DPC to compensate
depositors for any loss they may have suffered through the institution’s insolvency
within 60 days after the contributory institution became insolvent.3°® According to the
DPC’s website, under normal circumstances, once the claim forms have been duly
completed and submitted, depositors are reimbursed within four working days from
date of submission.®%* This is in line with Core Principle 15 as it recommends that the
reimbursements must be timeous.3% Furthermore, timeous reimbursements help to
maintain the credibility of the DPC and confidence in the financial sector. This further

helps to promote financial inclusion.

297 Core Principle 15: Reimbursements 39.

2% DPC Claim procedures 2019 available at https://www.dpcorp.co.zw/assets/claims-procedure.pdf
(accessed on 24 November 2023).

299 DPC Compensation  process, coverage, rules & limits available at
https://www.dpcorp.co.zw/assets/compensation-process.pdf (accessed on 24 November 2023).

300 DPC Claim procedures 2019 available at https://www.dpcorp.co.zw/assets/claims-procedure.pdf
(accessed on 24 November 2023).

301 DPC Compensation process, coverage, rules and limits available at
https://www.dpcorp.co.zw/assets/compensation-process.pdf (accessed on 24 November 2023).

302 Ibid.

308 S 35 of the DPC Act.

304 DPC Deposit protection available at https://www.dpcorp.co.zw/deposit-protection.html (accessed
on 23 June 2023).

305 Core Principle 15: Reimbursements 39.
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3.6. Impact of the DPC'’s Initiatives on Financial inclusion

According to Barugahara, in his study concerning Zimbabwe’s financial inclusion, one
of the determinants of financial inclusion in Zimbabwe is the level of trust people have
in the financial sector and financial illiteracy.3%® The question of how the DPC has
impacted on the promotion of financial inclusion will be answered through the lens of
public confidence in banks following the occurrence of numerous bank failures in

Zimbabwe. Accordingly, the study conducted by Kakarahwa will be relied on.307

Kakarahwa collected data through interviews with the public to ascertain the level of
public confidence in the Zimbabwean banking sector and whether it has been
impacted by bank failure.3%® The results from Kakarahwa'’s research show that majority
of the participants who were interviewed believe that the DPC has contributed to public
confidence in the banking sector.3%° Moreover, the research also found that among the
Zimbabwean public, regular and prompt repayment of their deposits in the event of
bank failure has an impact on the restoration of public confidence3° and contributes
positively to public confidence in Zimbabwe’s banking sector.3!! As discussed, the
DPC maintains that once a depositor has properly completed the relevant claim forms
after the insured financial institution has been closed, reimbursement will be made
within four working days.3!? This research argues that four working days is sufficient
time to ensure that public confidence is maintained and this accordingly contributes to
the promotion of financial inclusion by restoring and maintaining trust in the banking
sector. In addition, the four days reimbursement period is beyond the minimum seven

days recommended by the IADI.

The DPC Act gives the DPC supervisory and regulatory powers to monitor and
conduct regular examination of its members’ financial health to ensure that the
members are not exposed to risk.31® Most of the participants in Kakarahwa'’s research

found that these routine examinations by the DPC on the financial health of banks

306 Barugahara “Financial inclusion in Zimbabwe determinants, challenges, and opportunities” 2021
International Journal of Financial Research 261.

307 Kakarahwa Dissertation V-5.

308 Kakarahwa Dissertation V.

309 Kakarahwe Dissertation 50.

310 Kakarahwa Dissertation 52.

811 |bid.

312 DPC Reimbursement and claim procedure available at DPC available at
https://www.dpcorp.co.zw/deposit-protection.html (accessed on 23 June 2023).

313 8 5(1)(d)of DPC Act.
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helps ensure that the sector is healthy.3* Without taking away the positive impact the
DPC has made, the research also found that majority of depositors especially small
depositors were not aware of the protection they have under the DPC.3'® There is
therefore still work that needs to be done to ensure that the Zimbabwean population

is aware and well informed about the DPC.

3.7. Conclusion

Having experienced a number of bank failures in the last 20 years since its
establishment, the DPC has proven to be achieving its objective of protecting
depositors. It has also made a significant difference in promoting financial inclusion in
Zimbabwe through mandatory membership of deposit taking institutions, its public
awareness and financial literacy campaigns, ex ante collection of premiums prior to a
bank’s failure and ensuring that depositors are timeously reimbursed by making the
waiting period four days. All these features contribute to the promotion of financial
inclusion. Furthermore, this chapter also demonstrated that the DPC uses various
platforms to ensure that the public remains informed about its existence and the
protection it provides. It further makes use of vernacular languages in addition to
English to communicate information on deposit protection. This positively contributes
to the promotion of financial inclusion because majority of those who remain financially
excluded are the poor, most of which are illiterate. Therefore, communicating the
information in a language they understand is vital to it being understood, this also
includes ensuring that communication to disabled people such as the visually impaired
is done in a manner that caters to them through the use of braille. This study argues

that this is vital to the promotion of financial inclusion.

314 Kakarahwa Dissertation 49.
315 Kakarahwa Dissertation 54.
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CHAPTER 4: THE ROLE OF SOUTH AFRICA’S DEPOSIT INSURANCE IN
PROMOTING FINANCIAL INCLUSION

4.1. Introduction

According to Tuba, South Africa is still in its early stages of addressing financial
exclusion challenges, compared to other countries.®® The author attributes this to the
fact that there are few regulatory and policy frameworks that specifically deal with
financial inclusion.3!” South Africa is a member of global bodies that seek to address
financial inclusion, such as the G203 and the AFI.3%° During its Pittsburgh Summit,
the G20 members committed to improving access to financial services to the poor and
establishing innovative policies that enable access to finance, financial literacy and
consumer protection.3?° As a member of the G20, South Africa has committed itself to
the financial inclusion initiatives and commitments established by the G20. In 2020,
the country published a draft financial inclusion policy in an effort to align itself with
most members of the AFI. The final Financial Inclusion Policy Framework for South
Africa titled “An Inclusive Financial Sector for All’ was recently published at the time of
completing this research in November 2023.32! This chapter will first set the scene by
discussing the policies and regulatory frameworks that have been adopted by South
Africa in an effort to promote financial inclusion. The chapter will then discuss
competition and the role it plays in financial inclusion. The history of deposit insurance
will then follow the discussion to set the scene for the discussion of the establishment

of the CODI as the South Africa’s EDIS. Flowing from this, focus will be placed on the

316 Tuba 2022 Thesis 25.

817 Ibid.

318 The G20 is an international forum made up of different governments and central banks for the
development of economic policies available at http://www.oecd.org/g20/ (accessed on 23
November 2023).

819 AFl is an international network that brings monetary policy makers and regulators across the

globe with the purpose of promoting the development of financial inclusion policies in
developing economies. See Alliance for Financial Inclusion “Members” available at
http://www.afi-global.org/members/ (accessed on 24 November 2023).

320 The G20 also established the Global Partnership for Financial Inclusion in 2010 to foster the
financial inclusion mandate and in the same year the G20 members committed themselves to
Principles for Innovative Financial Inclusion aimed at encouraging innovations to promote
financial inclusion. See Tuba 2022 Thesis 149-150.

321 National Treasury An inclusive financial sector for all 2023 available at
https://www.treasury.gov.za/comm_media/press/2023/2023112701%20An%20Inclusive%20Fi
nancial%20Sector%20for%20all%202023.pdf (accessed on 5 December 2023).
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features of the CODI and whether they comply with the IADI Core Principles and their

impact on financial inclusion.

4.2. South Africa’s Financial Inclusion Policy and Regulatory Initiatives

At the outset it is important to discuss how financial inclusion is defined in the South
African context. In the National Treasury policy document titled “A Safer Financial
Sector to Serve South Africa Better’, financial inclusion is defined as being “about
ensuring that all South Africans have access to financial services that encourage them
to manage their money, save for the future, obtain credit and insure against unforeseen
events”.®?2 The FSRA provides that financial inclusion “means all persons have timely
and fair access to appropriate, fair and affordable financial products and services”.3?3
The financial inclusion policy paper titled “An Inclusive Financial Sector For All
expands the above definitions. It provides that financial inclusion is “a state in which
all individuals and SMMEs have access to and can effectively use a range of quality
products and services provided by the regulated financial sector”.3?* The financial
inclusion policy paper further provides that the definition is aimed at targeting the part
of the population that has been historically excluded from the formal financial sector.32°
What is clear from these definitions is that the South African government recognises
the need for not only access to financial services by the poor but also that such access

must be usable.

South Africa has taken initiatives to ensure that financial inclusion is realised. There
are various policy initiatives that have been embarked on over the years to ensure that
financial inclusion is achieved. One of the first of these initiatives is the Financial Sector
Charter (“the FSC”) established in 2004, which was aimed at ensuring that banking
services are provided to the majority of South Africans and setting out South Africa’s
financial inclusion objectives.??¢ Part of the goals set out by the FSC was for the

financial sector to ensure that 80% of poor households had access to effective

322 National Treasury A Safer Financial Sector to Serve South Africa Better (2011).
323 S 1 of the FSRA.

324 National Treasury An inclusive financial sector for all (2023) 3.

325 Ibid.

326 Thuba Thesis Chapter 6 para 6.1 246. See also Moyo and Rohan “Corporate citizenship in the
context of the financial services sector: what lessons from the Financial Sector Charter?” 2006
Development Southern Africa 289.
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transactions and saving products and services by 2008.3?” The FSC implemented a
low cost bank account, the Mzansi Account, aimed at broadening access to banks by
providing affordable financial services and products to low income earners and the
poor.3?® The FSC was subsequently gazetted as the Financial Sector Code (“the FS
Code”) in 2012. The FS Code seeks to align the FSC with the Codes of Good Practice

for black economic empowerment.32°

In 2011 the National Treasury published a policy document titled “A Safer Financial
Sector to Serve South Africa Better’.33 The main objective of this policy document
was to introduce the Twin-Peaks model of financial regulation, and it contemplates
more robust prudential and market conduct framework.33! Through the policy
document, the FSRA was birthed.3*?> The FSRA expressly provides for financial
inclusion as part of its objectives.33® Section 34(1)(e) requires the PA to support
financial inclusion and section 58(1)(e) requires the FSCA to promote financial
inclusion.334 In respect of the PA, the FSRA requires it provide support for “sustainable
competition in the provision of financial products and financial services”.3*®* The FSCA
on the other hand is required to ensure that financial institutions treat their customers
fairly.33 It does this by monitoring the fairness and appropriateness of financial
products and services and the extent to which financial institutions meet the needs
and reasonable expectations of customers.33” The FSCA is also mandated to provide
customers with financial education and to promote financial literacy which enables

them to make sound financial decisions.338

827 FS Charter par 8.3.1. See also Kostov, Aruna and Annimb “Determinants of access to finance:
An investigation into the Mzansi intervention” 2012 European Journal of Development
Research 36.

328 Tuba Thesis Chapter 6 249-250.

329 Ibid.

330 National Treasury A Safer Financial Sector to Serve South Africa Better 2011 available at
https://www.treasury.gov.za/twinpeaks/20131211%20-
%20item%202%20a%20safer%20financial%20sector%20to%20serve %20south%20africa%?2
Obetter.pdf accessed on

331 National Treasury A financial sector to serve South Africa Better (2011) 29.

332 Godwin, Howse and Ramsay “Twin peaks: South Africa’s financial sector regulatory framework”
2017 SALJ 670.

333 S 7(1)f of the FSRA.

334 Ss 34(1)(e) and 58(1)(e) of the FSR Act, the sections provide that the PA and the FSCA must
support and promote financial inclusion in order to achieve their objectives.

335 S 34(1)(d) of the FSRA. It must achieve this through co-operation and collaboration with the
Competition Commission.

336 Ss 7(1)(c), 57(b)(i), 58(1)(i), 106(2)(b) and (c) and (4) of the FSR Act .

337 Ss 57(b) and 58(1)(d) and (i) of the FSR Act.

338 S 57(b)(ii) of the FSRA.
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In 2012, the Banking Association of South Africa published, the Code of Banking
Practice (“the Code”).3*® The Code is not binding. However, according to Du Toit the
provisions of the Code can be regarded as implied terms that govern the bank-
customer relationship.34? It is aimed at regulating the relationship between banks and
their customers.®* The Code requires banks to provide and disclose the relevant
information about their services, including fees.3*? It also requires banks to provide
their customers and potential customers with information relating to available types of
banking products and services.**3 Clause 5 of the Code specifically commits banks to

provide “affordable and accessible basic banking services to all South Africans.”

In 2014, the National Treasury introduced a discussion document titled, “Treating
Customers Fairly in the Financial Sector’ (“TCF Discussion Document”), a policy
framework which provides for the fair treatment of customers and making financial
services more accessible to all South Africans.34* In addition to the abovementioned
policies, the Conduct of Financial Institutions (“COFI”) Bill has also been tabled in
Parliament, the first draft was published in 2018 and the second draft followed in
2020.3* The objective of the COFI Bill is to provide a consolidated, comprehensive
and consistent regulatory framework for financial institutions which will support the
FSCA to achieve its objectives.*¢ It is argued that once enacted into law, the COFI Bill
will promote financial inclusion by ensuring the fair treatment and protection of
customers.34’ This will be achieved by promoting trust and confidence in the financial

products and services offered by ensuring that there is transformation in the financial

339 Banking Association of South Africa Code of Banking Practice 2012 available at
https://www.banking.org.za/wp-content/uploads/2019/04/Code-of-Banking-Practice-2012.pdf
(accessed on 12 July 2023)(“The Code”).

340 Du Toit “Reflections on the South African Code of Banking Practice” 2014 TSAR 570.

341 Clause 2 of the Code.

342 Clause 3.1 of the Code.

343 Clause 6.5.2 of the Code.

344 National Treasury “TCF Discussion Document” 2014 7. See also Financial Services Board
“Treating Customers Fairly (TCF)” 2014 A Presentation for the FSB CIS Department’s Industry
Briefing available at
https://www.fsca.co.za/Requlatory%20Frameworks/Documents%20for%20Consultation/TCF
%20presentation%20for%20CIS%200ct%202014.pdf (accessed on 12 July 2023).

345 Draft Conduct of Financial Institutions Bill, 2018: Publication for Comments 14 December2018
and see also Second Draft Conduct of Financial Institutions Bill, 2020: Publication for Public
Comment.

346 S3 of the COFI BiIll.

347 Tuba Thesis para 6.3.2 279. See also Magau “The regulatory nexus between the promotion of

financial education and financial inclusion in enhancing consumer protection in south Africa”
2023 De Jure Law Journal 232.
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sector.3# In addition, in 2021 the FSCA issued a document titled “Financial Inclusion
Strategy”.34° The document sets out strategies which include, amongst others, the use
of financial education to promote financial inclusion, providing support to technological
innovations which enables financial inclusion and providing support to financial service
providers who service the low-income market with simple and affordable products and
services.®*° In November 2023, the National Treasury published the final financial
inclusion policy document titled “An Inclusive Financial Sector For All” which adopts
three pillars to support financial inclusion, namely. Pillar 1 provides for the deepening
financial inclusion for individuals by promoting the use of transactional accounts and
supporting increased savings for low-income earners amongst others.3% Pillar 2: deals
with extending access to financial services for SMMEs by increasing the range of
financial services available to SMMEs.3%? Pillar 3 provides for improving the enabling

foundations by promoting and improving a diverse and competitive financial sector.353

4.3. Bank Competition and Financial Inclusion

While there have been various policies adopted to promote financial inclusion, South
Africa’s banking industry is still considered to be concentrated with a few banks
dominating the market as stated in chapter 1.3%% Studies have shown that
concentration in the banking industry has a negative effect on financial inclusion.3>
This is attributed to the fact that the increased market power of a few banks results in
a decrease in the supply of loans and an increase in interest rates.3>® Moyo argues
that sectors dominated by a few large firms are less competitive than those that are
less concentrated. This, he argues, suggests that higher levels of concentration in a
sector, that results in lowering the levels of competition.3>” Moyo further argues that

competition encourages firms to produce goods at a low cost and increases the

348 Ibid.

349 FSCA Financial inclusion strategy 2021 available at
https://www.fsca.co.za/Documents/FSCA%20Financial%20Inclusion%20Strateqgy.pdf (accessed
on 29 March 2022).

350 bid.

351 National Treasury An inclusive financial sector for all (2023) 36-37.

352 National Treasury An inclusive financial sector for all (2023) 48-49.

353 National Treasury An inclusive financial sector for all (2023) 53.

354 Chapter 1.3. See also McKenzie “Financial and corporate structure in South Africa” 2016 School
of Economics Kingston University London 20.

3% Balounejad Nouri and Shajari “The effect of banking competition on financial Inclusion” 2022
Journal of Development and Capital page number unknown.

3% Ibid.

357 Moyo “An analysis of competition, efficiency and soundness in the South African banking sector”

2018 South African Journal of Economic and Management Sciences 1.
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efficient allocation of resources.3*® One is therefore inclined to argue that a less
concentrated and more competitive banking sector in South Africa will result in better
financial services and products which will attract those who still remain financially
excluded, thereby improving financial inclusion. Accordingly, any measure put in place
that has the effect of promoting a healthy competition is likely to have an impact in the
promotion of financial inclusion. This study argues that EDIS has the potential to
reduce the over concentration in the banking sector in that depositors will have
confidence in banks whether big or small and they will know that their money is insured
regardless of the size of the bank. This will enable small banks to compete with the

big and dominant banks.

4.4. Brief History of Deposit Insurance in South Africa

South Africa operated under an implicit deposit insurance prior to the amendment of
the FSRA in 2022. As a result, the South African government, through the SARB as
the lender of last resort, provided protection to depositors when a bank failed or
experienced crisis.®*® This meant that the public through their taxes had to bear the
cost of bank failure. The most recent banks to be bailed out by the South African
government was African Bank when it was placed under curatorship in 2014,3%° and
the VBS Bank in 2018, where government through the SARB reimbursed depositors
up to than R50 000 of their deposits.36! South Africa re-evaluated its position after the
GFC like most countries and published two discussion papers titled, “Strengthening
South Africa’s Resolution Framework” in 2015 and “Designing A Deposit Insurance
Scheme For South Africa- A Discussion Paper” published in 2017.3%2 These discussion
papers paved a way for the tabling of the Financial Sector Laws Amendment Bill in
Parliament in 2018 and revised in 2020.362 Ultimately the FSLAA was enacted in 2022,
which amongst others, amends the FSRA by inserting Chapter 12A which introduces

358 bid.

359 SARB Financial Stability Review 2017 28. See also S 10(f) of the South African Reserve Bank
Act 90 of 1989.

360 Khoza “An evaluation and discussion of a deposit insurance system: should South Africa adopt
such a system?” 2019 LLM Mini-thesis, University of Western Cape 27.

361 Khoza 2019 LLM Mini-thesis 27-28.

362 National Treasury Financial Sector Laws Amendment Bill of 2018 for public
comment- Media Statement 2018 available at
http://www.treasury.gov.za/comm_media/press/2018/2018092502%20Media%20statement%20
-%20Financial%20Sector%20Laws%20Amendment%20Bill.pdf (accessed on 7 July 2023).

%63 Financial Sector Laws Amendment Bill 2018 and see also Financial Sector Laws Amendment Bill
2020.
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EDIS in South Africa.3®* The deposit insurance provisions provide for the
establishment of the Corporation of Deposit Insurance (“CODI”).26° This study argues
that the introduction of the CODI contributes to the promotion of the FSRA’s financial
inclusion objectives. Below is the discussion of some provisions of the FSRA as
amended concerning the establishment and operation of the CODI which this study

argues contribute to the promotion of financial inclusion.

4.5. An Overview of the Corporation for Deposit Insurance

The CODI is South Africa’s deposit insurance scheme established in terms of section
166AE of the FSRA as amended by the FSLAA. In terms of the commencement
schedule published by the Minister of Finance, the CODI was established on 24 March
2023.366 The CODI allows for an orderly and pre-planned protection and
reimbursement of depositors. This is in contrast to implicit deposit insurance that has
been exercised in the past, where the government can decide to whether or not to
reimburse depositors of a failed bank. This new regime creates certainty. Depositors
will know when and how much of their deposits are protected and in the event of bank
failure, they will get their deposits.3¢” The CODI’s main duties are to establish, maintain
and administer the Deposit Insurance Fund (“DIF”) and to promote awareness about
its existence and benefits among depositors.3%® The full details of how the CODI will
work will follow in secondary legislation, including the financial products that will be
protected by CODI, the minimum amount that will be covered and the reimbursement
process that CODI will follow in the event of failure.3%° Most of these details have been

provided for in the draft Deposit Insurance Regulations (“draft regulations”), the

364 Chapter 12A Part 5 of the FSLAA.

365 S 166AE of the FSR Act as amended.

366 SARB Media statement 3 April 2023 available at
https://www.resbank.co.za/content/dam/sarb/publications/media-releases/2023/codi-
establishment/Deposit%20Insurance%20body%20C0ODI%20established%20.pdf (accessed on
7 July 2023).

367 IMF Specific design features of deposit insurance systems 25

368 S 166AE of the FSR Act as amended.

369  Corporation of Deposit Insurance Newsletter October 2022 available at
https://www.resbank.co.za/content/dam/sarb/publications/media-releases/2022/codi-
newsletter/Corporation%20for%20Deposit%20Insurance%200ctober%202022%20Newsletter.
pdf (accessed on 7 July 2023).
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Financial Sector and Deposit Insurance Levies (Administration) and Deposit Insurance

Premiums Act and the Deposit Insurance Levies Act.37°

4.6. The CODI’s Features Promoting Financial Inclusion.
4.6.1. Public Policy objectives

Core principle 1 on public policy objectives provides that the main public policy
objectives for deposit insurance systems are to protect depositors and contribute to
financial stability.3’* The objectives are required to be stated clearly and made
public.37? Section 166AF of the FSRA as amended, sets out the objectives of the CODI
which is to provide deposit insurance and to support the SARB to maintaining financial
stability.3”® Protection of depositors improves depositor confidence whilst financial
stability enables access to financial services.3’# In this regard, it is submitted that these
two objectives contribute towards financial inclusion. Furthermore, the CODI’s

objectives are aligned and comply with Core Principle one.

4.6.2. Membership by Banks

Section 166AG of the FSRA as amended, provides for the mandatory membership of
a bank from the date that it is registered or licensed in terms of the relevant financial
sector law.3”> The section further provides that if a bank was already licensed or
registered in terms of the relevant financial sector law before the establishment of the
CODI, it will automatically become a member of the CODI.3’® Such banks include
banks as defined in terms of the Banks Act, Co-operative Banks and Mutual Banks.3"”
These include all commercial banks, local branches of foreign banks, mutual banks,
and cooperative banks.3’8 At present, according to the SARB, there are seventeen

commercial banks, twelve local branches of foreign banks, six cooperative banks and

370 Proposed Regulations 3, 4 and Chapter Il of the draft Deposit Insurance Regulations. See also
Financial Sector and Deposit Insurance Levies (Administration) and Deposit Insurance Premiums
Act 12 of 2022 and the Deposit Insurance Levies Act 11 of 2022.

871 Core Principle 1: Public Policy Objectives 18.

872 Ibid.
3713 S 166AF(1) FSRA as amended.
814 Ipid.

375 S 166AG FSRA as amended.

376 S 166AG of FSRA as amended.

377§ 35 of FSLAA which amends section 1 of the FSRA which defines the meaning of Banks. See
also SARB Deposit insurance and public awareness 26 definition of member bank.

378 |n SA there are currently 17 commercial banks, three mutual banks, six cooperative banks and
12 local branches of foreign banks. Available at https://www.resbank.co.za/en/home/what-we-
do/Deposit-insurance/member-banks0 (accessed on 7 July 2023).
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three mutual banks, who are members of the CODI.2’® The compulsory requirement
for all banks to be members of the CODlI is in line with Core Principle 7, which provides
that all banks should be members of an EDIS.38° Accordingly, South Africa’s EDIS
meets this standard through the provision of section 166AG by requiring compulsory
membership. Mandatory membership of banks is paramount for promoting financial
inclusion, as it ensures that all depositors who deposit money in banks are protected.
This will enhance confidence in the banking sector because depositors will know that
their deposits will be protected. This applies regardless of which bank they belong to.
As long as it is registered, a bank is automatically a member of the CODI.
Consequently, the increased confidence in banks may result in new depositors being

brought into the formal financial sector.

While it is submitted that section 166AG complies with the IADI recommendation, this
study argues that there is a lacuna concerning institutions conducting the business of
a bank that have been or might in the future be exempted from registering as a bank.
In terms of section 11 of the Banks Act, as amended, no person is authorised to
conduct the business of a bank unless such as person is registered as a bank in terms
of this Act.®8! The business of the bank in terms of section 1 is defined to include
acceptance of deposits from the public, and soliciting or advertising for deposits.38?
The PA may however, with the concurrence of the Minister of Finance, exempt any
activity of an institution from being regarded as business of a bank.33 In instances
where such an exemption has been granted such institution will be exempted from
registering as a bank as contemplated in section 11. One such institution currently
operating under an exemption is Ithala SOC Limited, which has been conducting the
business of a bank without registering as such for almost three decades.3®* At present
it is unclear whether such exempted institutions will be required to become members
of the CODI. On the plain reading of section 166AG of the FSRA, this study argues

that the exempted institutions will not be required to be members of the CODI as

379 Ibid.

380 Core Principle 7: Membership 26.

381 S 11 of the Banks Act.

382 S 1 of the Banks Act.

383 S 1(cc) of the Banks Act and S 281 of the FSRA.

384 MEC for Economic Development, Tourism and Environmental Affairs, Kwazulu-Natal Province v
The South African Reserve Bank Prudential Authority (38719/2022) 2023 ZAGPPHC 1911 par 1
and 20. See also Ithala SOC Limited v South African Reserve Bank (010146/2022) 2022
ZAGPPHC 784.
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section 166AG only requires institutions registered or licensed as banks to be
members of the CODI. What this then means is that depositors of these exempted
institutions will not enjoy the protection provided by the CODI. This is likely to

negatively affect financial inclusion.

4.6.3. Coverage

Section 166AB of the FSRA provides for limitation of covered deposits. It provides that
depositors may get the maximum amount provided that is the lesser of the sum of the
total amounts standing to the credit of the accounts the single depositor holds with the
bank.38> Section 166AB (2) provides that the amount standing in credit is the amount
which stands in credit in the depositor’s account at the time the bank is placed in
resolution.38® Section 35 of the FSLAA, which amends section 1 of the FSRA, provides
that the definition of a qualifying deposit is any deposit held by the banks, but does not
include deposits evidenced by amongst others, a bearer instrument or deposits by
government and its entities.®8” In the case of joint accounts, the balance will be divided
according to the specified sharing ration.38 In instances where the account holders
did not specify the sharing ratio, the balance will be divided equally between the
account holders.38 It has been prescribed that the amount of deposits to be covered
by the CODI will be limited to R100 000 per qualifying depositor per bank.3?° This is in
accordance with the IADI Core Principle 8: on coverage, which recommends that a
DIS must have rules in place that set out its coverage limits, the types of deposits and
depositors covered and should limit the deposits covered.3®! The rules must also
specify the coverage limit to determine a qualifying depositor’s covered deposit

balance.?%? According to the deposit insurance survey published by the SARB in 2022,

385 S 166AB(1)(a) of the FSRA as amended.

386 S 166AB(2) of the FSRA as amended.

387 8 35 (p) of the FSLAA amending section 1 of the FSRA by inserting the definition of qualifying
deposits. The rationale for excluding these institutions is due to the fact that they are capable of
monitoring the financial conditions of the banks and exercising market discipline. See Olanipekun
LLD Thesis 161.

388 Proposed Regulation 4(4) of the Proposed Deposit Insurance Regulations.

389 Proposed Regulation 4(5) of the Proposed Deposit Insurance Regulations.

390 Proposed Regulation 3 of the Proposed Deposit Insurance. See also SARB Deposit insurance
and public awareness 26.

391 Chapter 2 Para 2.5.3 28.

392 National Treasury Statement of the need for, expected impact and intended operation of the
proposed Deposit Insurance Regulations June 2023 7 available at
https://www.treasury.gov.za/legislation/regulations/Deposit%20Insurance/Statement%200f%20t
he%20need%20and%20expected%20impact%200f%20draft%20Deposit%20Insurance%20Re

62


https://protect.checkpoint.com/v2/___https:/www.treasury.gov.za/legislation/regulations/Deposit%20Insurance/Statement%20of%20the%20need%20and%20expected%20impact%20of%20draft%20Deposit%20Insurance%20Regulations%20.pdf___.YzJlOnVuaXNhbW9iaWxlOmM6bzo1NzUxNjUwYTIzODU0MGRlZWU2NDcyOWVmOGY0NTAxMzo2OjUxMTg6MzlhNGM5OTUzYjJkNGYzNWY5YzIyNTZjM2IwZjU4YmYwMDYzZGNjMzRhNWFhNTEyNjllMTQyN2Q5MWFlYTc1YjpwOlQ
https://protect.checkpoint.com/v2/___https:/www.treasury.gov.za/legislation/regulations/Deposit%20Insurance/Statement%20of%20the%20need%20and%20expected%20impact%20of%20draft%20Deposit%20Insurance%20Regulations%20.pdf___.YzJlOnVuaXNhbW9iaWxlOmM6bzo1NzUxNjUwYTIzODU0MGRlZWU2NDcyOWVmOGY0NTAxMzo2OjUxMTg6MzlhNGM5OTUzYjJkNGYzNWY5YzIyNTZjM2IwZjU4YmYwMDYzZGNjMzRhNWFhNTEyNjllMTQyN2Q5MWFlYTc1YjpwOlQ

there are 49573 966 depositors who qualify for deposit insurance coverage
(approximately 97% accounts qualify for protection).3%® The survey also found that
85% of the qualifying depositors hold smaller value deposits ranging from RO to
R10 000.00.3% The survey further found that 5% of qualifying depositors hold deposits
above the covered amount.3®> Most of the covered deposits are held by commercial
banks at 96% and the rest of the banks hold the remaining 4%.3% In view of the fact
that majority of depositors’ deposits are covered in full, it is submitted that this will
contribute positively to the legitimacy of the CODI and ensure confidence in the CODI
and the entire banking sector. Accordingly, it is submitted that the CODI will promote
financial inclusion through the protection of majority of depositors in the member

banks.

4.6.4. Sources and Uses of Funds

The CODI's funding structure will consist of funds generated through monthly
premiums and annual levies paid by the member banks, interest earned from
investments and emergency funding from the SARB.3%7 Section 166BC of the FSRA
provides for the CODI to charge its members a deposit insurance levy in accordance
with a legislation that empowers the administration of levies.3®® The levies will be paid
in accordance with the Financial Sector and Deposit Insurance Levies Act.?% The
levies will be collected by the SARB that will allocate the collected amount to the
CODI.%%° The levies will be used to fund the operations of the CODI which includes the
staff costs and public awareness costs.*?* The Financial Sector and Deposit Insurance

Levies (Administration) and Deposit Insurance Premiums Act, provides for the

qulations%20.pdf (accessed on 30 July 2023) (“National Treasury Statement of the need for,
expected impact and intended operation of the proposed Deposit Insurance Regulations 2023”)

393 National Treasury Statement of the need and expected impact of the draft deposit insurance
regulations 10-11.

3% Ibid.

3% Ibid.

3% National Treasury Statement of the need and expected impact of the draft deposit insurance
regulations (2023) 11.

397 SARB The deposit insurance funding model and the implications for banks-Discussion document
2020 available at https://www.resbank.co.za/en/home/publications/publication-detail-
pages/media-releases/2020/10208 (accessed on 20 May 2022). See also Financial Sector and
Deposit Insurance Levies (Administration) and Deposit Insurance Premiums Act 12 of 2022.

398 S 166BC of the FSRA as amended.

399 Financial Sector and Deposit Insurance Levies Act 11 of 2022 provides for the imposition of
deposit insurance and the levy calculations thereof. See Schedule 6.

400 S 12(4) of the Financial Sector and Deposit Insurance Levies (Administration).

401 Financial Sector and Deposit Insurance Levies (Administration) and Deposit Insurance Premiums
Act 12 of 2022.
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charging of deposit insurance premiums. The SARB is also responsible for the
collection and administration of premiums#°? and is required to do so in accordance
with section 246 of the FSRA.#% The payment of premiums is in line with the provisions
of section 166BG of the FSRA which provides that the CODI may charge its members

premiums to enable the fund to make reimbursements when required.*%

The annual premiums will be 0.2% of the sector’s total covered deposit balance, which
is estimated to be at R1.22bn a year.4% The levy will be 0.015% of the sector’s total
covered deposit balances.*®® The banks will make contributions to the CODI in
accordance with their covered deposit balance.?®” This means that because
commercial banks hold large value of deposits, they will make large contributions in
comparison to the other banks.*% This form of funding is in line with Core Principle 9
as discussed in Chapter 2, which recommends that an EDIS should be ex ante. It is
submitted that an ex-ante method of funding provides reassurance to depositors that
there is already money in place in the event of bank failure. This, therefore, promotes
confidence and enhances financial stability and financial inclusion.*®® It is worth
mentioning however, that in order to also comply fully with Core Principle 9, the level
of scope and coverage of the CODI will have to be reviewed at maximum intervals of

five years from date of establishment.*1°

This funding approach increases the credibility of the DIS in the eyes of the public and
ensures that the public knows that a sizeable amount of money is readily available to
protect their deposits. This will bring about confidence in the CODI and the banking
sector and persuade those who are not part of the formal financial sector due to lack

of trust to become part of the sector. The SARB acknowledges that a privately owned

402 83 of the Financial Sector and Deposit Insurance Levies (Administration) and Deposit Insurance
Premiums Act.

408 S246 of the FSRA provides for the management of levies.

404 S166BG of the FSRA as amended.

405 National Treasury Statement of the need and expected impact of the draft deposit insurance
regulations (2023) 13. See also Schedule 5 of the Financial Sector and Deposit Insurance Levies
(Administration) and Deposit Insurance Premiums Act 12 of 2022.

406 Schedule 6 of the Financial Sector and Deposit Insurance Levies Act, 2022. See also National
Treasury Statement of the need and expected impact of the draft deposit insurance regulations

(2023) 13.
407 Ipid.
408 [pid.

409 Ellis FDIC (2013) 3.
410 Financial Sector and Deposit Insurance Levies (Administration) and Deposit Insurance
Premiums Act 12 of 2022.
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and funded EDIS will diversify the financial system and assist with competition in
banking by eliminating concentration in banking.*! The SARB further acknowledges
that the establishment of the EDIS has the potential of levelling the playing field
between small and big banks and enables the entrance of new banks that will be able
to compete with big banks forcing them to diversify their services and products thus

bringing about financial inclusion.**?
4.6.5. Public Awareness of the CODI

It is imperative for the public to be aware of the protection afforded by deposit
insurance for it be effective.*® Section 166AF(2)b of the FSR Act provides that the
CODI’'s mandate includes the promotion of public awareness regarding the protection
that it provides to depositors.** The SARB published a discussion paper titled
“Corporation for Deposit Insurance: Approach to Deposit Insurance Communication
and Public Awareness” setting out the manner in which the SARB and the CODI plan
on ensuring that this objective is met.#®> The discussion paper stipulates that the CODI
must effectively communicate with the public about the scope to which it covers
deposits and the rules concerning such coverage.*'® Proposed regulation 23 of the
draft regulations provides that the CODI must publish information regarding the details
of the protection it affords to depositors and the process to be followed for the

reimbursement.*’

In terms of Core Principle 10, the deposit insurer must work closely with banks and
other safety net participants to ensure that information provided to depositors is
accurate and consistent.#'® Accordingly, in order to adequately fulfil its mandate, the
CODI must collaborate with other financial sector regulators and key role players.

Such collaboration includes joint public campaigns, mass media outlets, co-hosting

411 SARB Designing deposit insurance scheme 11.

412 SARB Designing deposit insurance scheme 14.

413 National Treasury Statement of the need for, expected impact and intended operation of the
proposed Deposit Insurance June 2023 available at
https://www.treasury.gov.za/legislation/regulations/Deposit%20Insurance/Statement%200f%20t
he%20need%20and%20expected%20impact%200f%20draft%20Deposit%20Insurance%20Re
gulations%20.pdf (accessed on 20 July 2023).

414 S 166AF(2)(b) of the FSLAA.

415 SARB Deposit insurance and public awareness 3-4.

416 SARB Deposit insurance and public awareness (2022) 4.

417 Proposed regulation 23 of the Deposit Insurance Regulations.

418 Core Principle 10: Public Awareness 31.
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seminars, educating the public on the extent to which their deposits are covered.*!°
This will in turn assist the public to not only make better financial decisions, but it will
also provide them with confidence and trust in the banking sector, as they will be better
informed about the safety of their money deposited with banks. Furthermore, the CODI
recognises the importance of extending the public awareness responsibility to member
banks.*?° Proposed regulation 25 places an obligation on banks to ensure that
information about deposit protection is readily available to depositors.#?? The banks
must provide depositors with correct information about what constitutes a qualifying
depositor, products that are protected, and the applicable coverage limit and its CODI

membership.422

The limitation of the deposit coverage will also require public awareness to manage
the public’s expectation regarding the extent to which their deposits are covered.*?
This is in order to avoid disappointment that may lead to continued distrust and loss
of confidence in the sector. The public awareness strategy will also require the CODI
to have an adequate communication plan in place that will ensure that accurate
information is disposed to the public timeously in order to avoid panic and bank runs
during a crisis.*?* According to the IMF, a DIS that lacks a communication plan may
end up spending a lot of its time on defending criticism about its effectiveness.*?® This
can have an adverse impact on the credibility and effectiveness of the deposit
insurance system.*?6 Public awareness assists with ensuring the credibility of the
deposit insurance system and enhance public confidence in the system.#?” This will
help in curbing distrust in banks by some part of the population and loss of confidence
which has been demonstrated to be contributing factors for financial exclusion.*?® The
legislative provision proposed in the draft regulations regarding public awareness

meets the recommendation of Core Principle 10. However, in order to fully judge the

419 SARB Deposit insurance and public awareness (2022)15-19.

420 SARB Deposit insurance and public awareness (2022)19.

421 Proposed regulation 25(1) of the Deposit Insurance Regulations.

422 Proposed Regulation 25(2)a of the Deposit Insurance Regulations.

422 SARB  Deposit insurance and  public  awareness  (2022)13  available  at
https://www.resbank.co.za/content/dam/sarb/what-we-do/deposit-
insurance/Discussion%20document%200n%20the%20use %200f%20the%20deposit%20insura
nce%20fund%20to%20reimburse%20covered%20depositors.pdf (accessed on 20 March 2022).

424 |bid.

425 |MF Specific design features of deposit insurance systems 25.

426 |bid.

427 |bid.

428 Chapter 2.2 above.
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effectiveness of the public awareness mechanisms of the CODI, one requires them to
be put to a practical test. In view of the fact that the CODlI is still very new, it is submitted

that it is still too early to fully state whether public awareness is being achieved.

4.6.6. Reimbursements of Depositors

In order to promote public confidence and to meet the protection of depositors and
financial stability objectives, an EDIS must have a proper reimbursement plan to be
able to carry out its mandate timeously in the event of bank crisis.*?° As discussed in
chapter two, timeous reimbursement plays a vital role in building confidence and trust
in the banking sector.#% It is submitted that the longer depositors wait for repayment
of their deposits the more in jeopardy the banking sector is of losing the public’s trust.
With respect to the timelines concerning reimbursement of depositors, it is anticipated
that once a bank is placed under resolution, the pay-out strategy will commence and
such strategy will be communicated to the public.#®® There is once again an
appreciation regarding the importance of public awareness, the SARB provides that a
communication and public awareness strategy will be developed to ensure that the

public is adequately informed of the pay-out plan once a bank is placed in resolution.*3?

In the draft regulations, it is envisaged that the CODI will apply to the Fund to
reimburse qualifying depositors of a bank that has been placed under resolution.*33
The condition for the depositor to be reimbursed is that the bank in which the deposits
are held must be a member of the CODI and there must be a decision by the SARB
that the deposits must be released.*3* It is proposed that the covered depositors must
be reimbursed within 20 calendar days.*®® It is worth noting that the draft regulations
make an exception where the CODI may extend the 20 calendar days period. This will

occur in instances specified in the proposed regulation 10, which includes amongst

429 Nolte and Khan “Deposit insurance systems: Addressing emerging challenges in funding,
investment, risk-based contributions and stress testing” 2017 World Bank Group 164 available
at https://openknowledge.worldbank.org/handle/10986/28949 accessed on 27 May 2022

430 Chapter 2.5.6.

431 SARB Establishment of the Corporation for Deposit Insurance: using the deposit insurance fund
to reimburse covered depositors 33.

432 Ibid.

433 National  Treasury Draft Deposit  insurance regulations available at

https://www.treasury.gov.za/legislation/regulations/Deposit%20Insurance/Draft%20Deposit%2
Olnsurance%20Regulations%20for%20public%20comments.pdf (“draft Deposit Insurance
Regulations”).

434 Proposed Regulation 6 of the draft Deposit Insurance Regulations.

435 Proposed regulation 6(2) of the draft Deposit Insurance Regulations.
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others, instances where a qualifying depositor is deceased or where they have not
been reliably identified in terms of the FICA requirements.*%¢ Furthermore, the draft
regulations also provide that once the abovementioned reimbursement requirements
have been met, the CODI must announce the reimbursement of covered deposits, its
commencement date, the reimbursement methods, and the end of the reimbursement
process.*¥’ It is clear from the above that the CODI complies with Core Principle 15 as
it clearly sets out a plan of how such is to be achieved. The payment methods that the
CODI plans to use include EFT into another bank where the depositors hold a bank
account, payment through an agent bank or both of the pay-out methods.*38 Foreign
currency balances will be converted into rands before a depositor is reimbursed.*3° It
is submitted that timeous reimbursement enhances the effectiveness of the EDIS.
This, in turn, contributes to confidence of the deposit insurer and the financial sector.

Additionally, this will contribute to financial inclusion.

4.7. Conclusion

Although great strides have been made to improve financial inclusion in South Africa,
there is still a significant number of the population who still remain financially excluded,
most of which are the poor and low-income earners.**° The NDP’s goal to have 90%
of the population having access to banking services by 2030 will require a lot of effort
from the government, financial institutions and other financial role players. This
chapter began with outlining the policy and legislative frameworks that South Africa
has put in place over the years to promote financial inclusion. It argued that the new
EDIS further adds to these frameworks that are in place to help facilitate the promotion
of financial inclusion. The CODI, if properly implemented and managed, can contribute
significantly towards the promotion of financial inclusion by enabling trust in the banks

and bringing in those who are self-excluded into the formal financial system and

436 Proposed Regulation 10(1) a of the draft Deposit Insurance Regulations.

487 Proposed Regulation 6(3) of the draft Deposit Insurance Regulations.

438 SARB Establishment of the Corporation for Deposit Insurance: using the deposit insurance fund
to reimburse covered depositors 16 available at

https://www.resbank.co.za/content/dam/sarb/what-we-do/deposit-
insurance/Discussion%20document%200n%20the%20use %200f%20the%20deposit%20insur
ance%20fund%20to%20reimburse%20covered%20depositors.pdf accessed on 27 May 2022.

439 Proposed Regulation 11 of draft Deposit Insurance Regulations.

440 Chitinira and Ncube “The role of regulatory bodies and other role-players in the promotion of
financial inclusion in South  Africa” 2020 JURIDICA 18 available at
http://www.scielo.org.za/scielo.php?script=sci_arttext&pid=S1727-37812021000100042
(accessed on 20 Mya 2023).
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protecting savings of depositors. The CODI is a member of the IADI, and its design
features are aligned with those of international best practices. The requirement for all
banks to be members of the CODI means that all the depositors will be protected in
the event of failure, up to the amount covered by CODI. The limited coverage is further
in line with the IADI Core Principles and will assist in curbing moral hazard that may
ensue in instances where there is full coverage and the public fails to exert market
discipline on banks. The establishment of the CODI also has the potential to improve
competition in the banking sector. This study argues and also demonstrates that it has
a positive effect on financial inclusion. This is because where there are a wide variety
of financial services and products, the sector becomes more innovative to attract

depositors and reduces the fees payable for the financial services.**

441 Balounejad Nouri and Shajari 2022 Journal of Development and Capital.
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CHAPTER 5: CONCLUSION AND RECOMMENDATIONS

5.1. Introduction

This study sought to explore the role of the newly established EDIS in South Africa in
promoting financial inclusion. This is premised on the financial inclusion gap that still
exists in respect of the poor and the most vulnerable in South Africa. This chapter
provides a summary of the findings that have been made in the preceding chapters in
support of the study’s overall objective of determining how EDIS can be used to
promote financial inclusion. Thereafter, the chapter will provide recommendations on
how the newly established EDIS in South Africa can be used to promote financial

inclusion.

5.2. Purpose of the Study

The question this study sought to address is how the EDIS in South Africa will promote
financial inclusion. With that in mind, chapter 1 sought to provide an introduction to the
study by outlining the importance of financial inclusion in poverty reduction especially
in developing countries. The chapter illustrated that having a basic transactional
account is regarded as the first step to financial inclusion. It is thus important to ensure
that confidence in banks is maintained and depositors are protected in the event of
bank failure. The introduction of an EDIS is seen as a way to maintain confidence in
banks. The EDIS originated in the USA during the great depression and some
countries followed suit. It gained even more prominence after the GFC. While South
Africa’s financial system maintained its stability during the GFC, like most countries it
embarked on a journey to reform its financial regulatory system to be aligned with
international standards. Part of the regulatory reform was the introduction of the twin

peaks system and now the newly established EDIS.

5.3. The role of the IADI in promoting financial inclusion

In Chapter 2, the study began with discussing the role and importance of banks in
society and why their protection is warranted. The study found that banks play an
important role in society because they are a source of liquidity to other institutions,

they are essential for the overall payment system of a country and facilitate monetary
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policy.**? Flowing from the discussion on banks, it was illustrated that although the
definition of financial inclusion is broad, access to banks is one of the key determinants
of financial inclusion. This access is affected by various barriers, which include self-
exclusion due to the lack of trust in the banking sector. The Chapter further found that
confidence in banks is essential for their overall financial health and the loss of
confidence thereof could have catastrophic effect on the financial sector. The Chapter
also demonstrated that a bank run could be imminent when a bank fails or faces
financial difficulties which could have adverse effect on the entire banking sector. The
study also demonstrated that depositor confidence plays an important role in
promoting financial inclusion and thus maintaining it through EDIS will in turn promote
financial inclusion. The study further revealed that loss of trust in the banking sector
can lead to risk of contagion which could result in systemic risk. Accordingly, having a
financial safety net in place which includes EDIS does not only protect depositors
individually but also protects the entire banking sector against the effects of bank runs
and the overall economic development of the country. The EDIS guarantees the safety
of the banking system and its deposits, inspires confidence in the system and
safeguards it against any shocks.**3 Protecting the integrity of the banking sector and
ensuring that it functions in a manner that will encourage those who are financially

excluded to be part of the sector is of great importance.

Accordingly, the possibility of bank runs necessitates government to have a DIS in
place to curb potential bank runs and systemic failure. The study also discussed the
two types of deposit protection schemes that may be adopted by countries, namely,
an implicit deposit protection and explicit deposit protection. It was found that while
explicit deposit protection may result in moral hazard, it is the most favourable in
curbing bank runs, maintaining depositor confidence and can indirectly promote
financial inclusion. Flowing from this discussion, the study interrogated the
international best practice standards for EDIS, the IADI Core Principles and their role
in promoting financial inclusion. The examination focused specifically on those Core
Principles that the study believes to promote financial inclusion. These Core Principles
include; Core Principle 1, which recommends EDIS to set out its public policy

objectives; Core Principle 7, dealing with membership of banks, suggests that

442 Chapter 2.1.
443 Nolte and Khan 2017 World Bank 164.
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membership should be mandatory; Core Principle 8, addressing the coverage of the
EDIS, recommends a balance where coverage is sufficient to curb bank runs but not
so wide to eliminate market discipline; Core Principle 9 that provides guidance on the
funding of the EDIS, emphasizing the importance of ex ante funding; Core Principle
10 that focuses on public awareness, mandating that the EDIS must ensure a constant
public awareness of the protection it provides; and Core Principle 15 that recommends

that reimbursement processes must be timely.44

5.4. The role of the Deposit Protection Corporation of Zimbabwe in promoting

financial inclusion

In Chapter 3 of this study, attention is directed towards Zimbabwe's EDIS, specifically
the DPC, and examining its historical and ongoing contributions in advancing financial
inclusion within the country since its establishment. At the outset, the study sought to
interrogate Zimbabwe’s financial inclusion framework and the progress that has been
made. The study also discussed the bank failures that have occurred over the years
that ultimately necessitated the establishment of the DPC. The study examined the
design features of the DPC and their role in promoting financial inclusion. It was argued
that the protection of microfinance institutions promotes financial inclusion as these
institutions primarily cater to low-income earners and individuals who are mostly
excluded from traditional banking. The chapter also demonstrated that the four-day
reimbursement period contributes to confidence in the formal financial sector and thus
promotes financial inclusion. The study also found that the public awareness
mechanisms put in place by the DPC also positively contribute to the promotion of
financial inclusion, as the public is constantly informed about the existence of the DPC
and the protection it affords depositors. Accordingly, this study submits that South
Africa can draw lessons from the DPC by ensuring that public awareness is placed as
a priority when it finally becomes operational. It must ensure that the information
published pertaining to the CODI is published in all official languages to ensure that
the illiterate part of the population is accommodated. This is important taking into
account that the scheme’s main objective is to protect the unsophisticated depositors
who, in most instances, are illiterate. Furthermore, South Africa must draw lessons

from the DPC by ensuring that in the event of failure there is a proper plan on how the

444 Chapter 2.5 above.
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reimbursement is to be conducted and ensure that the timeframes for such
reimbursement are short so as to avoid bank runs and maintain public confidence in

the banking system.

5.5. The role of South Africa’s Corporation for Deposit Insurance in promoting

financial inclusion

Chapter 4 explored financial inclusion in South Africa and the CODI’s role in the
promotion thereof. The Chapter first focused on the policy and legislative frameworks
that have been adopted by South Africa to promote financial inclusion. The study
argued that that the CODI is the latest of these frameworks that has the potential to
promote financial inclusion. The study also focused on specific features of the CODI
that are viewed as contributing to the promotion of financial inclusion in South Africa.
These includes, amongst others, the objective to protect depositors and assist the
SARB in maintaining financial stability, mandatory membership of registered banks,
the limited coverage of R100 000 and the exclusion of deposits of institutions such as
government institutions. The chapter also demonstrated that the CODI could
contribute towards bank competition in South Africa in that it will enable smaller banks
to be able to compete with the bigger banks. However, it will be important for financial
regulators to ensure that smaller and emerging banks do not enter into excessive risk
activities with the hopes that there is a deposit insurer that will be able to pay their

depositors.

5.6. Recommendations

The study makes the following recommendations on how the new EDIS in South Africa

can be utilised to promote financial inclusion.

5.6.1. Recommendation 1: Objectives and Functions

As stated in chapter 2, the deposit insurer’s mandate can be narrowly or broadly set
out. At present the CODI’'s mandate as set out in section 166AF is to support the SARB
in fulfilling its financial stability mandate and protect depositors.#*®> The section further
provides that the function of the CODI is to promote awareness of the protection
provided by the scheme.**® The FSRA as amended does not extend the CODI’s

445 S 166AF of the FSRA as amended.
446 [pid.
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mandate to the promotion of financial inclusion. It is recommended that the FSRA
should be amended to extend its mandate to financial inclusion. This will not go against
the Core Principles as the international standard as the IADI makes provision that
countries may extend their mandate over and above the protection of unsophisticated
depositors and financial stability. Furthermore, extending the CODI's mandate to
include the promotion of financial inclusion will not interfere with its overarching
mandate of depositor protection as it has been illustrated that financial inclusion has

a positive impact on the overall financial development of the country.

5.6.2. Recommendation 2: Membership

Provision should be made in the FSRA, setting out the position regarding the
membership of institutions that conduct the business of a bank but have been
exempted from registering as banks. This study recommends that the legislation
should require such institutions become members of the CODI, as this will enable their
depositors to be protected similar to depositors of registered banks. The inclusion of
these institutions as members of the CODI is important for the promotion of financial
inclusion because the protection will extend to their depositors thus ensuring

confidence in the overall financial sector not just registered banks.

5.6.3. Recommendation 3: Coverage

As discussed in Chapter 3, South Africa has limited its coverage to R100 000 per
qualifying depositor per bank. The SARB survey also found approximately 97% of
accounts qualify for protection.**” This approach aligns with international standards
and practices, which stipulate that when the objective of the deposit insurer is to
protect small-scale depositors, and the deposits are distributed among a large number
small deposits, a limit that fully covers 80% of the depositors should be put in place.*42
Flowing from this, it is recommended that the CODI’s coverage level and scope should
be reviewed at least every 5 years to ensure that the public policy objectives are still
being met.**° Furthermore, the legislation must also specify a procedure as to when
and how coverage limits should be reviewed. This will ensure that the covered amount
is still within the acceptable scale, maintaining public confidence. Where it is not, the

CODI will be able to adjust it adequately to ensure ongoing public confidence. The

447 Chapter 4.6.3.
448 |ADI Deposit insurance coverage level and scope: Research paper (2021) 9.
449 Core Principle 8: Coverage 23.
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same applies to the scope of deposits. Given the constant digital innovations, it may
be necessary to review the scope of deposit types covered to ensure that new types

deserving of coverage are afforded protection.

5.6.4. Recommendation 4: Prompt Reimbursements

To maintain trust and avoid bank runs, there needs to be prompt and timely payment
of deposit claims. The longer one has to wait to have their deposits repaid, the more
confidence and trust they lose in the banking sector. Therefore, having a well-defined
contingency plan in place regarding the manner and turnaround time for repayments
in essential. This ensures that during times of crisis, the CODI can avoid wasting
precious time determining reimbursement processes and beneficiaries. Repayments
must be executed within a reasonable timeframe to mitigate contagion risk. Prolonged
delays may trigger panic among customers, even those associated with banks not
facing a crisis, prompting widespread withdrawals. It is thus important to have a
concise repayment plan in place to ensure that there is no waste of valuable time when
a crisis occurs. This is premised on the fact that prompt reimbursements positively
impact the credibility of the EDIS and contributes towards financial inclusion by

maintaining confidence in the sector.

This study recommends reducing the twenty working days period to seven working
days to minimise the waiting time for depositors to access their funds. This adjustment
aims to enhance public confidence in the CODI and contribute towards financial
inclusion, assuring individuals that they won’t face prolonged delays in accessing their
deposits after a bank failure. This positive impact is evident in Zimbabwe, where

reimbursements are completed within four working days.

5.6.5. Recommendation 5: Public Awareness

This study has demonstrated the critical role played by public awareness in ensuring
that the public is aware that their deposits are safe. It also demonstrated that the
public’s awareness of the EDIS helps to sustain confidence in the banking sector which
will in turn promote financial inclusion. It is recommended that the CODI must have in
place a public awareness strategic plan to ensure that the public is kept aware not
only of the existence of the CODI and the protection it provides but how such protection
can be accessed and the limitation that exists. It is further recommended that such a

plan must be intentional about promoting financial inclusion. Similar to the work done
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by Zimbabwe’s DPC, the CODI should promote the use of mainstream banking
through financial literacy and public awareness campaigns among the banked and the
unbanked public on the benefits and limitations it affords deposits. There needs to be
media coverage, visitations to communities especially those communities that have
the unsophisticated depositors and illiterate people such as rural areas. In addition, it
is recommended that the CODI make use of social media especially to reach the youth
and ensure that they are aware of the protection it provides. This can be done by, for
example, having a YouTube page with regular updates on the work of the CODI. All
communications regarding the CODI should be delivered in all 12 official languages
and in a manner that is easy to understand, so as to ensure that it reaches everyone
equally. Furthermore, these public awareness initiatives should also cater for the
disabled such as the visually impaired. A lesson should be drawn from Zimbabwe’s
DPC which uses braille for its brochures to cater for the visually impaired. This ensures

that disabled people are also included in the financial sector.

5.6.6. Recommendation 6: Cooperation and collaboration of the financial sector

All financial institutions and financial regulators must work together to ensure that there
is safety in the banking sector and that the CODI is given the necessary support it
requires in times of crisis and in extending its reach to those who are financially
excluded and unaware of its existence. This requires banks and other stakeholders to
also educate their customers about the existence of the CODI and ensure that the
public is constantly aware that their deposits will be protected should bank failure or
crisis occur. This promotes financial inclusion as it will ensure that confidence in the
banks is maintained and those who lack the confidence in banks are now influenced

through the information provided to form part of the formal banking sector.

5.7. Concluding remarks

The government of South Africa's commendable goal to achieve 90% financial
inclusion by 2030 is acknowledged. However, there is still significant work to be done
to ensure that the attainment of this goal goes beyond mere access to formal financial
services. Itis crucial that those considered included also actively utilize these services
to their maximum benefit. This goal can be effectively achieved if all the relevant
financial role players actively play their part. The CODI is one of the role players that

can be strategically used to contribute to the advancement of financial inclusion, if
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implemented properly. The protection the CODI aims to afford South Africans will not
only improve confidence of existing depositors of member banks, but it has great
potential of igniting trust and confidence in formal financial institutions to those who
still remain financially excluded due to lack of trust. Furthermore, the existence of the
CODI could promote the use of formal banking services through its financial literacy
and public awareness initiatives regarding the benefits and limitations of deposit
protection, protected deposits, coverage limits, and member institutions. The CODI is
also likely to make way for new banks to enter the market and compete with the
already big and established banks, thereby resulting in a banking sector that is less
concentrated. This envisaged competitive banking sector will result in banks being
innovative and creating products that attract those who currently remain excluded from
the banking sector. Although it has been argued that the establishment of an EDIS will
curb loss of confidence in times of crisis, it is also important to note that such a
reduction of loss of confidence is not fully guaranteed. Therefore, there is a need for
the financial regulators to work hand in hand with the CODI to ensure that there is no

excessive risk-taking by the banks and that market discipline is maintained.
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