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Preface

In 2013 members of the Pacific Islands Regional Initiative (PIRI), formerly known as the Pacific Islands Working Group (PIWG),
a grouping under the Alliance for Financial Inclusion (AFl), jointly undertook a review of available data and measurement
exercises with which they could design and evaluate their national financial inclusion strategies and their Maya Declaration
commitments. As part of this exercise, PIRI members agreed to adopt not only the core set of AFI financial inclusion indicators,
but to expand that set too. The members committed to carrying out demand side surveys to capture those indicators. In early
2015, demand side surveys were held in Fiji, Samoa and Solomon Islands. In the first half of 2016, corresponding surveys were
conducted in Tonga and Vanuatu. These surveys were jointly supported by AFl and the Pacific Financial Inclusion Programme
(PFIP).

Alliance for Financial Inclusion

The Alliance for Financial Inclusion (AFI) is the world’s leading organization on financial inclusion policy and regulation. A
member-owned network, AFl promotes and develops evidence-based policy solutions that help to improve the lives of the
poor. Together, AFl members from more than 120 financial inclusion policymaking institutions are working to unlock the
potential of the world’s nearly 2 billion unbanked through the power of financial inclusion.

Pacific Financial Inclusion Programme

PFIP is a Pacific-wide programme helping low-income households gain access to financial services and financial education. It is
jointly administered by the UN Capital Development Fund (UNCDF) and the United Nations Development Programme (UNDP)
and receives funding from the Australian Government (DFAT), the European Union and the New Zealand Government (MFAT).
PFIP funding for the Tonga Demand Side Survey was from the MFAT regional programme.

PFIP aims to add one million Pacific Islanders to the formal financial sector by 2019 by supporting policy and regulatory
initiatives, funding innovation with financial services and delivery channels, disseminating market information, and
empowering consumers.

PFIP operates from the UNDP Pacific Office in Suva, Fiji and has offices in Papua New Guinea, Samoa and Solomon Islands.
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Foreword

The National Reserve Bank of Tonga (NRBT) acknowledges the valuable contribution of financial inclusion initiatives towards
achieving the bank’s vision of being an effective and dynamic central bank in promoting Tonga’s economic prosperity. The
financial system is the backbone for the economic development of any country however, to be effective, it is important that
the services and benefits that the financial service providers have to offer are in tune to the public’s demand and are able to
be accessed by the people at all levels of society. This entails recognising the needs of the people and developing appropriate
strategies to meet those needs, with the view of lifting the standard of living of the people. | am therefore very pleased to
present this report of Tonga’s Demand Side Survey (DSS), the first of its kind to be conducted in the Kingdom, as a step towards
the right direction of building an inclusive economy.

This DSS provides the baseline level and condition of access and usage of financial services and products in the country. It
has also identified the challenges and barriers that are faced by our people with regards to accessing financial products and
services, as well as the type of products and services that are in demand. The outcome of the DSS also identifies the level
of awareness and financial literacy of the people. These findings would provide great insights into how to bridge the gap
between the formal and informal sectors to ensure inclusive economic growth for Tonga. At the same time, appropriate
policies are to be developed to ensure the safety, soundness and stability of the financial system is not jeopardised.

The results of the survey will be a platform where the NRBT, financial service providers, private sector, government and other
relevant stakeholders join forces to develop and improve financial inclusion in Tonga. A national financial inclusion strategy is
to be developed on the basis of this survey together with the outcome of the Supply Side Survey conducted on the suppliers
of financial services. | do hope that the result of the demand side survey would help develop an effective and valuable national
strategy that contribute to improving people’s confidence to access the formal financial system and appropriate financial
products and services are available to meet the public’s demand. The NRBT recognises that financial inclusion is not just about
the availability and sustainability of financial services in the remote areas, but also the affordability and relevance of these
services to the livelihood of the people.

I would like to commend the support of the Pacific Financial inclusion Programme (PFIP) in co-funding this survey, the Bankable
Frontier Associates for their professional advise and guidance throughout the entire process, and the Tonga Department of
Statistics for providing the crucial domestic insight in carrying out this national survey. Thank you to the staff of the NRBT
for your dedication and commitment towards completing this survey. Last but not the least, | would like to express my
sincere thanks to the people of Tonga for warmly accepting our request to participate in this important survey, your notable
contribution and cooperation is much appreciated.

Sione Ngongo Kioa
Governor
National Reserve Bank of Tonga
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Acronyms and abbreviations

ATM Automated Teller Machine

AFI Alliance for Financial Inclusion

DSS Demand side survey

FAS Financial Access Survey

Global Findex World Bank Global Financial Inclusion Indicators
GPFI Global Partnership for Financial Inclusion
IMF International Monetary Fund

MFI Microfinance Institution

NRFB National Recruitment Fund Board

NRBT National Reserve Bank of Tonga

PFIP Pacific Financial Inclusion Programme
PIRI Pacific Islands Regional Initiative

TDoS Tonga Department of Statistics

UNCDF United Nations Capital Development Fund
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Executive Summary

This report describes the level of financial access in Tonga — the fourth Pacific Islands Regional Initiative (PIRI)* country to
move forward with a financial inclusion demand side survey (DSS) effort. DSS surveys were previously completed in Samoa, Fiji
and the Solomon Islands. The survey was conducted in the first quarter of 2016 and includes indicators from the 2014 World
Bank Global Findex surveys as well as the Global Partnership for Financial Inclusion (GPFI) indicators.

A long process led to the completion of the DSS in the Pacific region: In 2013 the members of PIRI jointly undertook a review
of available data and measurement exercises with which they could design and evaluate their national financial inclusion
strategies and their Maya Declaration commitments under the Alliance for Financial Inclusion (AFI). As part of this exercise,
PIRI members agreed to adopt not only the core set of AFI financial inclusion indicators but to expand that set, as well. The
members further committed to carrying out a DSS to capture those indicators.

In general, the Tonga DSS, like the surveys in the other PIRI countries, was designed to capture financial inclusion indicators
that would be comparable across the region and globally. Importantly, these were the first such surveys in each country.

The National Reserve Bank of Tonga (NRBT) and its PIRI partners understand that “financial inclusion” incorporates not only
individuals’ access to and usage of formal financial services, but also how those services fit into individuals’ lives — the quality
that those services deliver. More attention and research needs to be devoted to this quality dimension in Tonga and the other
PIRI partners — more than could be achieved in this first round of surveys. Still, this report presents valuable evidence of
how Tongans use financial services, alone and in combination. This is information that is impossible to learn from supply-side
sources alone.

Bank account ownership is a first step to effective financial inclusion

Supply-side and demand-side data both have their strengths and limitations. Supply-side data can lack common identifiers
across accounts, while demand-side data can be prone to exaggeration of information by respondents. Given the potential
limitations of utilizing only supply or demand data, both should be taken together to highlight financial ownership and usage
while contextualizing the numbers across a population. Without current supply-side data, we leverage demand-side responses
to understand financial inclusion in Tonga.

While 41% of Tongan adults are banked (compared with 39% of adults in Samoa), bank account ownership is only a first step
in achieving meaningful financial inclusion. Table 1 below demonstrates another way of looking at financial inclusion through
self-reported savings with a formal financial provider: 18% of Tongan adults self-reported saving in their accounts at a formal
financial institution in the past year. Self-reported savings shows the percent of the adult population in Tonga that said they
personally saved some amount in their account with a formal institution such as a bank, credit union or MFI in the past year.
The percent of adults who saved at a formal institution is on par with other Pacific Island countries like the Solomon Islands,

but lags behind Fiji.

Table 1: Percent of adults who reported saving at a formal financial institution? in the past year

Country Percent of adult population

Tonga (2016) 18%
Fiji (2014) 38%
Solomon Islands (2015) 17%
Samoa (2015) 11%

Among Tongan adults that have a bank account, 36% reported saving in their bank account, while 21% reported borrowing
from their bank in the past 12 months.

This report examines this savings behavior, as well as Tongans’ self-reported usage of payment, credit and insurance products.

Men and women are equally banked

Surprisingly, 41% of male adults and 41% of female adults report having a bank account. Factors such as employment type,
education level and the sending and receiving of remittances are all correlated with the likelihood of being banked. This does
not mean that men and women have equal access to all types of formal financial services, or that they can or do use these
bank accounts in the same way. The survey did reveal that women are more likely to earn income from self-employment,
while men are more likely to report earning private and agricultural income. These kinds of differences could inform financial
service providers and policy makers’ strategies to deepen inclusion among both men and women.

1 PIRI members include the central banks of Fiji, Samoa, Solomon Islands, Vanuatu, Papua New Guinea, Timor Leste and Tonga.
2 Bank, credit union, or microfinance institution.
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Remittances are common across Tonga

Remittance income is an important source for many Tongan adults: 70% of Tongan adults reported receiving remittances last
year. Salaried and unsalaried Tongan adults alike receive remittances, and this money pays for personal expenses, church
offerings and emergencies. Sending and receiving remittances can be costly (18% reported sending remittances), particularly
by Western Union, the dominant player. Fees, travel costs and currency fluctuations cut into the amounts that Tongans
ultimately send and receive.

Savings goals appear to be short term

Overall, 63% of Tongan adults reported saving in the past year. Respondents said they mainly save for short-term uses
like personal expenses and emergencies. Very few Tongan adults currently save for business, assets, and housing or land
purchases. Most saving is by informal methods such as saving at home or in savings clubs and on a frequent basis (in the past

30 days). Tongan savers appear to be active but focus on immediate needs first.

Cash is king in payments

Income and payments revolve around cash. Both in the private sector and in agriculture the majority of Tongan adults
receive income in cash. Only in the public sector do we see employees receiving income into a bank account. Nearly all (98%)
respondents report paying utility and school payments with cash instead of digital instruments like bank transfers, debit cards

or mobile money; only 10% of respondents reported using mobile money services such as Digicel.

2|FINANCIAL SERVICES DEMAND SIDE SURVEY « TONGA



Financial access and usage in Tonga

The Tonga DSS data were collected in February 2016, by the TDoS, in close collaboration with NRBT. The sample is nationally
representative, using three-stage, systematic random sampling. Enumerators used a Kish grid to randomly select one adult
respondent (age 15 and above) from each sampled household. Thus, all findings apply to Tongan adults unless otherwise
stated. Further details can be found in Annex D: Methodology and Sample Description.

Tongan financial inclusion strand

Financial inclusion is a journey that begins with enrollment with a formal financial service provider and develops as the
customer uses savings, credit, insurance and payment services to manage his or her daily financial life. This report provides
basic baseline indicators of where Tongan adults are on this journey.

Throughout the report, the financial inclusion strand is the primary means of illustrating Tongan adults’ current standing in
the first crucial phase of financial inclusion: formal financial enroliment. The financial inclusion strand captures respondents’
usage of various financial services over the 12 months prior to their being interviewed.? Note that Tongan adults that are
considered “banked” have a formal bank account, but this categorization says nothing about if and how they use that
account. Usage is explored further in the sections related to bank accounts and specific products.

Financial inclusion strand

Banked The respondent currently has a formal bank account.

Over the past 12 months, the respondent used the services of a credit union, microfinance
Other formal institution (MFI1)*, the National Recruitment Fund Board (NRFB), investments (stocks, bonds and
others), insurance or owns a mobile money account.

Over the past 12 months, the respondent has used a savings club or other non-regulated financial

Informal only instrument, such as taking credit from a shop, moneylender, or hire purchase.

Over the past 12 months, the respondent has not used any of the services mentioned for the
other three categories, but may have borrowed from or lent to friends and family, saved money
in the house, pawned goods, borrowed from an employer, saved with a friend or trusted person,
etc. This category would include respondents who only use money transfer services, as well.

Excluded

According to the DSS, 41% of Tongan adults have a commercial bank account, as Figure 1 below shows, while another 11%
access financial services from other formal providers such as credit unions, MFls, insurance, mobile money, or finance
companies. However, 34% of adults appear to be excluded from both formal and informal financial services. The remainder
of this report presents in-depth findings on the factors associated with inclusion in Tonga, given its unique context.

Figure 1: 2016 Tongan Financial Inclusion Strand

41%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Banked ® Other formal HInformal only M Excluded

3 The access strand methodology is borrowed from the FinScope surveys, developed by FinMark Trust, which are implemented on a regular basis in a number of countries throughout
Africa. The access strand, which segments adults by the types of financial services used, allows policymakers and providers to visualize changes in access to financial services over time.
4 South Pacific Business Development, or SPBD, is the only MFI operating in Tonga.
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Benchmarking financial access in Tonga

As Figure 2 shows, in Tonga the percentage of banked adults (41%) appears to be higher than in the Solomon Islands (26%),
behind Fiji (60%) and comparable to Samoa (39%). The data collected by the International Monetary Fund’s Financial Access
Survey (FAS) helps to explain the variation between countries.

Figure 2: Inclusion Strand across PIRI-member Countries

Tonga 41% 11% 14% 34%

Fiji 60% 4% 9% 27%

samoa 39% 15% 34%

Solomon Islands 26% 35% 31%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Banked ™ Other formal ™iInformalonly ™ Excluded

As Figure 3 and Figure 4 show, the penetration of bank branches and ATMs in Tonga is relatively high. In 2011 and 2012,
Tonga had the most bank branches per 100,000 adults of the four countries, but fell in 2013. In 2013, Westpac Bank of
Tonga teamed up with the Tonga Development Bank but closed down a number of branches on the outer islands.®> Similarly,
ATM penetration is relatively high in Tonga, although as of 2013 it falls behind that of Fiji and Samoa.

Figure 3: Number of commercial bank branches per 100,000 adults
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Source: IMF Financial Access Survey, available at http://fas.imf.org/

5 http://matangitonga.to/2013/09/02/westpac-tonga-teams-tdb-haapai-and-eua
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Figure 4: Number of ATMs per 100,000 adults
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Source: IMF Financial Access Survey, available at http.//fas.imf.org/

The relative proliferation of access points to population in is likely one reason that Tonga’s proportion of banked adults is
higher than in the Solomon Islands. Maps of current Branch, ATM and Merchant locations can be found in Annex E. Figure
5 shows the number of deposit accounts with commercial banks per 1,000 adults and again shows Tonga with a higher
number compared to the Solomon Islands, but below Fiji and Samoa.

Figure 5: Deposit accounts with commercial banks per 1,000 adults
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Source: IMF Financial Access Survey, available at http://fas.imf.org/

Tonga is classified as an upper-middle income country,® but its level of formal account ownership (48%) is more closely
aligned with that of lower-middle income countries (42%). Looking at usage in Tonga paints a slightly different picture. The
use of credit and reported savings from any source is on par with upper-middle income countries, and credit from formal
financial institutions is relatively high in comparison to both lower-middle and upper-middle income countries. However,
self-reported saving in formal financial institutions is still closer to that in lower-middle income countries.

6 http://data.worldbank.org/country/tonga
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Table 2: Benchmarking Tonga’s savings and loan behavior

Lower-middle Tonaa Upper-middle
income countries (2 0196 y income countries

(2014) (2014)

Account with a formal financial institution 41.8% 48.0% 70.4%

Loan in the past year (from any source) 47.4% 37.4% 37.7%

Loan from a financial institution in the past 75% 13.6% 10.4%
year

Saved any money in the past year (self- 45.6% 62.9% 62.7%
reported)

Saved any money at a financial institution in 14.8% 18.2% 32.9%

the past year (bank, credit union, or MFI)

Source: World Bank Global Findex (Global Financial Inclusion Database), accessed: 04/2016

Differences in usage within Tonga

Bank account ownership is highest in Tongatapu and Vava'u Islands, while the other islands appear
to lag behind account ownership

Among the five islands of Tonga, the percentage of banked adults in Tongatapu and Vava'u is the highest compared with
the islands of Niuas, ‘Eua, and Ha’apai. Tongatapu and Vava’u are the two largest islands in Tonga, containing 87% of the
population.” These islands have more developed infrastructure, including greater access to formal financial services. Vava’u
(46%) and Tongatapu (42%) have the highest percentage of banked adults. Vava’u also has the highest percentage (26%) of
adults using informal financial services as well.

Meanwhile, a combined 12% of the population lives on Niuas, ‘Eua and Ha’apai islands according to the 2011 census. The
percentage of banked adults is low in Niuas and Ha’apai (24% and 19% respectively), while the proportion of excluded
adults is high (47% and 60%). Of the three small islands, 38% of adults in ‘Eua have a bank account and another 22% use
other formal financial services. ‘Eua is closer to Tongatapu, the main island, and ‘Eua residents are more likely able to access
services on Tongatapu than residents of Niuas and Ha’apai, which are smaller, more scattered islands farther from the main
island.

Figure 6: Financial Inclusion in Tonga, by Island

Niuas 24% 5% 24% 47%
Eua 38% 22% 18% 22%
Ha'apai 19% 16% 5% 60%
Vava'u 46% 13% 26% 15%
Tongatapu 42%
0% 10% 20% 30% 40% 50% 60% 70% 80% 90%  100%

Banked ® Otherformal MInformalonly ™ Excluded

7 Tonga Department of Statistics. “2011 Census of Population and Housing.” <http://tonga.prism.spc.int/index.php/tonga-documents?view=download&fileld=46>
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The time and cost to reach a bank branch in Ha’apai is the highest compared to the cost and time on the other five islands
(Figure 7). In Ha’apai, adults must travel further and pay more to reach the nearest bank branch. Adults in Ha'apai travel
nearly 24 minutes and pay up to TOP$21 (USD $9.13)% to reach a bank branch on average. This travel cost is 2.5 times higher
than on Tongatapu and 1.8 times the average across all islands. The increased travel costs and time to reach a bank branch
in Ha’apai can be explained by the fact that there is currently only one bank branch in Ha’apai. Travel time can be up to six
hours by ferry from the farthest island to the bank branch in Ha’apai. See Annex E: Maps of Access Points for detailed maps
for each island.

Figure 7: Time and cost to reach a bank branch in Tonga
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Employment type, income, education and receipt of remittances are associated with bank account
ownership

We used a logistical regression model to get a better sense of the factors that influence the probability that an adult has a
bank account in Tonga. These results do not imply causation. Education level, income level, employment type and whether
or not a household receives remittances are all correlated with the probability of bank account ownership. In Figure 8°
below, factors that are on the right of the vertical line at 0 indicate a positive correlation with bank account ownership,
while factors that are on the left indicate a negative correlation. The strongest predictor of enrollment with a bank is being a
public sector employee.

Figure 8: Logistical regression graphical representation of the likelihood of bank account ownership

Age 4
Age Squared ] *
Female — T
Household Head" R R
Log Personal Income | -
Education Level ——
Understands EnglishT —_—
Government Income | ——
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Receives Remittances | —
Tongatapu | —_—
Vavau — T
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-2 0 . .2 4
Increased Probability of Bank Enroliment

8 Exchange rate USD $1 = TOP $2.30 as of March, 2016
9 Detailed regression results can be found in the Annex. An example of how to interpret the results in the Figure are “Those with government income are 48 percentage points more
likely to report having an account at a bank compared to those without government income”
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Interestingly demographic factors such as gender and age do not seem to be statistically significantly correlated with
account ownership. As the logistical regression results show, type of income is correlated with account ownership. Public
sector employees are 48 percentage points more likely to report owning a bank account than adults who are not public
sector employees, all else equal. This result is not surprising as the majority of government employees receive their salary
through an account. Interestingly, Tongan adults that earn private income, self-employed or receive remittances are also
more likely (17, 11 and 14 percentage points respectively) to own a bank account relative to Tongan adults that do not earn
private income, are not self-employed or do not receive remittances, all else equal.

Level of income (Figure 9) is correlated with bank account ownership as is the type of income earned (Figure 10). While 72%
of adults in the top income quintile are formally banked, this is true of only 16% of adults in the bottom income quintile.
These adults are predominantly financially excluded, with 63% having used no formal or informal financial services in the
past year.

Figure 9: Inclusion Strand by Income Quintile

Bottom 20% 16% 6% 15% 63%

21-40% 29% 18% 42%
41-60% 43% 17% 26%

61-80% 54% 10% 17% 19%
Top 20% 72% 15% 8% | 5%
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Banked ™ Otherformal MiInformalonly M Excluded

Type of income matters as well. Of banked public sector employees, 85% reported receiving their salary directly into
an account at a bank or another type of formal financial institution. This helps to account for the high level of account
ownership among public sector employees, and in subsequent sections we will see how this affects account usage.

Figure 10: Inclusion strand by employment type

Agriculture 41% 14% 26% 19%
Casual 35% 15% 18% 32%
Self-employment 51% 18% 13% 18%
Salary Private 62% 9% 12% 18%
Salary Government 89%
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Banked ™ Other formal MiInformalonly ™ Excluded

Although private salaried employment and self-employment are also correlated with bank account ownership, nearly 40%
of adults earning private salaries and 50% of self-employed adults are unbanked.

8|FINANCIAL SERVICES DEMAND SIDE SURVEY « TONGA



Women and men report similar levels of bank account ownership

As indicated above, gender is not correlated with bank account ownership in Tonga. These results buck the global trend
in which there is a gender gap in bank account access (again, the inclusion strand does not capture the quality of financial
services nor does it tell us about how these accounts are used). The Global Findex reports that 65% of men had a bank
account in 2014 compared to 58% of women.® While the results do not show a gap between genders in Tonga, there is
still concern that more than one-third of men (35%) and women (34%) are financially excluded from formal and informal
financial services.

Figure 11: Financial inclusion strand in Tonga 2015, by Gender (%)
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Gender differences are present in other areas, such as employment. Women are more likely to report earning income from
self-employment while men are more likely to report earning income from other sources like private employment and
agricultural work (Figure 12).

Figure 12: Income sources, by Gender (%)
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10 World Bank Global Findex (Global Financial Inclusion Database), accessed: 04/2016
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Barriers to formal financial inclusion

Tongan adults lack awareness about the locations of proximate financial access points

We asked respondents if they knew of common financial access points close to their homes, such as bank branches, ATMs, or
bank or mobile money agents (Figure 13). With the exception of the location of bank branches, the majority of adults do not
know of other financial access points near their homes.

Figure 13: Percentage of adults that are aware of financial access points
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Agents can better penetrate the islands for increased access

For respondents that reported financial services close to their homes, follow-up questions asked about the time and cost to
reach these services. Across respondents, the time and method of transportation varied by financial access point. Although
Tongan adults were less likely to report knowing of a bank agent close to their home (11%), those that did reported less time to
reach a bank agent relative to other financial access points (Figure 14'%).

Figure 14: Self-reported time and cost to reach financial access points
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Agents appear to help cut down the time required to reach a financial access point, but there is work to be done. Figure 15
shows the percentage of Tongan adults across islands that reported a financial service point close to their home. On every
island except Ha'apai, less than 15% of respondents reported a mobile money agent, bank EFTPOS, or bank agent close to their
homes.

11 Asreported by those respondents that were aware of each financial access point. The size of each bubble indicates the proportion of respondents that were aware of each type of access point.
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Figure 15: Respondent knowledge of financial access points, by Island
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Respondents reported taking approximately 14 minutes to reach a bank agent by foot or 8 minutes by car, while taking 17
minutes to reach the bank branch by foot and 15 minutes by car.

Figure 16 shows the difference in travel time and transportation prevalence for various financial service access points.

The three most popular modes of transportation to financial access points are driving in a private car, walking and taking a
bus. Even though the Tongan islands are relatively small in size, the majority of respondents choose to travel by car to reach
financial access points. But across transportation options, Tongan adults spend less than 30 minutes, on average, to reach
access points. Financial access points appear to be within a reasonable distance for many Tongan adults, but a challenge is
reaching the more than 50% of Tongan adults that do not know of or have financial access points nearby.

Figure 16: How do you usually travel to various access points?
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Lack of identification may be a barrier to bank account ownership for some adults

Lack of identification is a potential barrier to financial access as KYC/AML regulations often require formal identification.
This is no different in Tonga. 19% of Tongan adults do not have a formal photo ID, and 21% of adults do not have a birth
certificate (Figure 17). Furthermore, 7% of adults have neither a photo ID nor a birth certificate. According to legislation, in
the absence of formal IDs, a reliable third party (bank staff, church minister, town officer) can vouch for a customer,*? but it
is unknown how widely this is known or used.

Figure 17: Percent of adults without formal identification
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Not surprisingly, Tongan adults between the ages of 15-20 are more likely to report not having a photo ID relative to other
age groups (Figure 18). National IDs are issued to citizens who are 21 years and above. Financial service providers can work
with young Tongan adults as they navigate obtaining an ID and opening their first formal financial account.

Figure 18: Percent of adults without formal identification, by age bracket
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Major payments are primarily cash-based

Another potential barrier to financial inclusion in Tonga is the heavy reliance on cash payments. The majority of Tongan
adults use cash to pay for utilities and school fees (Figure 19) and this rate is higher compared to other upper middle income
countries. On average, 85% of adults pay school fees with cash in other upper middle income countries, but 98% of adults

pay school fees in cash in Tonga. Expanding alternative payment channels and options could spur movement away from this

reliance on cash.

28%

16%

12 http://www.reservebank.to/data/documents/Legals/Legislation/NRBT_MLPC_Regulations_2010(v1).pdf
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Figure 19: Cash payments for utilities and school fees in Tonga compared with other upper middle income
countries
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Source: World Bank Development Data, available at http.://databank.worldbank.org/data

The prevalence of cash may be explained by vendors only accepting cash for payments. Another explanation for the
prevalence of cash may be that the majority of adults receive income in cash with the exception of public sector workers.
Even in the private sector, 70% of Tongan adults receive their salaries in cash (Figure 20). Meanwhile most public sector
employees are paid directly via a bank account (85%).

Figure 20: Mode of income payments by employment type
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While the survey did not collect information on the size of private firms, salary payments may present an opportunity to
move towards formal financial inclusion. More than 40% of adults either received salaries from a formal employer or had
another member of the household that received this (Figure 21). Figure 21 also shows that a large percentage of Tongan
adults receive gifts as income. Gifts include remittances, which is another opportunity for formal financial inclusion,
discussed in subsequent sections.
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Figure 21: Income sources
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Family relationships drive financial engagement

Tongan adults rely heavily on family or friends for financial needs. This reliance may slow financial inclusion as adults

tend to look to social networks prior to considering savings or credit, for example. We see that across financial strands,
approximately 50% or more of respondents said that it would very possible or somewhat possible for them to come up with
TOPS900 (USD $391.30) within a month (Figure 22). However, the source of these funds is surprising.

Figure 22: Ability to come up with TOP $900 (USD $391.30) within a month
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Across financial strands the majority of respondents cited family and friends as the main source of money for this
hypothetical emergency. Only 34% of banked Tongan adults said they would get the money from savings (Figure 23).

The reliance on family and friends is a testament to the ability to lean on social networks. But family and friends may not
have always have funds, or family turmoil from lack of repayment may ensue.

As previous research has shown, in Pacific Island countries such as Tonga where formal social protections systems are largely
absent or slowly developing, migration and remittances can perform a similar function informally.* Migration, remittances
and social networks provide a vital support network for many families in Tonga. Governments and financial service providers
should more effectively plan and design policies that incorporate these relationships into policy and formal financial
systems. In Tonga as of 2012 there is a social welfare policy for adults over 75 years.* But as this policy disseminates and for
adults that do not qualify for the welfare, migration will continue to play an instrumental role.

13 Brown, Richard PC, John Connell, and Eliana V. Jimenez-Soto. “Migrants’ remittances, poverty and social protection in the South Pacific: Fiji and Tonga.” Population, Space and
Place 20.5 (2014): 434-454.
14 ttp://www.nrbf.to/index.php/social-welfare
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Figure 23 : Emergency funding source by financial strand
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The familiarity associated with social networks also appears to influence loan choices. Apart from self-reported sensitivity to
interest rates, the next two important loan qualities are length of loan term (46%) and trust in the loan source (29%) (Figure
24). Borrowing from social networks potentially provides lower interest rates and more flexible repayment plans. But there

are also greater risks: family members may not have funds available in time of need or if they themselves are cash-strapped.

Figure 24: Most important loan qualities (multiple responses)
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